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Profile of ICBC (Asia)

Industrial and Commercial Bank of China (Asia) Limited (“ICBC (Asia)” or the “Bank”) is a licensed bank incorporated in
Hong Kong. It is the flagship of overseas business of Industrial and Commercial Bank of China Limited (“ICBC”) - currently
the largest commercial bank in China. It is engaged in commercial banking, investment banking and other financial services,
including those of securities, insurance and funds, with a focus on commercial and retail banking as well as global market
business.

ICBC (Asia), formerly known as Union Bank of Hong Kong Limited, was established in Hong Kong in 1964 and publicly listed
in 1973. Over the years, the Bank offered advanced and diversified banking services to its customers. The Bank changed its
name to “Industrial and Commercial Bank of China (Asia) Limited” on 21 August 2000 following its becoming a member of
ICBC Group.

In July 2001, ICBC injected the corporate banking business of its Hong Kong Branch into ICBC (Asia). It expanded the
customer base of ICBC (Asia), improved its deposits and loans portfolio and also diversified its product mix. Such transfer of
business therefore led to a substantial enhancement of the competitive edge of ICBC (Asia).

ICBC (Asia) acquired Fortis Bank Asia HK’s retail and commercial banking operations on 30 April 2004. Fortis Bank Asia HK
was then renamed to Belgian Bank and became a wholly-owned subsidiary of ICBC (Asia). In October 2005, Belgian Bank,
Hong Kong Branch was formally merged with ICBC (Asia). In 2005, ICBC (Asia) acquired Chinese Mercantile Bank which
becomes its wholly-owned subsidiary and focuses on RMB banking business in Mainland China.

On 31 August 2008, ICBC (Asia) completed the acquisition of Worldsec Asset Management Limited and renamed it to
ICBC (Asia) Investment Management Company Limited (officially changed the name to ICBC Asset Management (Global)
Company Limited in October 2017). Being a wholly-owned subsidiary of ICBC (Asia), ICBC Asset Management (Global)
Company Limited specialized in ICBC’s global asset management business.

On 21 December 2010, ICBC completed its privatisation process of ICBC (Asia), which was henceforth withdrawn from
listing on The Stock Exchange of Hong Kong Limited and became a wholly-owned subsidiary of ICBC. The completion of
privatisation thus provides ICBC (Asia) with broader access to finance, allows greater flexibility in obtaining the support of
ICBC and achieving more effective business connection and integration within the ICBC Group.

Upon the completion of the privatisation process, ICBC (Asia) accelerates its pace of development. Benefited from its
continuous enhancing profitability, innovation, risk management and control effectiveness and other driven forces, ICBC
(Asia) achieves a good momentum of steady growth in the client base and business development, resulting in continued
expanding of its total asset size and optimization of its asset structure.

By persisting in the business strategy of “Taking root in Hong Kong, Connecting with mainland China, Spanning across Asia
Pacific, Facing the World”, ICBC (Asia) seizes the favourable opportunities of Hong Kong being the offshore Renminbi centre
and keenly explores Renminbi businesses and cross-border banking services. ICBC (Asia) realized a number of pioneering
projects in offshore Renminbi financial products, and was received various awards regarding quality cross-border services,

such as “Best Bank in Hong Kong (Chinese Financial Institutions)”,“Excellent Brand of Cross-border Banking Services” and
“Best Deal”, etc.
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Corporate Information

As at 26 March 2019

BOARD OF DIRECTORS
Gao Ming

(Chairman e Executive Director)

Wu Long
(Vice-Chairman, Executive Director & Chief
Executive Officer)

Wong Yue Chim, Richard, S.B.S., J.P.
(Vice-Chairman, Independent Non-executive
Director)

Lu Jian
(Executive Director, Deputy Chief Executive ¢
Alternate Chief Executive)

Xi Deying (Non-executive Director)

Hong Guilu (Non-executive Director)

Shang Jun (Non-executive Director)

Tsui Yiu Wa, Alec (Independent Non-executive
Director)

Yuen Kam Ho, George, FHKIoD
(Independent Non-executive Director)

Wu Jie Si (Independent Non-executive Director)

Or Ching Fai, $.B.S.,].P. (Independent Non-executive
Director)

COMPANY SECRETARY
Yu Hong

AUDIT COMMITTEE
Or Ching Fai, $.8.S.,J.p.* (Chairman)

Xi Deying (Alternate Chairman)
Hong Guilu

Wong Yue Chim, Richard, S.B.S., J.P.*
Tsui Yiu Wa, Alec*

STRATEGY AND CORPORATE

GOVERNANCE COMMITTEE
Gao Ming (Chairman)

Wu Long

Hong Guilu

Wong Yue Chim, Richard, s.B.S.,J.p.*
Yuen Kam Ho, George, FHKIoD*
Wu Jie Si*

Or Ching Fai, s.B.S.,J.p.*

RISK MANAGEMENT COMMITTEE

OF BOARD OF DIRECTORS
Tsui Yiu Wa, Alec* (Chairman)

Shang Jun (Alternate Chairman)
Wu Long

Lu Jian

Yuen Kam Ho, George, FHKIoD*
Wu Jie Si*

Or Ching Fai, S.B.S.,J.p.*

*  Independent Non-executive Director

REMUNERATION COMMITTEE
Yuen Kam Ho, George, FHKIoD* (Chairman)
Shang Jun

Tsui Yiu Wa, Alec*

NOMINATION COMMITTEE
Wu Jie Si* (Chairman)

Xi Deying

Wong Yue Chim, Richard, s.B.S.,J.p.*

SENIOR MANAGEMENT
Gao Ming

(Chairman & Executive Director)
Wu Long

(Vice-Chairman, Executive Director ¢ Chief Executive Officer)

Lu Jian

(Executive Director, Deputy Chief Executive & Alternate Chief

Executive)
Leung Ming Hym, Peter

(Deputy Chief Executive & Alternate Chief Executive)
Tong Hee Keung, Samuel (Deputy Chief Executive)
Xu Meng (Deputy Chief Executive & Chief Risk Officer)
Gu Xuan (Deputy Chief Executive)
Wang Chaoming

(Deputy Chief Executive & Chief Information Officer)
Li Dong (Deputy Chief Executive)
Chen Yinbin (Deputy Chief Executive)

AUDITORS

KPMG

8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong
Telephone: (852)2522 6022
Facsimile: (852)2845 2588

REGISTERED OFFICE
33/F., ICBC Tower

3 Garden Road, Central, Hong Kong
Telephone: (852)3510 8888
Facsimile: (852)2805 1166

Post Box: GPO Box 872

SWIFT: UBHKHKHH

This Annual Report can be accessed through the internet at:

http://www.icbcasia.com
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Sk 5 4l Financial Highlights
gigdl
Restated S FH 7 [
A48 (H B 0) For the Year (in HK$ million) 2018 2017 % Change
AL A Net Interest Income 11,625 10,052 15.7%
- G LR PN Net Fee and Commission Income 2,396 2,376 0.8%
HoAth 5 2E 0 A Other Operating Income 716 208 244.2%
BEXH Operating Expenses 3,454 3,064 12.7%
S RE B 2 W RO Net Impairment Losses on Financial Assets (1,229) (580) 111.9%
I Fod T 48 ) Profit before Tax 10,392 9,481 9.6%
B I Tax 2,113 1,713 23.4%
i o Ak 7 Profit Attributable to Shareholders 8,278 7,767 6.6%
BT E
AESSH (T8 oT) At Year End (in HK$ million) 2018 2017 % Change
B H A R TH Advances and other accounts 475,789 459,830 3.5%
7 AE Total Assets 893,618 898,109 -0.5%
fE A HAHH Total Deposits 558,480 587,352 -4.9%
HE £ AR Total Equity 117,317 91,686 28.0%
Vi 5 e R Financial Ratios 2018 2017
EATE R R Capital Adequacy Ratio 19.75% 16.57%
TR B & R Average Liquidity Coverage Ratio 166.47% 134.83%
JASEF U L Cost to Income 23.44% 24.25%
K BR WAL 2 2 5 SR R JBe 3 M A ik A
Operating Profit Before Impairment Losses Profit Attributable to Shareholders
T H T I HHE T
HKS$ million HKS million
12,222 1*11)282‘3 9,000 g;gfg -
11, 4 7,767 +9%
10,000 5?5570/; 9,1601"/;' 8000 7395
9,000 +21% 7,000 6,784 223170/(()’
8,000 7902 6,000
7,000 5,000
6,000
5,000 4,000
4,000 3,000
3,000 2,000
2,000
1,000 1,000
0 0
2018 2017 2016 2014 2018 2017 2016 2015 2014
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B % 8t R
7N /J
AR S 5 BB Five Year Summary
H H
Restated Restated
Z4F (5 0) For the Year (in HK$ million) 2018 2017 2016 2015 2014
AL A Net Interest Income 11,625 10,052 9,143 8,517 8,072
- FSAHEA TN Net Fee and Commission Income 2,396 2,376 2,156 1,836 1,694
NN Other Operating Income 716 208 1,111 1,123 687
BEXH Operating Expenses 3,454 3,064 2,791 2,700 2,551
SRl B 2 e (1R O TR A Net Impairment Losses on Financial Assets (1,229) (580) (812) (1,175) (82)
o B i 2 Profit before Tax 10,392 9,481 9,069 8,392 7,992
i IH Tax 2,113 1,713 1,673 1,608 1,622
JBE SRR A1 22 ) Profit Attributable to Shareholders 8,278 7,767 7,395 6,784 6,370
£33 4 QST Per Share (in HK$) 2018 2017 2016 2015 2014
g R A 5 Basic Earnings per Share 3.21 3.01 2.87 3.10 3.09
WRHAEEH (7 Eior) At Year End (in HK$ million) 2018 2017 2016 2015 2014
A % LA R TH Advances and other accounts 475,789 459,830 419,655 385,734 364,298
W E AR Total Assets 893,618 898,109 798,675 733,551 680,619
AR Total Deposits 558,480 587,352 465,141 466,676 463,553
HE 35 48 %8 Total Equity 117,317 91,686 83,886 70,337 51,525
108 % Financial Ratios 2018 2017 2016 2015 2014
EAT IR LR Capital Adequacy Ratio 19.75% 16.57% 17.01% 16.74% 16.11%
AR R B B R Average Liquidity Ratio for the Year N/A N/A N/A N/A 44.92%
-84 i B 1 A s LR Average Liquidity Coverage Ratio 166.47% 134.83% 128.80% 93.97% N/A
P P AR LR Loans to Total Assets 53.24% 51.20% 52.54% 52.58% 53.95%
B R Impaired Loan ratio 0.81% 0.66% 0.74% 0.65% 0.41%
A EA R EWIEHEE Non credit-impaired ECL
E 5 7 3 e Coverage Ratio* 1.13% 1.27% 1.41% 1.55% 1.55%
A L Cost to Income 23.44% 24.25% 22.49% 23.53% 24.40%
¥ ] Return on Average Assets 0.90% 0.96% 1.01% 1.02% 1.02%
ST 1230 58 A [ i Return on Average Common Equity 9.56% 9.72% 9.82% 11.83% 13.27%
LA [ A * Including “Regulatory Reserve”
¥ 17K B
Total Assets Total Deposits
ER Y5 H AT
HKS$ million -0.5%  +12% HKS$ million 26%
893,618 898,109 5% 587,352

900,000

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

0

+9%

798,675 7%

733,551

2018 2017 2016 2015

+19%

680,619

2014

600,000

500,000

400,000

300,000

200,000

100,000

558,480

0% 0% +21%
465,141 466,676 463,553

2018 2017 2016 2015 2014
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% P Customer Deposits
1. &R0 E 4 1. By Type 2018 2017
15 4 Current 8.2% 9.8%
% Savings 17.1% 23.7%
E W Fixed 74.7% 66.5%
B Total 100.0% 100.0%
2. WREREI A S A 2. By Remaining Maturity 2018 2017
JE s SR IR BB 8 Repayable on Demand 26.2% 34.1%
=B A s AT Three Months or Less 27.2% 39.5%
— AR L (E R R = A One Year or Less, but Over Three Months 21.0% 22.7%
FAF B LA R AH A — AR Five Years or Less, but Over One Year 23.6% 3.7%
R R A Over Five Years 2.0% 0.0%
Gk Total 100.0% 100.0%
3. MWW S 3. By Currency 2018 2017
iEPH HKD 42.2% 38.8%
ESSH UsD 37.2% 34.3%
HoAty Others 20.6% 26.9%
aF Total 100.0% 100.0%
Jofb 2 WA Other Operating Income 2018 2017
28 G WA B LA B (B Net trading income and net loss on financial assets and
A B R AR R E liabilities at fair value through profit or loss
=Rwaty 1| 62.1% 70.9%
A 4 E 2 BB A Dividend income from financial investments 1.2% 3.9%
B WA Management fee income 34.6% 19.3%
YIEMESRA Rental income 0.0% 0.1%
BEWEMSIA Rental income from investment properties 0.4% 1.5%
HoAt Others 1.7% 4.3%
B Total 100.0% 100.0%
A8 48 A0 B L Al e I DAL 25K e R
Total Advances and Other Accounts Impaired Loan Ratio
[EE 3P F4r
HKS$ million %
500,000 4;53,;{{)&9 45%‘};’0 Lo
450,000 41*99);/';5 o 0.81%
400,000 385,734 +13% 0.74%
364,298
350,000 0.66% 0.65%
300,000
250,000 05
0.41%
200,000
150,000
100,000
50,000
0.0
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Financial Performance

L 4RAT B 2y By Industry Sectors * 2018 2017
17 i 2 B Loans for Use in Hong Kong
L K Industry, Commercial and Financial
LUE 7S Property Development 8.2% 6.7%
WERE Property Investment 6.4% 6.4%
G A 2 Financial Concerns 9.3% 8.3%
I S R AL Stockbrokers 0.9% 0.8%
e f 2 2 Wholesale and Retail Trade 3.0% 3.7%
N Y Civil Engineering Works 0.4% 0.3%
Rk Manufacturing 1.8% 1.9%
R e T A Transport and Transport Equipment 5.7% 5.6%
EPIRRUE Electricity and Gas 0.2% 0.8%
I ilkE e Information Technology 0.9% 1.1%
g - AE1E AR Hotels, Boarding House and Catering 0.4% 0.3%
5% 4 3 ) Recreational Activities 0.0% 0.0%
HAty Others 7.3% 7.3%
(PN Individuals
W [ s & A R - Loans for the purchases of flats in Home Ownership Scheme,
VN =90 DS Private Sector Participation Scheme and Tenants Purchase
[ &R Schemes
Z B 0.1% 0.1%
W AT ) 3 2 B Loans for the purchase of Other Residential Properties 8.8% 7.3%
& HREK Credit Card Advances 0.1% 0.1%
HoAth Others 3.0% 2.0%
75 E Trade Finance 3.2% 3.1%
1575 W ASMBE ) 22 23K Loans for Use outside Hong Kong 40.3% 44.2%
R Total 100.0% 100.0%
2. BRI BB 5 By Remaining Maturity 2018 2017
JELI B SR IR BV IR 7 Repayable on Demand 2.3% 1.6%
—HEH LT One Year or Less 30.5% 35.0%
FAF B LA R {H A — A Five Years or Less, but Over One Year 43.2% 41.6%
R AR Over Five Years 24.0% 21.8%
ifr 41 [ 34 Undated 0.0% 0.0%
i Total 100.0% 100.0%
3. WS By Currency 2018 2017
I HKD 47.0% 40.7%
e USD 24.0% 29.5%
HoAl Others 29.0% 29.8%
Gl Total 100.0% 100.0%
* o ONELTE I SR TR AR TR 3 Excluding Trade Bills and Advances to Banks
Bk a —F—N\F BAMAE —F— N\
Loans Composition 2018 Income Composition 2018
AN - LTk SIIEZE 5 I Ho At A

Individuals -
Residential Mortgage 8.9% ‘
T B il

Industrial, Commercial &
Financial 29.9%

LB 9553

HoAty St ¥

Property Development &
Other Property
Investment 14.6%

am

PN}

3.1% Individuals - Others TR 4 A

Net Fee and
. Commission 16%
£ 5% B v .

Trade Finance

3.2%

At LA
0 Z 8K
Loans for use outside
40.3% Hong Kong
FALE A
Net Interest Income 79%

5% Foreign Exchange and

Other Income
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Chairman’s Statement

In 2018, successive United States Federal Reserve interest rate hikes and the ongoing trade friction between China and the
United States complicated the operating environment. The softening of global economic growth and intensified market
volatility exerted additional pressure on the market. In the face of these challenges, ICBC (Asia) navigated the headwinds
by focusing on development, transformation, and risk control. It applied the strategic guiding principles laid down by ICBC
Group across the board and followed the Bank’s three-year development roadmap to seize opportunities on the market.
Through persistent efforts in transformation, the Bank continually improved its risk control and operational capabilities,
thereby enabling it to maintain solid operational performance and achieve steady growth.

Throughout its expansion, the Bank employed a customer-centric approach. It deployed additional resources to develop
target market segments and to improve service experience that created added value for customers, further strengthening its
customer base. Gaining ground with transformation and innovation, it identified new business growth drivers to tap into the
vast blue ocean market. While effectively managing its asset growth, the Bank continued to optimize its business portfolio. As
at the end of 2018, the Bank’s total assets amounted to HK$893.6 billion. Notably, the percentage of retail assets in the Bank’s
asset portfolio rose continually. Its loans increased by HK$16.0 billion to HK$475.8 billion year-on-year, and customers’
deposits grew by HK$37.2 billion to HK$533.5 billion. The Bank’s after-tax net profit grew by HK$511 million to HK$8.278
billion.

In its corporate banking business, the Bank upheld its commitment to serving the real economy. It actively fostered
collaboration with major local customers and persistently optimized the services for SME customers. Across borders, the Bank
capitalized on its strength in cross-border finance and grasped the opportunities arising from policies such as the Greater
Bay Area, the Belt and Road Initiative, and the establishment of the corporate treasury centers in Hong Kong to reinforce the
support for Chinese enterprises making outbound investments. The Bank scaled up its exposure to high quality assets through
syndicated loans to satisfy the financing needs of leaders across industries. It also leveraged its strengths in coordinating
commercial and investment banking to complete multiple significant projects including underwriting the issuance of major
preferred stocks and overseas green bonds in the capacity of a lead manager for the first time. Moving forward its strategy
of transaction banking, the Bank launched solutions based on customers’ transaction practices as well as strengthened its
comprehensive marketing capability so as to deepen customer loyalty and collaborations. These contributed to the rapid
development of its trade finance business.

In its retail banking business, the Bank stepped up business reform to refine the retail business regime and focused on
market segments with high potential, so as to broaden its presence in the retail banking market space. The Bank embarked
on a full-fledged program to optimize its retail policies and business processes. This entailed the development of such
mainstay businesses as mortgage, personal consumption loans, and wealth management. Special innovative products such
LINE FRIENDS Credit Cards, “Flexi Plus” and “Interest Plus” were launched to enrich its
product offerings. In doing so, the Bank registered steady growth in the number of retail clients and scale in assets. To cope

as Horoscope credit cards, ICBC

with the expansion, the Bank accelerated the pace to increase productivity and enhance service quality at branch levels. At the
same time, the Bank accelerated the pace to increase productivity, enhance service quality at branch levels, improve the setup
of the Bank’s network, and enhance the image of its branches. These initiatives resulted in a significant increase in the average
branch profitability.

In terms of its global market business, the Bank overcame such unfavorable market conditions as interest rate hikes and
the flutuations in credit spread. Adopting a dynamic adjustment strategy in asset allocation, it succeeded in maintaining
the stability of its investment portfolio and consequently delivered an increase in return. Moreover, the Bank leveraged its
functional advantage as the Asia time-zone transaction center for the ICBC Group to boost its trading and market-making
capabilities, achieving substantial growth in the volume of offshore Renminbi transactions. The global market trading system
was strengthened through the introduction of 37 types of currencies of the countries under the Belt and Road Initiative. The
implementation of these business strategies effectively elevated the stability of the operating system and offered added support
to the business.
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As for the asset management business, the Bank continued to refine the management regime of its subsidiary “ICBC Asset
Management (Global)” to establish it as ICBC Group’s unified operation platform for global asset management. The platform
contributed to a thorough improvement in asset management product offerings as well as related sales channels. The research
and development and risk control capabilities of the business segment were likewise strengthened. These measures helped
multiple products to become market frontrunners. In addition, the Bank rolled out a world-leading custodian system, which
achieved a number of market firsts with the custody products it debuted. The business segment witnessed significant growth
in the size and revenue of its assets under management. With these accomplishments, the Bank was awarded the title of “Bond
Connect Best Custodian”.

In the internet-based finance business, the Bank rode on relevant favorable policies to embrace emerging fintech movement.
Among the many key launches were Faster Payment System (“FPS”), intelligent customer service, intelligent terminal, and
“ICBC Securities” mobile application. In recognition of its market standing, the Bank was named a winner of the “Capital
Excellent Mobile Banking” Award. In addition, the Bank scaled up the operation of this business through investments in
research and introduced functions including upgrades in account opening procedures, account opening witness system, and
account opening appointment registration system to further improve customer experience. Following active online marketing
and commercial collaboration arrangements, the market penetration and awareness of the Bank’s e-Banking increased
considerably.

On its path of regional expansion, the Bank capitalized on opportunities related to the development of the Greater Bay
Area. Discharging the Bank’s function as ICBC Group’s leading overseas institution in the Greater Bay Area, the Bank,
through the platform of its subsidiary, Chinese Mercantile Bank, accelerated its expansion in the Greater Bay Area. At the
same time, seizing the opportunities arising from the Belt and Road Initiative and the establishment of ICBC Group’s “Asia
Pacific Syndicated Loan Centre”, the Bank coordinated the interaction of various sister institutions across the region in the
ICBC Group to expand its customer base to extend outreach to outstanding mainland and Hong Kong enterprises making
investments overseas as well as the leading enterprises in the regions concerned. The Bank’s integrated marketing footprint
was expanded to cover 16 countries and regions. For these efforts, the Bank was honored to be named the “Best Chinese bank
in the region for Belt and Road Initiative” by Asiamoney last year.

Risk control and management has always been a priority of the Bank in its expansion, transformation and development. In
2018, the Bank was listed as one of the Domestic Systemically Important Authorized Institutions (D-SIB) by the Hong Kong
Monetary Authority. Taking this opportunity, it implemented a series of optimization programs with respect to capital,
risk control, and liquidity to drive various indicators to higher standards. In light of the evolving conditions, the Bank cast
a spotlight on comprehensive risk prevention and control. Strong emphasis was placed on credit quality and fundamentals
to secure the stability of the overall asset quality. The Bank also devoted more resources to tackle money laundering, setting
systems in place as countermeasures. Furthermore, investments were made to strengthen internal control and compliance
management mechanisms to cultivate a unique compliance-based corporate culture of ICBC (Asia) to ensure long-term
sustainable development.
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Going forward in 2019, the seemingly stable global economy is expected to progress with undercurrents of change. The
banking industry is facing a more complicated environment with increasing uncertainties. However, opportunities come with
change. A series of economic stimulus policies announced by the Hong Kong SAR government, the unveiling of the “Outline
Development Plan for the Greater Bay Area”, and the promising prospects of the markets along Belt and Road are bringing
impetus to the development of the banking industry. The Bank will actively respond to the changing circumstances, embrace
strategic opportunities, and forge further ahead with transformation and innovation. The vast market on the mainland,
coupled with the strong backing from the ICBC Group, will give the Bank an edge in its development. While deepening
its penetration locally in its home market, the Bank will extend its foothold in the Greater Bay Area and the Asia-Pacific
market. Putting customers first as it always has, the Bank will offer diversified and integrated financial services to propel the
development of ICBC (Asia) to a new level. By the same token, the Bank will reaffirm its commitment to strengthening its
foundation. By ensuring regulatory compliance and reinforcing risk control and management, it will bolster its operational
performance and achieve sustainable development.

In the past year, the guidance of its parent bank and the Board of Directors were key to the Bank’s development. Together with
the whole-hearted contribution of the management and the diligence of its entire staff, the Bank achieved hard-earned and
impressive results amidst a complicated and ever-changing operating environment. My sincere appreciation goes to them. At
the same time, on behalf of the Bank, I would like to extend my heartfelt gratitude to our customers for their trust and support
and to members of society for their invaluable help.

Gao Ming
Chairman

26 March 2019
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Management’s Discussion and Analysis

FINANCIAL REVIEW

The Group achieved a record high profit after tax of HK$8,278 million for the year 2018, representing an increase of HK$511
million as compared to the previous year.

As a result of strong growth in interest-bearing assets, ICBC (Asia)’s net interest income increased by HK$1,574 million, or
16%, to HK$11,625 million. Net fee and commission income increased by HK$20 million, or 1%, to HK$2,396 million. The
ratio of non-interest income to total operating income was 21.1%.

Total operating expenses were 13% higher than the previous year. The cost to income ratio slightly decreased from 24.2% in
2017 to 23.4% in 2018.

Operating profit after impairment losses was HK$10,055 million, an increase of HK$1,063 million, or 12%, as compared with
2017.

The Group recorded HK$329 million of net gain from disposal of investment securities as compared to HK$470 million in
2017.

Share of profit from associates decreased to HK$12 million from HK$22 million in 2017.

STATEMENT OF FINANCIAL POSITION

As at 31 December 2018, ICBC (Asia)’s total assets amounted to HK$893.6 billion, representing an decrease of $4.5 billion, or
1%, as compared with the previous year-end position.

Loans and customers’ deposits reached HK$475.8 billion and HK$533.5 billion respectively, representing an increase of 3%
and 7% respectively as compared to the position as at 31 December 2017.

As at 31 December 2018, total outstanding certificates of deposit issued amounted to HK$24.9 billion, representing a decrease
of 73% as compared to the position as at 31 December 2017.

CAPITAL AND LIQUIDITY MANAGEMENT

The capital adequacy ratio of the Bank was 19.75% as at the end of 2018 (the end of 2017: 16.57%). The average liquidity
coverage ratio for the year 2018 amounted to 166.5% (average of 2017: 134.8%).

ASSET QUALITY

Under the Bank’s prudent risk management policy, the asset quality remained continuously at a satisfactory level. As at the
end of 2018, impaired loans amounted to HK$3,896 million while the impaired loan ratio increased by 15 basis points to
0.81% as compared with 2017.

As at 31 December 2018, the cumulative loan impairment allowances to loans measured at amortized cost aggregated to
HK$5,076 million (2017: HK$4,397 million). This included impairment allowances of HK$2,129 million (2017: HK$2,108
million) for credit-impaired exposures and HK$2,947 million (2017: HK$2,289 million) for non credit-impaired exposures.
The increase of impairment allowances was mainly due to the increase of loan portfolio.

As at 31 December 2018, total overdue advances increased by HK$738 million, to HK$3,463 million, as compared to the
previous year-end position.
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BUSINESS REVIEW

Corporate Banking

During the year under review, Industrial and Commercial Bank of China (Asia) Limited (“ICBC (Asia)” or the “Bank”)
actively sought business opportunities amid the market volatility. It performed well in business development, product
innovation and market expansion. In respect of its business development, the Bank succeeded in acting as a lead arranger for
various types of sizeable syndicated loans that met with enthusiastic responses from the market. The move greatly enhanced
the overall competitiveness of its business of investment and financing. It also succeeded in assisting clients in issuing bonds
a number of times despite the volatile market, and their bond issues were oversubscribed. The success in such cooperation
cemented the Bank’s ties with enterprises.

The Bank fully understood its clients’ various needs in their businesses and innovated its mode of operation so as to satisfy
their needs with specifically designed financial products, services and solutions. In expanding the market, the Bank held
a “Belt and Road” cross-border financial forum under the theme of “Joining hands to make progress and capitalize on a
promising future” in Hong Kong. Various high-performing enterprises from mainland China, Hong Kong and some foreign
countries attended the event to discuss the development of an overseas treasury centre and the prospect of the overseas capital
market in order to explore possibilities of “going global” together.

In April of 2018, ICBC Group set up its Asia Pacific Syndicated Loan Centre at ICBC (Asia) with the aim of organizing and
deploying the ICBC Group’s resources in the Asia Pacific region and seizing opportunities the “Belt and Road” initiative
brings to hasten development of the ICBC Group’s cross-border financial business. During the year under review, with its
focus on major clients, the financing of sizeable projects and mainstay businesses, the Bank actively cooperated with other
subsidiaries of ICBC Group in providing clients with comprehensive, integrated cross-border financial services and solutions
to problems of their businesses, thus enhancing ICBC Group’s influence in the major markets.

Presently, the Bank has already established a mechanism for communication and cooperation with ICBC Group’s subsidiaries
in Asia Pacific and more than forty sizeable projects are being followed. The Bank is now cooperating with about a dozen
overseas subsidiaries of ICBC Group, some departments at the head office of the group and a policy bank in granting ten
syndicated loans, of which ICBC Group was responsible for more than HK$10 billion. The loans were denominated in United
States dollar, British pound, Australian dollar, New Zealand dollar and some other currencies and granted for the projects
in Hong Kong, Malaysia, Australia, the United Kingdom, Singapore, Myanmar, Cambodia, Indonesia, the Philippines,
New Zealand and Thailand. The companies that had taken out such syndicated loans included mainland Chinese and Hong
Kong enterprises which are “going global”, companies which are involved in the projects of “Belt and Road” initiative and
interconnection in the telecommunications industry and the leading enterprises in Asia Pacific. At the Asia Pacific Syndicated
Loan Centre, the Bank developed by leaps and bounds its business relating to the projects of “Belt and Road” initiative, thus
fulfilling the goals of its strategy of “Taking root in Hong Kong, Connecting with mainland China, Spanning across Asia
Pacific, Facing the World”.

In 2018, the Bank was widely recognized by the industry and society at large for the part it played in the international financing
of sizeable projects for China’s “Belt and Road” initiative. The Bank was awarded the “Best Chinese bank in the Region for “the
Belt and Road” initiative in the category of Southeast Asia in the New Silk Road Finance Awards 2018 organized by Asiamoney

magazine for its contribution to the financing of projects covered by “the Belt and Road” initiative in Southeast Asia.
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In 2019, the Bank will press ahead with its strategy of “Taking root in Hong Kong, Connecting with mainland China, Spanning
across Asia Pacific, Facing the World” to drive the growth of its corporate banking business. It will explore clients’ needs in
depth and consolidate its lending business. Meanwhile, the Bank will endeavor to provide comprehensive, integrated services
and leverage its advantage in coordinating its various operations in cross-selling. It will continue with its customer-oriented
approach to the creation of value by providing customers with one-stop financial service. This will enable steady development
of the corporate banking business.

Retail Banking

In 2018, the Bank’s retail banking business continued to grow rapidly on the back of expanded customer base and optimized
business mix. The business recorded satisfactory growth in deposits, loans, sales of investment and treasury products. Its
customer base continued to grow, with a significant increase of ratio in affluent customers.

Deposit portfolio continued to be strong and solid because the Bank’s two flagship products, “Flexi Plus” and “Interest Plus”,
actively attracted low-interest deposits. The Bank also conducted several promotional campaigns during the year to attract
new funds in the form of deposits. In recognition of its well-received products and campaigns, the Bank won awards, namely
“Excellence Award for Deposit Services” from Sky Post, which is a subsidiary of Hong Kong Economic Times Holdings
Limited, and “Excellent Brand of Deposit Services” from Metro Finance.

Loans business continued to increase in size. In addition to the well-established conventional businesses of mortgage and
small and medium-sized enterprise (“SME”) lending, the business of insurance premium financing also became a new growth
driver with revenue hitting a record high during the year. Moreover, the Bank also strived for enhancement of the types of
secured loans. For instance, it launched financing schemes with mutual funds and shares as pledges. The standby overdraft
facility can be up to 10 times the market value of the acceptable collaterals. By depositing the mutual funds and/or shares in
designated investment accounts, customers can enjoy maximum financial flexibility as the overdraft limit will be adjusted
according to the collaterals’ market value and the ratio of loan to the value of pledges.

For its wealth management business, the Bank formed a partnership with FWD Life (“FWD”) in providing bancassurance,
which enriched the portfolio of its insurance products with a series of life insurance products and services, including
endowment insurance, universal life insurance and medical protection products. These products can better meet customer
needs for savings and insurance coverage. Furthermore, an online “Funds Navigator Service Platform” was launched during
the year to enhance customer experience of wealth management. Customers can search for more information on mutual funds
and facilitate portfolio asset allocation by using the new self-service tool.

The Bank also focused on meeting the needs of cross-border customers. The customer base of the Bank’s cross-border banking
continued to grow in number and asset size. The cross-border business has also achieved a significant growth. In 2018, the
Bank conducted tours for its cross-border customers again under the theme of “Studying in Hong Kong”. The well-received
activities were aimed at promoting the comprehensive cross-border banking services and providing information on study
abroad for the customers and their children.

For the securities and brokerage business, the Bank remains oriented towards the needs of its customers and adjusted its
business strategy in a timely manner. For instance, it expanded its mid-range to high-end customer bases actively. The move
resulted in steady development of the business during the year. In addition, the Bank grasped the opportunities in finance
technology (FinTech) development by launching the “ICBC Securities” mobile application and two-factor authentication for
the investment service, so as to provide customers with better and safer securities services.
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As to its retail banking network in Hong Kong, the Bank also further enhanced the networks of its branches and automated
teller machines. As of 31 December 2018, the Bank provides services through 56 retail outlets and 175 automated teller
machines in areas with high pedestrian traffic. The Queen’s Road Central Branch and the Telford Branch were relocated and
had cozy interior design to enhance customer experience. Moreover, to align its business with the state policy on fostering
development of the Guangdong-Hong Kong-Macao Greater Bay Area, the Bank opened a new Personal Banking Centre at
the West Kowloon Station of the Guangzhou-Shenzhen-Hong Kong Express Rail Link, so as to provide convenient banking
services for customers across the border between Hong Kong and the mainland China.

In 2019, the Bank will continue to develop its retail banking business by exploring possibilities for tapping the potential of the
market. For example, it will leverage the FinTech and provide innovative products and quality services to meet customers’
needs, thus enhancing the core competencies of the Bank’s retail banking business.

Renminbi Business

To adapt itself to the internationalization of renminbi, the Bank has been leveraging ICBC Group’s overall strength in the
renminbi business when pressing ahead with reform and innovation in its own renminbi business.

The Bank retained the position as a major offshore Renminbi (CNH) market maker and ranked among the leading players by
trading volume on Thomson Reuters FXall platform. Also, the Bank was awarded the title of the “Key Business Partner in FIC
Market” by the Hong Kong Exchanges and Clearing Limited for the second consecutive year in recognition of its continued
contribution to making market for offshore renminbi futures.

As to the trade finance business, the Bank strengthened its cooperation with the businesses and institutions in China’s
free trade zones and the Guangdong-Hong Kong-Macao Greater Bay Area, thus facilitating both the onshore and offshore
financing activities. It also leverage its geographical advantage in the market by coming up with products with distinguishing
features and by exploring new ways to conduct cross-border, renminbi-denominated trade finance.

For its outstanding performance in Bond Connect business, the Bank was awarded the title of “Bond Connect Best
Custodians” at the Bond Connect Anniversary Summit. Also, the Bank launched the “ICBC Securities” mobile application
which is tailored for its customers to provide with convenient and reliable mobile securities-trading services, thus bolstering
the Bank’s Shanghai-Hong Kong/Shenzhen-Hong Kong Stock Connect business.

Regarding the renminbi clearing and settlement business, the bank vigorously participated in the operation and upgrading
of the Cross-Border Interbank Payment System (“CIPS”) and launched the “Faster Payment System (FPS)” to give support to
the HKMA'’s initiative to popularize efficient retail payment services. As one of the first participants in the above-mentioned
initiative, the Bank has enhanced its competitiveness in the market for offshore renminbi clearing.

In 2019, the Bank will remain committed to promoting the development of cross-border renminbi business, improving the

connectivity between mainland China and Hong Kong, enhancing Hong Kong’s status as the offshore renminbi business
center, and facilitating the internationalization of renminbi.
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Institutional Business

To cope with the complicated and volatile operating environment in 2018, the Bank’s institutional business actively gave its
advantages such as competitive products and diverse distribution channels full play. This enabled it to achieve significant
progress in key areas such as attracting new customers, the transformation and innovation of its business, coordinated
development with other operations within the ICBC Group and risk management.

In 2018, the customer base of the Bank’s institutional business steadily expanded. It not only expanded its customer base
of banking and non-bank financial institutions, but also increased its cooperation with global clients such as central banks,
sovereign wealth funds and local clients in Hong Kong. This resulted in the expansion and optimization of its customer base.
The Bank actively diversified the products of its institutional business to better serve the customer needs while reinforcing
the development of its staple products. For instance, it launched a number of innovative products and businesses such as the
Bank-enterprise connection system, capital call loan Bond Connect financing project and trade finance resale business, etc.
They met with good responses from the customers.

The Bank actively improved the functions of its institutional business and manifested its advantage as ICBC Group’s flagship
operation in the overseas markets. As a result, the institutional business has been functioning as a unit that organizes
the coordinated development of the Bank and other business units within the ICBC Group, especially such coordinated
development in the Guangdong-Hong Kong-Macao Greater Bay Area. In addition, the Bank strengthened the client access
control, formalized the rules of internal operation and refined its workflow. All these measures have enhanced the Bank’s
regulatory compliance and risk management.

In 2019, the Bank will continue to closely keep pace with the economic development and trends on the financial market so
that it can meet the needs of the customers promptly and continue to expand the customer base of its institutional business.
Meanwhile, it will strengthen the coordination between corporate banking and retail banking, and leverage the broad concept
of transaction banking so as to provide a comprehensive range of financial services that meet the needs of customers in their
businesses. It will achieve this purpose by cooperating actively and comprehensively with the Hong Kong government-funded
institutions and by strengthening the coordinated development between the Bank and other ICBC branches or subsidiaries in
the Guangdong-Hong Kong-Macao Greater Bay Area.

Global Market Business

In 2018, global economic growth slowed down, and the situation was exacerbated by the trade war and uncertainties of
escalating geopolitical tensions. Despite the unfavorable market conditions, the Bank’s global market business actively seized
opportunities in different sectors and expanded market shares while controlling risks effectively. As a result, its revenue and
profit remained stable.

In 2018, the USD interest rates rose significantly while much of the Bank’s debt securities matured in its bond portfolio. This
boosted the reinvestment yield. In the meantime, the portfolio managers took a dynamic allocation approach to manage the
duration, and maintained a modest risk appetite. In addition, the Bank proactively explored opportunities for cross-market
investments, including those in Renminbi, thus boosting substantially the interest income from its investment portfolio.
Despite the significant fluctuations in credit market, the Bank maintained the credit quality of its investment portfolio at
a high level, thanks to its portfolio managers’ prudent approach to credit analysis when selecting the types of bonds for
investment as well as their flexible use of hedging strategies.

As to the customer-driven business, the Bank persevered in innovating its products and marketing channels. During the
year, the Bank successfully expanded scope of its business of renminbi purchase and sale, and developed products relating
to the foreign exchange rates and interest rates of the currencies of the countries covered by the “Belt and Road” initiative.
They turned out to be well-received products and services. The Bank has also been making great effort to diversify its revenue
sources in terms of product variety and client base. Profit contribution of retail and private banking businesses in terms of
treasury products has substantially increased.
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The Bank’s market making business has proven to be a success by continuously providing competitive quotes in local
currency markets, including offshore RMB and Hong Kong dollar. The Bank’s market share has been steadily increasing and
it remained a top-ranked industry player in terms of trading volume on major electronic trading platforms. The Bank has also
received awards from its key business partners, including the titles of “Key Business Partner in FIC Market” awarded by Hong
Kong Exchanges and Clearing Limited, the title of the best provider of the “TR FX Workflow Solutions” and the title of the
best performer in the category of “E-FX Execution - Chinese Banks” awarded by Thomson Reuters. In 2018, the Bank’s online
market making business continued to expand its market coverage and its proportion in the Bank’s entire market making
business was rising gradually in terms of volume and revenue.

In 2019, the global economic outlook is expected to remain clouded by uncertainties. However, the Bank’s global market
business still sees a silver lining to the uncertain situation. The Bank will actively tap what is likely to be growing demand for
wealth management and hedging. It will persistently enhance its core competencies so as to achieve steady growth in business.

Asset Management

In 2018, ICBC Asset Management (Global) Company Limited (“ICBC AMG”) , the wholly owned subsidiary of the Bank,
maintained its rapid growth. As of the year ended 31 December 2018, total assets under management and advisory business
had reached HK$121.7 billion, up by 12% compared with 2017.

Throughout the year, ICBC AMG made several significant achievements in investment management, product development,
business cooperation, system enhancement and risk management. For instance, the Hong Kong mutual funds and separately
managed accounts under ICBC AMG achieved remarkable returns and this earned ICBC AMG a ranking among the best in
the same category of funds in Bloomberg and “the Supernova of the Year”, “the Best Off-shore RMB Bond Fund (3 Years)”
and “the Best Emerging Market Debt Fund (3 Years)” from the Insights & Mandate Professional Investment Awards 2018;
investment in private equity projects grew substantially by focusing on some industries with development potentials, such as
education, internet, consumption upgrade and artificial intelligence, etc.; product lines were further diversified through the
promotion of various new products throughout the year, including Offshore Cash Management Funds, Senior Secured Loan
Fund, Bond Connect Fund and pre-IPO Fund, etc.; ICBC AMG further expanded its client base through close cooperation
with its parent company ICBC (Asia) and other domestic and overseas business units of ICBC Group. Such cooperation
involved the further development of the distribution channels and the organization of training in products and seminars for
introducing ICBC AMG’s business for both major clients and ICBC branches in mainland China; the operation management
and monitoring capabilities were further enhanced through the upgrading of ICBC AMG’s core business system; the risk
management and regulatory compliance were further strengthened through the optimization of the procedure of product
innovation and business operation.

ICBC (Asia) Investment Management (Shenzhen) Company Limited, ICBC AMG’s wholly owned subsidiary in Shenzhen,
completed the registration with the Asset Management Association of China for its first private equity master fund and
promoted its first qualified foreign limited partners (“QFLP”) fund in 2018.

In 2019, ICBC AMG will continue to invest more resources into the enhancement of its investment management capability,
the enrichment of its product mix and the expansion of its distribution channel. For instance, it will develop more diverse
and cross-market asset management products such as those relating to China’s economy and the new economy and equity
investment in high-performing companies. As to the expansion of its distribution channels, ICBC AMG will leverage its own
advantages such as various licences for cross-border asset management. It will meet the needs of both domestic and foreign
investors for cross-border allocation of assets, improve both its products and services comprehensively, and expand its
business of asset management advisory service with the aim of enhancing its status in the market.
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Global Capital Financing

Leveraging the parent bank’s strengths such as enormous capital, broad customer base, extensive sales channels and network,
the Bank has gradually expanded its businesses across different traditional commercial banking areas. At the same time, it
keeps exploiting the potential of global capital financing services. The Bank’s businesses of bond underwriting, syndicated
loans and loan asset trading have been growing over the years and play an important role in Asia Pacific capital markets.

Momentum of robust growth in the Bank’s bond underwriting business continued in 2018. The Bank remained active in the
market for mainland Chinese enterprises’ offshore bonds and acted as a lead arranger for the first-time issues for many large
state-owned and provincial government-owned enterprises of China. The Bank’s bond underwriting for financial institutions
was growing noticeably in terms of business volume. Notably, the Bank also made breakthroughs in the types of bonds issued
which included green bonds, perpetual bonds, and multi-tenor and multi-currency bonds. It also continued to play the role
of global coordinator frequently in the transactions of bond underwriting. All these had enhanced the Bank’s market status
and helped increase the number of deals it undertook. During the year, the Bank underwrote a total of 61 deals, including
those involving local- and foreign-currency bonds, medium-term notes and certificates of deposits. Total value of all the issues
amounted to HK$33 billion. The Bank has become one of the most prominent and influential underwriters in the market.

In addition, the Bank further developed its loan syndication business. Total volume of syndicated loans arranged by the Bank
in 2018 increased by 39% to HK$68.4 billion, thus improving ICBC’s ranking to 2nd in the Hong Kong and Macau Mandated
Arranger League Table for 2018'. As a lead arranger, the Bank arranged for loan syndication for a number of companies,
including Far East Horizon Limited, Country Garden Holdings Company Limited, China Jinmao Holdings Group Limited
and CNCB (Hong Kong) Investment Limited, etc. Notably, the arrangement for the financing of an acquisition made by China
Vanke Group was one of the major transactions that set a benchmark in 2018.

In respect of loan asset trading business, the Bank actively participated in the secondary loan market, and improved its
own asset turnover and liquidity through trading on the secondary loan market. Its secondary loan business maintained its
majority share of the market. Furthermore, in line with the strategy for developing its Asia-Pacific businesses, the Bank had
promptly built up its Asia-Pacific loan trading network during the year.

Meanwhile, the Bank has been actively exploring ways to develop its financial advisory services business, which has been
expanding in the areas of cross-border mergers and acquisitions, privatization and equity investment, etc. It has provided
financial advisory services to various industries, including public utilities, real estate, manufacturing, entertainment and
media, etc. A broad customer base in the wide range of industries has laid a solid foundation for its future development and
thus means a bright prospect.

In 2019, the Bank will actively seize opportunities presented by the “Belt and Road” initiative, the Plan for Fostering the
Development of the Guangdong-Hong Kong-Macao Greater Bay Area and renminbi’s internationalization. It will do so by

providing comprehensive global capital financing services for customers, thus reinforcing its status in Asia Pacific capital
markets.

'Source:  LOANCONNECTOR
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Development of Financial Technology and Internet Finance Business

In 2018, the Bank actively grasped the opportunities brought by the New Era of Smart Banking in Hong Kong. It put forth
a great effort on FinTech, with which it innovated its businesses and improved internal control and business management.
It also pressed ahead with the transformation and upgrading of internet finance business to provide high-quality internet
financial services for both personal and corporate customers.

In 2018, the Bank took great efforts to research on innovation of FinTech, develop and launch innovative products that
embody the application FinTech, and enhance the capability of its technological system to support its business operations.
In its research on innovation of FinTech, the Bank made significant progress in the fields of the most advanced technologies
such as big data, artificial intelligence, blockchain and biometric authentication by having developed either by itself or jointly
with other parties the platforms for the respective technologies mentioned above and prototypes of a series of applications.
The Bank also developed and launched various innovative products and services that embody the application of FinTech,
including “Smart POS Integrated Acquiring Platform”, “ICBC Cross-border Bill Payment Service”, “WeChat Pay HK Credit
Card Payment” and adoption of cheque deposit machines. In particular, the Bank cooperated with Tencent in launching
“WeChat Pay HK Credit Card Repayment” in Hong Kong which it was the first of its kind in the city. The Bank fully
adopted DevOps and the “distributed architecture” in its communication network to enhance both the automation of the
research on and development of the technological system and the reliability of such system. The Bank also adopted various
advanced systems to improve information security of the Bank’s internal network. Moreover, the Bank also gave its full
support to Hong Kong Monetary Authority’s endeavor to develop financial technology. For instance, the Bank became one
of the first participants in the Faster Payment System (FPS), Hong Kong’s first large-scale multi-bank blockchain project
“eTradeConnect”. In January 2019, the Bank also became one of the first banks in Hong Kong to officially launch the open
application programming interface (API) service.

The Bank continues to innovate, make breakthroughs and expand the market to provide customers with more comprehensive,
more convenient and more high-end internet finance services. In its mobile banking service, the Bank always puts great
emphasis on customer needs and has applied FinTech to launch innovative products and services, such as “ICBC Securities”
mobile application, “Shanghai-Hong Kong/Shenzhen-Hong Kong Stock Connect” online trading, mandatory security
functions for investment transactions and security tokens for transactions, etc. In its online banking service, the Bank focused
on improving customer experience. During the year, the Bank’s personal internet banking adopted such enhanced functions
as ICBC Messenger and the service of issuing online notices to the customers. At the same time, the Bank launched a new
version of corporate internet banking successfully with re-designed user interfaces, safer operating procedures, clearer
transaction instructions and enhanced account management. In its e-commerce service, the Bank maintained to operate its
cross-border e-commerce platform “ICBC Mall” smoothly. The e-commerce platform has helped to foster the development of
the Bank’s financial services. The Bank also cooperated with ICBC’s branches in the Guangdong-Hong Kong-Macao Greater
Bay Area so as to increase the brand awareness of the e-commerce platform. During the year, 77% of its customers used the
Bank’s services through electronic banking. The Bank’s endeavours on developing and improving its mobile banking services
has been widely recognized by its customers, the market and the industry, so much so that it won the award of the “Capital
Excellent Mobile Banking” in the “CAPITAL Merits of Achievements in Banking and Finance 2018” organized by CAPITAL
Magazine.

Looking ahead to 2019, the Bank will continue its effort to achieve breakthroughs in FinTech area. It will actively explore the
possibilities of using the latest technology to facilitate its business transformation and development as well as to further the
adoption of smart technology in its distribution channels, products and marketing campaigns. Such measures will serve to
enhance the Bank’s brand in technology and thus its overall competitiveness. They are conducive to the introduction of more
high-end, cutting-edge and innovative financial services.
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Cash Management Business

ICBC Asia-Pacific Cash Management Center (“CMC”) is the first regional cash management center established within the
ICBC group. Through CMC, ICBC (Asia) has actively carried out cash management businesses. Throughout eight years
of development, CMC has developed a comprehensive cash management product line, including account management,
receivables and payment solutions, liquidity management and interest optimization products for short-term investment. As
at the end of 2018, CMC has accumulated rich experience through spearheading numerous regional projects, providing cross-
border cash management services for more than 3,300 Hong Kong, mainland Chinese and foreign corporations.

In 2018, the business of CMC developed rapidly. By firmly grasping the business opportunities arising from the Hong Kong
government’s preferential tax policy, the Bank thoroughly developed the three markets of Hong Kong, mainland China and
the rest of Asia Pacific. It did so by cooperating with both offshore and domestic subsidiaries and branches of ICBC Group in
winning new business with Chinese enterprises. Notably, it assisted several large mainland Chinese corporations in setting
up their corporate treasury centers in Hong Kong by providing cash management services for them. Meanwhile, by actively
developing core products and taking multiple measures, the Bank continued to develop the local market of Hong Kong and
expand its share. In terms of cross-border customer service, the Bank and the overseas institutions of ICBC Group jointly
serve clients. This has enhanced the Bank’s cash management service and brand image. For the IPO receiving bank services,
the Bank continued to maintain its leading position in the industry by completing over 40 projects as an IPO Receiving Bank
in 2018.

In 2018, the Bank continued to launch new cash management products and services, which added impetus to the development
of cash management business. As the first overseas subsidiary of ICBC Group to launch the well-received Host-to-Host
Service, the Bank has provided the clients with a new cash management service channel. In addition, the Bank has also been
the first overseas subsidiary of ICBC Group to launch Integrated Business Account, thus successfully expanding its sales
channel in the market for local cash management. The Bank also further developed its cross-border cash management services
by leveraging the strong network and resources of ICBC to launch the Cross Border Business Registry during the year. The
service assists Hong Kong enterprises in conveniently facilitating their business services in mainland China. Furthermore,
Account Information Report and Global Centralized Payment were also launched in the year and they turned out to be well-
received services to greatly enhance the clients’ account management ability and fund operation efficiency.

In 2019, the Bank will continue to capitalize in government policies, reinforce its foothold in Hong Kong and expand the

cash management product line while striving for innovation, with the aim of meeting the business needs of the clients and
continuing to create the greater value and to improve its competitiveness in Asia Pacific.

42



PSRy o 1 A () 1 2 7

Annual Report 2018 Industrial and Commercial Bank of China (Asia) Limited

Private Banking

In 2018, the Bank’s private banking business (“Private Banking”) kept developing, with continued growth in both the number
of customers and assets under management. As ICBC Group’s core and flagship operation for globalizing its private banking
business, Private Banking cooperated closely with its parent company, ICBC’s local and overseas branches, and third-party
institutions in providing the high-net-worth customers with comprehensive financial services which serve as an integrated
solution for investment and financing.

During the year, Private Banking strengthened the cooperation within the ICBC Group, enhanced its product portfolio,
improved its business processes, consolidated its non-financial value-added services, stepped up its effort to build the team
and enhanced its internal control. All the measures were aimed at increasing its overall capability of maintaining internal
control and developing business. To expand its customer base, Private Banking not only continued to attract more traditional
high-net-worth customers but also sought to attract a new, emerging class of wealthy individuals, represented by some senior
executives of new industries. The move has added impetus to the Private Banking development for the long term. Meanwhile,
Private Banking takes a customer-oriented approach to the enhancement of its product portfolio. It provided its customers
with select, high-quality private banking products, and diverse, personalized solutions for investment.

At the beginning of 2018, the brand ICBC (Asia)’s private banking business was specifically established, providing
comprehensive non-financial value-added services that met the needs of the customers of that business. For instance, Private
Banking cooperated with the parent company and ICBC’s branches in mainland China in organizing “Financial Practice and
Integrated Development Programme” for the offspring of high-net-worth clients to meet their demand for education at elite
schools.

In 2019, Private Banking will transform its business by pursuing the strategy of expanding and diversifying its retail banking,
and actively adopt the “One ICBC” concept so as to fully utilize the enormous resources and powerful service platforms
of ICBC Group. Such moves will enable the Bank to strengthen its customer relationship management, step up market
development, enrich the portfolio of its products and services, and enhance the role of financial technology in bolstering up
the development of all its businesses. All this will ultimately enhance customers’ satisfaction with Private Banking services and
its reputation.

Credit Card Business

In 2018, to cope with the keen competition in Hong Kong’s credit card market, the Bank’s credit card business continued to
adopt the market segmentation strategies by launching credit cards under different themes and with distinguishing features.
Such moves were aimed at widening its customer base and thus expanding its market share.

During the year, the Bank aggressively developed the customer base in the Hong Kong market and optimized the processes of
business operation and management with the aim of making credit card an important channel to attract new customers to the
Bank’s retail banking business.

The Bank launched the ICBC Greater Bay Area Credit Card, providing customers with comprehensive and attractive cross-
border transportation, telecommunication and leisure privileges and bringing the wonderful experience of “One Credit Card
for ALL” to the customers. It also launched Horoscope Credit Card to offer attractive cash rebates. Such well-received credit
cards under different themes and with distinguishing features meet the needs of more customers of different market segments.

In its merchant acquiring service, the Bank continued to optimise its strategy for marketing its services to merchants and to
add more to the categories of such merchants with focus on those that meet the local people’s needs in daily life. In addition,
the Bank also worked to unify the online and offline operations of its merchant acquiring service. In 2018, the Bank’s
merchant acquiring service recorded double-digit growth in turnover, driving the development of its credit card business.

Looking ahead to 2019, the Bank will continue to expand its credit card business by extending the scope for application
of credit cards in consumption and by exploring new ways to attract new customers. It will also step up the effort to
innovate products and offer more privileges and unique consumption experience for customers thus improving product
competitiveness.
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Chinese Mercantile Bank

In 2018, Chinese Mercantile Bank (CMB), the Bank’s wholly-owned subsidiary, continued to develop steadily in its overall
businesses. Its profit before provision increased by 18.03% to HK$2.253 billion, which was another record high. CMB’s net
profit grew by 2.77% to HK$1.38 billion. The non-performing loan ratio of 0.64% showed that the asset quality remained
stable and that CMB enhanced its capability to withstand risks.

During the year, following the strategy of “Making Progress while Maintaining Stable performance”, CMB achieved modest
asset growth on the back of a further optimized asset structure, and its firmer footing with regard to its liabilities. For its
assets, CMB expanded the amount of loans by increasing the proportion of conventional and personal loans, and increased
investment in bonds to improve both the fund utilization efficiency and the return on assets. For its liabilities, CMB stepped
up the efforts to innovate deposit products, issued RMB5 billion worth of bank debentures for the first time, and diversified
the sources of its liabilities, thus constantly extending the debt maturity and its capability to manage liabilities.

In the process of business transformation, CMB seeks to distinguish itself from competitors by providing specialized and
premium products and services with professionalism. Firstly, it deepened strategic cooperation with ICBC Group in business
development. Secondly, aiming at the personal loan market, CMB became the first foreign bank that supports the “conversion
of personal housing mortgage loans to personal housing accumulation fund loans” in Shenzhen and the personal loans grew
substantially. Thirdly, CMB expanded the range of products for clearing by providing customers with several innovative
corporate deposit products such as “Jiejiegao (ffi fifi ) 7, which marked a breakthrough in the business of clearing and cash
management.

CMB constantly promoted standardized management, improved comprehensive risk management system, and enhanced
credit risk management. As a result, its internal risk control capability has been significantly enhanced. CMB has been
acknowledged as a “Headquarters Company” in Shenzhen and given the highest corporate credit rating of “AAA” by China
Cheng Xin International Credit Rating Co. Ltd. In addition, CMB won several honors such as the “Outstanding Member
of Chinese Bond Market” from China Central Depository & Clearing Co., Ltd, the award of “Foreign Bank Brand for 2018”
from Shenzhen Special Zone Daily and the title of “The Most Socially Responsible Corporation” from Shenzhen Banking
Association. The accolades showed CMB’s enhanced market position and increased brand influence.

In 2019, CMB will stick to the guidelines of “Steady Progress, Collaborative Empowerment, and Breakthroughs in
Innovation”. While emphasizing risk management and regulatory compliance, CMB will give its strengths full play, press on
with the reform of its management system, step up innovation with FinTech, and deepen its strategic cooperation with ICBC
Group. CMB will continue to pursue its business transformation, innovation and steady development while consolidating
what it has achieved in its various businesses.

44



PSRy o 1 A () 1 2 7

Annual Report 2018 Industrial and Commercial Bank of China (Asia) Limited

Human Resources

The Bank always regards its staff as its most valuable asset. It adopts a “people-oriented” management concept and
continuously promotes the development of strategic human resources management to drive the development of both the Bank
and its employees.

In 2018, the Bank proactively recruited various types of talents, held recruitment seminars and job fairs in various institutions
and actively explored different channels to acquire talents. As of 31 December 2018, the total number of employees of ICBC
(Asia) Group was 2,966. The Bank also invested heavily in developing the leadership skills and professional competency of its
staff. During the year, the Bank organized personalized leadership development programs for different levels of management
personnel and key talents and rolled out systematic business training programs to further enhance the core competency of its
staff.

The Bank is committed to promoting a sound bank culture based on the three pillars developed and promulgated by the
HKMA. It has also aligned the goals of the Bank with those of its staff through the continuous improvement of its performance
management mechanism and the implementation of diverse incentive measures during the year.

In caring for its employees, the Bank launched flexible group medical plan and critical illness benefit as well as increasing the
number of days of leave for maternity, paternity, birthday and annual leave etc. during the year to provide employees with a
healthy and energetic lifestyle and work environment.

During the year, the Bank received the industry recognition for its efforts and achievement in employee caring, employee
engagement and talent development. For instance, the Bank was awarded the “Good MPF Employer Award” by the
Mandatory Provident Fund Authority, “Best Employee Engagement Award” by the Hong Kong Economic Times Ctgoodjobs,
and “Employer of Choice Awards 2018” and “Next Generation Development Award” by Sing Tao Daily Job Market.

In 2019, the Bank’s human resources management work will mainly focus on corporate culture building, enhancement of
team capability, improvement of internal management effectiveness and etc. to contribute to the growth of the bank and its

staff.
Corporate Social Responsibility

The Bank believes in fulfilling its corporate social responsibility by giving back to society, and as such, it actively participates
in charitable causes. In 2018, the Bank was awarded the logo of “Caring Company” by The Hong Kong Council of Social
Service for the sixteenth year in recognition of its unswerving commitment to serving society.

As the Chairman of Caritas Hong Kong Fund Raising Committee for 20 consecutive years, the Bank remains committed
to fully supporting Caritas Hong Kong in its fund-raising activities, including organizing the Charity Golf Day, making
donations to the Caritas charity events, sponsoring Caritas’s charity sales of cookies, taking part in bazaars, and participating
in the sales of Caritas raffle tickets, etc. The Bank’s staff also participated in “Caritas x ICBC (Asia)” volunteers program,
as a way to serve society and spread the Bank’s love and care to people of all walks of life. Besides, to further promote the
green culture of the Bank, the Bank sponsored a series of training workshops for 25 schools and Caritas’ Centres to promote
environmental protection. In 2018, the Bank helped Caritas Hong Kong raise more than HK$3.7 million.
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The Bank also actively participated in other types of charity projects:

In the field of the arts and culture, the Bank solely sponsored the finale performance of the Hong Kong Arts Festival for the
sixth consecutive year to promote the development of the international arts and culture in Hong Kong; The Bank sponsored
Hong Kong’s first international sculpture park “Harbour Arts Sculpture Park” presented by Hong Kong Arts Centre and held
a photography competition under the same theme. The event brought artistic and cultural vitality to Hong Kong as well as
enriched the lives of the citizens.

In sport for charity, the Bank organized a charity run called “ICBC (Asia) Hero Run 2018”, which attracted more than a
thousand contestants. It also participated in the Walk for Millions for the seventh consecutive year in which the number
of participants hit a record high. The Bank also entered the charity run called Bloomberg Square Mile Relay for the third
consecutive year. All this has demonstrated the Bank’s full support for local sports events for charity.

As its support for environmental protection, the Bank signed up to A Waste Reduction Guidebook For Large-scale Event
Organisers promulgated by Environmental Protection Department and Charter on External Lighting of Environment Bureau.
It also actively promoted the concept of “Green Office” at its own office by implementing measures to reduce waste, save
energy and reuse materials.

To support the development of the cultural and creative industries in Hong Kong, the Bank continued to sponsor Hong Kong
Tourism Board’s mega events “ICBC (Asia) e-Sports & Music Festival Hong Kong” and successfully held “ICBC (Asia) Team
Up 2018 e-Sports Fever”. The Bank worked together with the Tourism Board to boost the development of the Hong Kong
e-sports industry.

To popularize wealth management education under the concept of “Banks and the Community, We Care, We Share”
promulgated by The Hong Kong Association of Banks, the Bank participated in a number of events to fulfil its corporate
social responsibility, namely “Financial Interactive Theatre”, “Financial Education Workshop” and “ATM Education Talks for
Elderly”, etc.

In 2019, the Bank will continue to fulfil its corporate social responsibility by organizing and participating in various charitable
events in Hong Kong. This is how it will try to contribute to a harmonious and caring society.
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Ms. Gao Ming (Chairman & Executive Director)

Ms. Gao, aged 53, was appointed as the Chairman and Executive Director of the Bank in February 2017. She is the Chairman
of Strategy and Corporate Governance Committee of the Bank. Ms. Gao holds two Master’s Degrees, one in Applied Finance
from Macquarie University and another in English from Jilin University of Technology. She has over 30 years of banking
business experience and served in several positions including the General Manager of Industrial and Commercial Bank of
China, Luxembourg Branch, the Chairman of Industrial and Commercial Bank of China (Europe) S.A. and the General
Manager of the International Business Department of Industrial and Commercial Bank of China Limited.

Mr. Wu Long (Vice-Chairman, Executive Director & Chief Executive Officer)

Mr. Wu, aged 47, was appointed as the Executive Director and Chief Executive Officer of the Bank in August 2018 and
was appointed as the Vice-Chairman of the Bank in January 2019. He is a Member of Strategy and Corporate Governance
Committee and Risk Management Committee of Board of Directors of the Bank. Mr. Wu holds a Bachelor’s Degree in
National Economic Management from Henan University of Finance and Economics (Now known as “Henan University of
Economics and Law”), a Master’s Degree in Business Administration from Sun Yat-sen University and an Executive Master’s
Degree in Business Administration from China Europe International Business School. Mr. Wu has over 23 years of banking
experience and served in several positions including Vice Chairman, Executive Director and General Manager of Industrial
and Commercial Bank of China (Macau) Limited, Vice President of Industrial and Commercial Bank of China Limited, Anhui
Provincial Branch and President of Industrial and Commercial Bank of China Limited, Guangdong Jiangmen Branch.

Mr. Lu Jian (Executive Director, Deputy Chief Executive & Alternate Chief Executive)

Mr. Lu, aged 42, joined the Bank in February 2017 as the Assistant Chief Executive. He was appointed as the Deputy Chief
Executive of the Bank in August 2017 and was appointed as the Executive Director and Alternate Chief Executive of the
Bank in October 2017. Mr. Lu is a Member of Risk Management Committee of Board of Directors of the Bank. Mr. Lu holds
a Bachelor’s Degree in International Finance from Dongbei University of Finance & Economics and a Master’s Degree in
Financial Analysis from The Hong Kong University of Science and Technology. He is also a Chartered Financial Analyst
Charterholder. Mr. Lu has over 18 years of banking experience. He had served in the Bank for over 8 years from April 2007 to
July 2015 and once served as the Executive Director and Chief Executive of Industrial and Commercial Bank of China (Thai)
Public Company Limited.

Mr. Xi Deying (Non-executive Director)

Mr. Xi, aged 58, was appointed as a Non-executive Director of the Bank in May 2017, he is the Alternate Chairman of Audit
Committee and a Member of Nomination Committee of the Bank. Mr. Xi holds a Master’s Degree in Business Administration
from Murdoch University, Australia and a Bachelor’s Degree in Economics from Xi’an Jiaotong University. Mr. Xi has over
36 years of banking experience and is the Senior Expert and Accredited Director of Administration Office of Directors and
Supervisors to Subsidiaries of Corporate Strategy and Investor Relations Department of Industrial and Commercial Bank of
China Limited. Mr. Xi is currently the Chairman of Industrial and Commercial Bank of China (Argentina) S.A. and Non-
executive Director of Industrial and Commercial Bank of China (Brasil) S.A..

Mr. Hong Guilu (Non-executive Director)

Mr. Hong, aged 52, was appointed as a Non-executive Director of the Bank in December 2016. He is a Member of Audit
Committee and Strategy and Corporate Governance Committee of the Bank. Mr. Hong holds a Master’s Degree in Accounting
from George Washington University. Mr. Hong has over 18 years of banking experience and is the Expert and Accredited
Director of Administration Office of Directors and Supervisors to Subsidiaries of Corporate Strategy and Investor Relations
Department of Industrial and Commercial Bank of China Limited. He is currently the Non-executive Director of Chinese
Mercantile Bank.
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As at 26 March 2019

Mr. Shang Jun (Non-executive Director)

Mr. Shang, aged 59, was appointed as a Non-executive Director of the Bank in September 2017, he is the Alternate Chairman
of Risk Management Committee of Board of Directors and a Member of Remuneration Committee of the Bank. Mr. Shang
holds a Master of Business Administration Degree from Fudan University and The University of Hong Kong and a Master
Degree in Economics from Zheng Zhou University. Mr. Shang has over 42 years of banking experience and is the Senior
Expert and Accredited Director of Administration Office of Directors and Supervisors to Subsidiaries of Corporate Strategy
and Investor Relations Department of Industrial and Commercial Bank of China Limited. He is currently the Chairman of
ICBC Credit Suisse Asset Management Co., Ltd. and a Non-executive Director of Industrial and Commercial Bank of China
(Macau) Limited.

Professor Wong Yue Chim, Richard, $.8.S,, J.P. (Vice-Chairman, Independent Non-executive Director)

Professor Wong, aged 66, was appointed as an Independent Non-executive Director of the Bank in July 2000 and was
appointed as the Vice-Chairman of the Bank in January 2019. He is a Member of Strategy and Corporate Governance
Committee, Audit Committee and Nomination Committee of the Bank. Professor Wong holds a PhD in Economics from
The University of Chicago. He is Professor of Economics at The University of Hong Kong. He has been active in advancing
economic research on policy issues in Hong Kong and the People’s Republic of China through his work as founding Director
of both the Hong Kong Centre for Economic Research and Hong Kong Institute of Economics and Business Strategy.
Professor Wong was awarded the Silver Bauhinia Star in 1999 by the Government of the HKSAR for his contributions in
education, housing, industry and technology development. Professor Wong is currently an Independent Non-executive
Director of Great Eagle Holdings Limited, Orient Overseas (International) Limited, Pacific Century Premium Developments
Limited and Sun Hung Kai Properties Limited, all of them are listed on the Hong Kong Stock Exchange.

Mr. Tsui Yiu Wa, Alec (Independent Non-executive Director)

Mr. Tsui, aged 69, was appointed as an Independent Non-executive Director of the Bank in August 2000. He is the Chairman
of Risk Management Committee of Board of Directors and also a Member of Audit Committee and Remuneration Committee
of the Bank. He holds a Bachelor of Science Degree and a Master of Engineering Degree in Industrial Engineering from
University of Tennessee. He has completed the Program for Senior Managers in Government at the John F. Kennedy School
of Government at Harvard University. Mr. Tsui was the Adviser and Council Member of the Shenzhen Stock Exchange from
July 2001 to June 2002 and was the Chief Executive of Regent Pacific Group Limited, a Hong Kong listed investment company,
from August 2000 to February 2001. He was also the Chairman of Hong Kong Securities Institute from December 2001 to
December 2004. He joined The Stock Exchange of Hong Kong Limited in 1994 as an Executive Director of the Finance and
Operations Services Division and became the Chief Executive from 1997 to 2000. He was also the Chief Operating Officer of
Hong Kong Exchanges and Clearing Limited from March 2000 to July 2000 and the General Manager (Finance, Technology &
Human Resources), and then Assistant Director (Licensing), and at the same time the General Manager (Human Resources)
of the Securities and Futures Commission of Hong Kong from 1989 to 1993. Mr. Tsui also involved in numerous government
and community activities, including being a former Chairman of the Supervisory Committee of Tracker Fund of Hong Kong
and the Organizing Committee of Independent Commission Against Corruption Professional Ethics Programme for the
Securities, Futures and Investments Sectors, a former member of the Standing Committee on Company Law Reform, the
Hong Kong Trade Development Council Financial Services Advisory Committee, The Community Chest of Hong Kong
Corporate and Employee Contribution Programme Organizing Committee (Banking and Finance Group), the Banking and
Finance Industry Training Board of the Vocational Training Council and the Investment Sub-Committee of the Government
Committee of the Beat Drugs Fund Association. Mr. Tsui is currently an independent non-executive director of COSCO
SHIPPING International (Hong Kong) Co., Ltd., Pacific Online Limited, Kangda International Environmental Company
Limited, DTXS Silk Road Investment Holdings Company Limited and Hua Medicine, all of them are listed on the Hong Kong
Stock Exchange, and Melco Resorts & Entertainment Limited, a company listed on the NASDAQ and an independent director
of ATA Inc., a company listed on NASDAQ and Melco Resorts and Entertainment (Philippines) Corporation, a company
listed on the Philippine Stock Exchange.
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Mr. Yuen Kam Ho, George, FHKIoD (Independent Non-executive Director)

Mr. Yuen, aged 74, was appointed as an Independent Non-executive Director of the Bank in April 2003. He is the Chairman
of Remuneration Committee and also serves as a Member of Risk Management Committee of Board of Directors and Strategy
and Corporate Governance Committee of the Bank. He holds a Bachelor’s Degree (Honors) in Economics and Political
Science from The University of Hong Kong. Mr. Yuen had attended post-graduate studies in marketing management at the
International Marketing Institute, Cambridge, Massachusetts, U.S.A. and had completed the Hong Kong Administrators
Course (commissioned by the Hong Kong Government) in public administration and international relations at Oxford
University, the United Kingdom, and the International Executive Program in INSEAD, France respectively. In June 2003,
Mr. Yuen was admitted to the Leadership in Development Program organised by Kennedy School of Government, Harvard
University. In June 2004, Stanford University, California, U.S.A. had also invited Mr. Yuen to participate in its “Corporate
Governance” forum and in early 2006 the University awarded a fellowship to Mr. Yuen as a non-profit leader at its Centre for
Social Innovation. Mr. Yuen had been Chief Executive of The Better Hong Kong Foundation for nine years since September
1997. Prior to his joining the Foundation, he was the Assistant Director/Acting Deputy Director of the Information Services
Department of the Hong Kong Government. Mr. Yuen plays an active role in organising international business conferences
in Hong Kong and also takes part in numerous government and community activities, including being a board member of
the East-West Strategic Development Commission, and he is currently a board member of the Hong Kong Society for the
Aged. Mr. Yuen was the Panel member of the Central Policy Unit of the Government of the HKSAR on the Pan-Pear] River
Delta between 2003-2007. From January 2006 to January 2013, Mr. Yuen had been a member of The Chinese People’s Political
Consultative Conference, Guangxi Autonomous Region, China; an advisor of the Institute of Finance and Trade Economics,
Chinese Academy of Social Sciences, China; an advisor of The Shanghai Academy of Social Sciences, China; and an advisor
of The Board of International Investment of Guangzhou Municipality, China. At present, Mr. Yuen is a member of the
Court of The University of Hong Kong and a member of Business Advisory Council of United Nations Economic and Social
Commission for Asia and the Pacific. Mr. Yuen is a Fellow of the Hong Kong Institute of Directors, a member of the British
Institute of Management and the Institute of Marketing, United Kingdom, and was also commended by the former U.S.
President, George W. Bush for his efforts in support of coalition’s campaign against global terrorism. Mr. Yuen is currently an
independent non-executive director of Hsin Chong Group Holdings Limited, a Hong Kong listed company.

Dr. Wu Jie Si (Independent Non-executive Director)

Dr. Wu, aged 67, was appointed as an Independent Non-executive Director of the Bank in March 2013. He is the Chairman
of Nomination Committee and also a Member of Strategy and Corporate Governance Committee and Risk Management
Committee of Board of Directors of the Bank. Dr. Wu holds a Doctorate Degree in Economics from Graduate School of
the People’s Bank of China and has got a Professor’s Qualification at Tianjin Nankai University. Dr. Wu has over 31 years
corporate management and investment experience and was previously the President of Industrial and Commercial Bank
of China Limited, Shenzhen Branch, the Deputy Mayor of the Shenzhen Municipal Government and the assistant to the
Governor of Guangdong Province. Dr. Wu is currently the Chairman of the Shenzhen Fuhaiyintao Asset Management Co.,
Ltd. and he is also an Independent Non-executive Director of Beijing Enterprises Holdings Limited and China Taiping
Insurance Holdings Company Limited, an Non-executive Director of Sliver Base Group Holdings Limited and Shenzhen
Investment Limited, all of them are listed on the Hong Kong Stock Exchange. Dr. Wu is also an Independent Director of China
Citic Bank International Limited.
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Dr. Or Ching Fai, $.B.S., J.P. (Independent Non-executive Director)

Dr. Or, aged 69, was appointed as an Independent Non-executive Director of the Bank in December 2018. He is the Chairman
of Audit Committee and also serves as a Member of Risk Management Committee of Board of Directors and Strategy and
Corporate Governance Committee of the Bank. Dr. Or holds a Bachelor’s Degree in Economics and Psychology from the
University of Hong Kong. He was conferred an Honorary Doctor of Social Science by City University of Hong Kong in
2014 and Honorary Fellow by Hang Seng Management College in May 2017. He was awarded a Silver Bauhinia Star from
the Government of HKSAR and Honorary University Fellow from The University of Hong Kong in 2009. Dr. Or is very
experienced in Insurance, Banking and Financial Industries, he was the General Manager and Director of The Hongkong
and Shanghai Banking Corporation Limited, Chairman of HSBC Insurance Limited, Vice-Chairman and Chief Executive of
Hang Seng Bank, Chairman of Hang Seng Insurance Co Limited and Hang Seng Bank (China) Limited and Independent Non-
executive Director of Industrial and Commercial Bank of China Limited. He was also a Director of Cathay Pacific Airways
Limited, Hutchison Whampoa Limited, and a Vice Chairman and an Independent Non-executive Director of G-Resources
Group Limited, the Deputy Chairman and a Non-executive Director of Aquis Entertainment Limited (a company listed on the
Australian Securities Exchange). Dr. Or takes part in numerous government and community activities, he is currently a Vice
Patron of the Board of the Community Chest of Hong Kong and a Justice of the Peace. Dr. Or was previously the Chairman of
Executive and Campaign Committee of the Community Chest of Hong Kong, the Chairman of the Hong Kong Association of
Banks in 2000 and 2003 and was Vice-Chairman of Hong Kong Association of Banks in 2001, 2002, 2004 and 2005, a Director
of the Hong Kong Interbank Clearing Limited, a Vice President and a Council Member of the Hong Kong Institute of Bankers.
Dr. Or has also been Chairman of the Financial Services Advisory Committee and a Member of the Services Promotion
Programme Committee of the Hong Kong Trade Development Council. He has been a Member of the Risk Management
Committee of Hong Kong Exchanges and Clearing Limited, a Member of the Aviation Development Advisory Committee,
Deputy Council Chairman of the Council of City University of Hong Kong, a Council Member of the University of Hong
Kong, an Adviser of the Employers’ Federation of Hong Kong, a Member of the 5th East Asian Games Planning Committee
and Chinese People’s Political Consultative Conference Beijing Committee and a Director of 2009 East Asian Games (Hong
Kong) Limited. Dr. Or is currently the Executive Chairman of the Board and Executive Director of Esprit Holdings Limited,
he is also the Chairman and Non-executive Director of China Strategic Holdings Limited, and an Independent Non-executive
Director of Chow Tai Fook Jewellery Group Limited, Regina Miracle International (Holdings) Limited and Television
Broadcasts Limited, all of them are listed on the Hong Kong Stock Exchange. He is appointed as a Director of ZhongAn
Virtual Finance Limited in August 2018.

Mr. Leung Ming Hym, Peter (Deputy Chief Executive & Alternate Chief Executive)

Mr. Leung, aged 56, joined the Bank in July 2001 and was appointed as the Deputy Chief Executive of the Bank in August
2011. He was appointed as the Alternate Chief Executive of the Bank in April 2016. Mr. Leung holds a Bachelor’s Degree
in Accounting and Financial Analysis from Newcastle University, UK and a Bachelor’s Degree in Laws from University of
London, UK. Mr. Leung is a fellow member of The Institute of Chartered Accountants in England and Wales and serves as
a member of its Hong Kong Chapter Committee. He is also a fellow member of the Hong Kong Institute of Certified Public
Accountants and the Association of Chartered Certified Accountants (UK).
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Mr. Tong Hee Keung, Samuel (Deputy Chief Executive)

Mr. Tong, aged 62, was appointed as the Deputy Chief Executive of the Bank in August 2011. He is currently responsible
for the Bank’s corporate banking business and Asia Pacific banking business. Mr. Tong holds a Master’s Degree in Business
Administration from the University of Brunel, United Kingdom. An associate member of the Chartered Institute of Bankers,
Mr. Tong is also a graduate of the executive programme at Le Centre Europeen d’Education Permanente (CEDEP) in
Fontainebleau, France. Mr. Tong has over 30 years of corporate and commercial banking experience.

Ms. Xu Meng (Deputy Chief Executive ¢ Chief Risk Officer)

Ms. Xu, aged 50, joined the Bank in September 2017 as the Deputy Chief Executive and Chief Risk Officer. She is currently
responsible for the Banks’ credit approval, risk management, loans administration and credit and investment management.
She holds a Bachelor’s Degree in Economics in Beijing Technology and Business University and a Master’s Degree in
International Business Administration from Fudan University and The University of Hong Kong. Ms. Xu has over 27 years
banking management experience.

Mr. Gu Xuan (Deputy Chief Executive)

Mr. Gu, aged 45, joined the Bank in March 2018 as the Deputy Chief Executive. Mr. Gu is currently responsible for the Bank’s
retail banking business, channel management, private banking business, credit card business, internet finance business and
securities brokerage business. Mr. Gu holds a Bachelor’s Degree in Chinese from Soochow University and a Master’s Degree
in International Trade from Nanjing Unviversity. He has over 20 years of banking experiences.

Mr. Wang Chaoming (Deputy Chief Executive & Chief Information Officer)

Mr. Wang, aged 49, joined the Bank in May 2011 and was appointed as the Assistant Chief Executive and Chief Information
Officer in July 2015. He was appointed as the Deputy Chief Executive of the Bank in October 2017. He is currently responsible
for the Bank’s information technology, operations management, management information and general administration. Mr.
Wang holds a Bachelor’s Degree and a Master’s Degree in Electrical Engineering from Zhejiang University and a Master’s
Degree in International Business Administration from Fudan University and The University of Hong Kong. Mr. Wang has
over 24 years of banking experience.

Mr. Li Dong (Deputy Chief Executive)

Mr. Li, aged 43, joined the Bank in May 2016 and was appointed as the Assistant Chief Executive in November 2016. He was
appointed as the Deputy Chief Executive of the Bank in February 2018. He is currently responsible for the Bank’s corporate
banking business, global capital financing business and custody services business. Mr. Li holds a Bachelor’s Degree in
engineering (industrial and civil engineering) from Nanjing Institute of Architectural and Civil Engineering (Now known as
“Nanjing Tech University”) and a Master’s Degree in Business Administration from SouthEast University. Mr. Li has over 21
years banking experience.

Mr. Chen Yinbin (Deputy Chief Executive)

Mr. Chen, aged 48, was appointed as the Assistant Chief Executive of the Bank in October 2017. He was appointed as the
Deputy Chief Executive of the Bank in January 2019. He is currently responsible for overseeing the business of Chinese
Mercantile Bank, the wholly-owned subsidiary of the Bank, and the business of the Guangdong-Hong Kong-Macao Bay
Area. Mr. Chen holds a Bachelor’s Degree in Physics from Wuhan University, a Master’s Degree in International Trade
from Nanjing University and a Master’s Degree in International Business Administration from Fudan University and The
University of Hong Kong. Mr. Chen has over 19 years banking experience.
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REPORT OF THE DIRECTORS

The Board of Directors (the “Board”) of Industrial and Commercial
Bank of China (Asia) Limited (the “Bank”) have pleasure in
submitting its annual report together with the audited financial
statements of the Group (the Bank together with its subsidiaries
hereinafter referred to as the “Group”) for the year ended 31
December 2018.

PRINCIPAL ACTIVITIES AND SEGMENTAL ANALYSIS OF
OPERATIONS

The principal activities of the Bank are the provision of banking,
financial and other financial related services. The principal activities
of the subsidiaries are shown in Note 33 to the financial statements.

An analysis of the Group’s performance for the year by business
and geographical segments is set out in Note 5 to the financial
statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2018 are
set out in the consolidated income statement on page 80.

The Board has not recommended the payment of final dividend for
the year ended 31 December 2018.

RESERVES

Profit attributable to shareholders of HK$8,278,163,000 (2017:
HK$7,767,358,000) has been transferred to reserves. Details of
movements in the reserves of the Bank and the Group during the
year are set out in Note 41 to the financial statements and in the
consolidated statement of changes in equity, respectively.

DONATIONS

Charitable and other donations made by the Group during the year
amounted to HK$3,494,000.

INVESTMENT PROPERTIES AND PROPERTY, PLANT
AND EQUIPMENT

Details of the movements in investment properties and property,
plant and equipment of the Group and the Bank during the year are
set out in Notes 30 and 31 to the financial statements respectively.
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SHARE CAPITAL

Details of the movements in share capital of the Bank are set out in
Note 39 to the financial statements.

FIVE YEAR’S FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the last five financial years is set out below.

2018 2017 2016 2015 2014
T Tt Tt Tl Tt

HK$’000 HK$°000 HK$’000 HK$°000 HK$°000

£33} Results

I SR A i Profit attributable to shareholders 8,278,163 7,767,358 7,395,366 6,783,664 6,370,245

Hw R AR Assets and liabilities

B A Total assets 893,618,387 898,109,027 798,674,517 733,551,025 680,618,627

A Total liabilities 776,300,898 806,422,987 714,788,371 663,213,567 629,094,051

B 2 BB Total equity 117,317,489 91,686,040 83,886,146 70,337,458 51,524,576
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The Board of the Bank during the year and up to the date of the
Report of the Directors of this Annual Report was:

Executive Director

Ms. Gao Ming

Mr. Wu Long (appointed on 20 August 2018)
Mr. Lu Jian

Mr. Jiang Yisheng (resigned on 1 April 2018)

Non-executive Director
Mr. Xi Deying

Mr. Hong Guilu

Mr. Shang Jun

Independent Non-executive Director

Professor Wong Yue Chim, Richard, $.B.S.,J.P.

Mr. Tsui Yiu Wa, Alec

Mr. Yuen Kam Ho, George, FHKIoD

Dr. Wu Jie Si

Dr. Or Ching Fai, S.B.S.,J.P. (appointed on 10 December 2018)
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Mr. Jiang Yisheng resigned as Executive Director and Chief
Executive Officer with effect from 1 April 2018. Mr. Wu Long was
appointed as Executive Director and Chief Executive Officer with
effect from 20 August 2018 and Dr. Or Ching Fai was appointed as
Independent Non-executive Director with effect from 10 December
2018.

In accordance with Article 93 of the Articles of Association, any
Director appointed by the Board during the year shall hold office
only until the next annual general meeting of the Bank, and shall
then be eligible for re-election at such meeting. Accordingly, Mr.
Wu Long and Dr. Or Ching Fai will retire at the forthcoming annual
general meeting and being eligible, will offer themselves for re-
election.

The Non-executive Directors and the Independent Non-executive
Directors of the Bank are not appointed for specific term but subject
to the retirement by rotation at least once every three years and
re-election at the annual general meeting in accordance with the
Articles 94(1) and 94(2) of the Articles of Association. Accordingly,
Professor Wong Yue Chim, Richard and Dr. Wu Jie Si will retire by
rotation and, all being eligible, offer themselves for re-election at the
forthcoming annual general meeting in accordance with the Articles
of Association.

DIRECTORS’ INTERESTS

At no time during the year was the Bank or any of its holding
company, or its subsidiaries, or fellow subsidiaries a party to any
arrangements to enable the Directors of the Bank to acquire benefits
by means of the acquisition of shares in, or debentures of, the Bank
or any other body corporate.

No transaction, arrangement or contract of significance to which
the Bank, or any of its holding company, subsidiaries, or fellow
subsidiaries was a party, and in which a Director of the Bank had
a material interest, subsisted at the end of the year or at any time
during the year.
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LIST OF DIRECTORS OF SUBSIDIARIES

The names of Directors who have been served on the Board of the
Bank’s subsidiaries during the period from 1 January 2018 to the
date of the Report of the Directors of this Annual Report (unless
otherwise stated) are set out below:-

Chan Chi Leung Jim Wai Kee* Niu Jiageng
Chan Wing Kwong Kwok Wai Ki, Henry Tam Siu Ling
Chen Yinbin Lai Shek Wo Wan Hoi Kwai
Du Houyang’ Law Chui Ha, Joanne Wang Chaoming
Gao Chong’ Leung Chui Yee, Flora®*  Wang Yining
Gao Ming’ Leung Ming Hym, Peter Wei Quan Hong
Gu Xuan Li Dong Wu Long

He Hai Chao Liu Jianchang Yan Jun®

Hong Guilu Liu Lei Yang Fan

Hu Yimin Liu Ruixia Yeung Kai Ming
Jiang Jianqing Liu Ximeng Yu Hong

Jiang Yisheng* Luo Lijun”

¢ He/She had resigned/ceased as a Director of the relevant subsidiary(ies) of the Bank.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of
the whole or any substantial part of the business of the Bank were
entered into or existed during the year.

INDEMNITY PROVISION

A permitted indemnity provision (as defined in section 469 of the
Hong Kong Companies Ordinance) for the benefit of the directors
of the Bank is currently in force and was in force during the year.
Details of the Bank’s permitted indemnity provision are set out in
the “Corporate Governance Report” of this report.

CORPORATE GOVERNANCE

The Bank is committed to maintaining and upholding high
standards of corporate governance practices. Throughout the
year ended 31 December 2018, the Bank has complied with the
guidelines set out in the Supervisory Policy Manual entitled
“Corporate Governance of Locally Incorporated Authorized
Institutions” issued by the Hong Kong Monetary Authority. Details
of the Bank’s corporate governance practices are set out in the
Corporate Governance Report on pages 57 to 69 of its 2018 Annual
Report.
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COMPLIANCE WITH THE BANKING (DISCLOSURE)
RULES

The financial statements for the year ended 31 December 2018
comply fully with the applicable disclosure provisions as set out in
the Banking (Disclosure) Rules.

AUDITORS

KPMG retire and, being eligible, offer themselves for
re-appointment. A resolution for the re-appointment of KPMG as
auditors of the Bank is to be proposed at the forthcoming annual
general meeting.

On behalf of the Board

Ms. Gao Ming
Chairman
Hong Kong, 26 March 2019
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B E2019F3H26H 11
As at 26 March 2019

The Bank is committed to maintaining and upholding high
standards of corporate governance practices. Throughout the year
ended 31 December 2018, the Bank has followed the guidelines
set out in the Supervisory Policy Manual entitled “Corporate
Governance of Locally Incorporated Authorized Institutions”
issued by the Hong Kong Monetary Authority (“HKMA”).

In order to show its continuous commitment in the development of
sound corporate governance, the Bank has adopted its “Corporate
Governance Manual” since 24 March 2009 and keeps reviewing
according to market trend as well as guidelines and requirements
issued by regulatory authorities.

CORPORATE GOVERNANCE STRUCTURE OF THE BANK

WA

Board of Directors

A : A : A A R

Members: Members: Members: Members: Members:

MR > sBs. WALt () R A () WAL > FuKioD # TR ST ()

KT (L) Ms. Gao Ming (Chairman) — Dr. WuJie Si* (Chairman) — (F/F) Mr. Tsui Yiu Wa, Alec

Dr. Or Ching Fai, $BS.]p# ~ Mr. Yuen Kam Ho, George, (Chairman)

(Chairman) M Watong R FKioD? LI ()

. Mr. Xi Deyin (Chairman) [, onang Jun

e HE S A (£ 2 ) R ying {AltemateChalrmun)

Mr. Xi Deying Mol Hon: Guils E TR > sBs. kormtt WA l\rt}[: HE V\fj’ai

(Alternate Chairman) Professor Wong Yue Chim, ~Mr. ShangJun e
ETWHT > sBs > KTHH Richard sps, p RSB

B SR A Professor Wong Yue Chim, ’ S e Mr. Lu Jian

Mr. Hong Guilu Richard, sBs.7p* M. Tsui Yiu Wa, Alec? EL U paKop

EFWiHIZ > sps. Kra1#
Professor Wong Yue Chim,
Richard, sBs.J.p.*

R S e
Mr. Tsui Yiu Wa, Alec”
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Mr. Yuen Kam Ho, George,
FHKIoD #

V7 N A
Dr. Wu Jie Si #

TR L - sBs.» AoPat?
Dr. Or Ching Fai, sBs,.p.#

# Independent Non-executive Directors

Mr. Yuen Kam Ho, George,
FHKIoD #

7 N
Dr. Wu Jie Si*

FE RS L > sBs. > K7L
Dr. Or Ching Fai, sB5., J.p.*
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BOARD OF DIRECTORS
The Board

The Board has responsibility for leadership and control of the Bank
and is collectively responsible for promoting the success of the
Bank by directing and supervising the Bank’s affairs. The Board sets
strategies for the Bank and monitors the performance and activities
of the senior management. The Board ensures prudent management
of the Bank with high degree of honesty and within the legal
and regulatory framework, and the Board takes into account the
legitimate interests of shareholders, depositors and other relevant
stakeholders.

The roles of Chairman and Chief Executive Officer are segregated.
The Bank benefits from the segregation in which the Chairman
is responsible for ensuring that the Board properly discharges its
responsibilities, conforms to good corporate governance practices
and procedures and all key and appropriate issues are discussed
by the Board timely, and the Chief Executive Officer is responsible
for leading the Senior Management and implementing important
policies adopted by the Board, managing the Bank’s operations and
relevant issues.

To achieve greater independence in board decision-making, the
Bank appointed two Vice-Chairmen of the Board of Directors in
2019, one Executive Director and one Independent Non-executive
Director.

The Board reviews and evaluates its work process and effectiveness
annually, with a view to identifying areas for improvement and
further enhancement.

Board Structure

As at the date of this report, the Board consisted of eleven Directors
comprising three Executive Directors, three Non-executive
Directors and five Independent Non-executive Directors (“INED”).
Both the number and percentage of the INED are well above the
requirements set by relevant rules and regulations. The Bank
benefits from the substantial business, banking and professional
experience of its Directors. Biography of the Directors is set out in
the “Biographical Details of Directors and Senior Management”
section under the Bank’s 2018 Annual Report.

Board Meetings

Board meetings are held at least once every quarter. Such regular
Board meetings will normally involve the active participation, either
in person or through other electronic means of communication, of
a majority of Board members. Special Board meetings will be held
when necessary.
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Directors are consulted on matters to be included in the agenda
of regular Board meetings. Directors may seek independent
professional advice or request pre-meetings ahead of Board or
Board Committees meetings with the consent of the Chairman
and/or Chief Executive Officer when appropriate to assist him
in discharging his duties to the Bank. Besides, all Directors
have been given rights on fully and timely access to all relevant
information of the Bank and have separate and independent
access to the management of the Bank so that they can make an
informed decision in discharging their duties and responsibilities
as Directors. All Directors have access to advice and services of
the Company Secretary to ensure due compliance with the Board
procedures, and all applicable rules and regulations.

Board meeting dates of each year are normally determined before
the end of the previous year in consultation with the Directors.
Formal notice of meeting shall be given to all Directors by the
Company Secretary at least two weeks before the date of the meeting
to provide sufficient notice to give all Directors an opportunity
to attend. Under special circumstances, the Company Secretary
will promptly contact all Directors by way of telephone. Agenda
and accompanying papers containing analysis and background
information are circulated to all Directors not less than 7 days
before the intended date of Board meeting.

Minutes of the meetings of the Board and the Board Committees
have been recorded in sufficient detail including the matters
considered by the Board and the Board Committees, decisions
reached, and concerns raised by Directors or dissenting views (if
any) expressed. Draft and final versions of the minutes of the Board
and the Board Committees are sent to all Directors or members of
the Board Committees (as the case may be) for their comments and
records respectively.

Minutes and papers of the meetings of the Board and all the Board
Committees, and relevant materials are open for inspection at any
reasonable time on reasonable notice by any Director.

If a Director has a conflict of interest in a matter (including
material transaction with connected persons) which the Board has
determined to be material, the relevant matter will be dealt with at a
Board meeting in accordance with the requirements as set out in the
Companies Ordinance and the Articles of Association of the Bank.
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Appointments and Re-election of the Board

The Bank uses a set of formal, prudent and transparent procedures
for the appointment of new Directors to ensure the Directors have
the necessary competencies and skills to support the development
and growth of the Bank. The suitability of new Directors will be
evaluated in various aspects and the appointment of new Directors
will be discussed by NC before recommending to the Board for
consideration and approval after due deliberation. A candidate
who is to be appointed as an INED should ensure he/she meets
the independence requirements and also the requirements of the
guidance on “Empowerment of Independence Non-Executive
Directors in the Banking Industry in Hong Kong” issued by the
HKMA. In accordance with the requirement under the Banking
Ordinance, approval from HKMA shall also be obtained for any
appointment of new Directors. According to the Bank’s Articles
of Association, all new Directors are subject to election by
shareholder(s) of the Bank at the next scheduled annual general
meeting after their appointments have become effective, and shall
then be entitled for re-election. The Non-executive Directors
and the INEDs of the Bank are not appointed for specific term
but subject to the retirement by rotation and re-election at the
annual general meeting in accordance with the Bank’s Articles of
Association. The NC conducts review of the independence of the
INED, additional assessment will be conducted for those INED who
have been serving on the Board for more than 9 years, NC will make
recommendations based on the results of the assessment on the
suitability of the INED to continue to act as director to the Board for
approval.

At each annual general meeting, one-third of the Directors for the
time being or, if their number is not a multiple of three, then the
number nearest to but not exceeding one-third, shall retire from
office by rotation. All the retiring Directors are eligible for re-
election. Professor Wong Yue Chim, Richard and Dr. Wu Jie Si will
offer themselves for retirement and being eligible, will be entitled
for re-election at the forthcoming Annual General Meeting of the
Bank.
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Mr. Wu Long was appointed as Executive Director and Chief
Executive Officer with effect from 20 August 2018 and Dr. Or
Ching Fai was appointed as Independent Non-executive Director
with effect from 10 December 2018. All of them will retire at the
forthcoming annual general meeting of the Bank and will offer
themselves for re-election.

Save for the above-mentioned retiring Directors, who will offer
themselves for re-election at the forthcoming annual general
meeting of the Bank, as at the date of this report, no Director held
office for over three years since last re-election.

Directors’ Liability Insurance Policy

The Bank has put in force an appropriate insurance cover for its
Directors’ liabilities against risk exposure arising from operating
businesses of the Bank.

Further, the Bank’s Articles of Association provide that Directors

are entitled to be indemnified out of the Bank’s assets against claims
from third parties in respect of certain liabilities.
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Directors’ Training and Professional Development

To ensure that the newly appointed Directors have adequate
understanding of the Bank’s business operations and to enable
Directors to update their knowledge regularly so as to provide
informed recommendation and advice and make contribution to
the Bank, the Board establishes a set of written policy specifying
guidelines on Directors’ induction and training upon appointment.

The Bank also provides regular updates to Board members on
material changes to regulatory requirements applicable to the
Directors and the Bank on a timely basis. In addition, Board
members are encouraged to participate actively in continuous
training programmes and the Bank also arranges relevant
professional training programmes for Board members. In 2018, all
Directors have attended continuous training programmes to update
their knowledge and technique.

Disclosure on remuneration

According to HKMA’s Supervisory Policy Manual CG-5 “Guideline
on a Sound Remuneration System”, authorized institutions are
required to make disclosures in relation to their remuneration
systems as appropriate. The Bank has fully complied with HKMA’s
disclosure requirements set out in Part 3 of the said Guideline.
Disclosure on remuneration of the Bank will be uploaded to the
Bank’s website.
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BOARD COMMITTEES

The Board has set up five committees which are delegated with
different responsibilities to assist the Board in performing its duties.
They are Audit Committee, Strategy and Corporate Governance
Committee, Risk Management Committee of Board of Directors,
Remuneration Committee and Nomination Committee. Each of
these Board Committees has specific written Terms of Reference
which state clearly its objectives, functions and responsibilities.

All Board Committees are comprised mainly of Non-executive
Directors and INED. All Board Committees report to the Board on
their decisions or recommendations on a regular basis. Material
matters are reserved for the approval of the Board according to
the terms of reference of such committees. The Board will conduct
regular review and update on the terms of reference of such
committees.

Audit Committee

AC assists the Board in monitoring the Bank’s financial reporting
process independently and external audit function, ensuring an
effective system of internal control and compliance (including risk
management system), and supervising the internal audit function.
Meanwhile, the committee is also responsible for reviewing the
Bank’s compliance with applicable rules, including but not limited
to the requirements and guidelines of regulators, businesses or laws.
AC comprises five members and three of them are INEDs.

AC held four meetings during the year 2018 and all the meetings
were with the participation of the relevant senior management,
internal audit officers of the Bank and representatives from the
external auditors of the Bank. Major works performed by AC were
summarised as follows:

- Reviewed external auditor’s management letter and
management response;

- Reviewed the external auditor’s 2018 audit plan and work
scope;

- Reviewed the regulators’ and external auditor’s reports and
findings and the management response;
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- Approved the internal audit plan for the year of 2018 and 2019;

- Reviewed the internal audit reports covering the evaluation of
internal control;

- Approved the audited financial statements for financial year
ended 31 December 2017;

- Approved the Interim Financial Disclosure Statements for the
six months ended 30 June 2018;

- Reviewed the operation of Anti-money laundering of the Bank;
and

- Reviewed the work performed by Internal Control and
Compliance Department of the Bank for the year of 2018.

AC is also responsible for making recommendations on the
appointment, re-appointment, removal and remuneration of the
Bank’s external auditor. KPMG is the external auditors of the
Bank. A statement by the external auditor with respect to their
responsibilities is included in the Independent Auditor’s Report on
pages 70 to 79 of the Bank’s 2018 Annual Report.

Strategy and Corporate Governance Committee

SCG aims to enhance the strategic development and planning of
the Bank and to strengthen the corporate governance framework
of the Bank, including but not limited to reviewing the Bank’s
strategic development plan, strategic capital deployment and
major institutional restructuring and adjustment plans, and makes
recommendation to the Board. Meanwhile, the committee is
also responsible for reviewing the Bank’s compliance with legal,
regulatory and corporate governance standards, providing advice
on corporate governance practice, enhancing the transparency and
quality of information disclosure of the Bank, and keeping abreast
of changes in regulations, with the aim to maximise sustainable
corporate values and shareholder’s interests. SCG comprises seven
members and four of them are INEDs.
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In 2018, SCG held one meeting. The major works performed by
SCG during the year included:

- Reviewed the revised “Corporate Governance Manual” of the
Bank;

- Reviewed the Belt and Road Initiative business development of
the Bank;

- Reviewed the bank culture development plan of the Bank; and

- Reviewed the “Directors’ conflict of interest policy” of the
Bank.

Risk Management Committee of Board of Directors

BRMC reviews the Bank’s position in various risks and approves
risk management principles, major policies, guidelines and risk
appetite of the Bank. It also monitors and reviews the effectiveness
of the risk management system of the Bank, including its ability to
withstand stress conditions. The key risks it oversees include credit,
market, operational, interest rate, legal and compliance, liquidity,
reputation and strategic risks. Senior Management is delegated
by the BRMC to establish Policy related to risk appetite including
risk appetite monitoring and management process. The Group’s
risk appetite framework covers three aspects, namely profit, capital
and risk. The risk appetite consists of quantitative and qualitative
description of types and level of risks that the Group is willing and
able to accept in pursuit of its strategic and business goals. The
Policy is reviewed at least annually and approved by the BRMC
to ensure the Group operates within the risk appetite. BRMC
comprises seven members and four of them are INEDs.

In 2018, BRMC held four meetings. The major works performed by
BRMC during the year included:

Reviewed the risk management reports of the Bank regularly,
including the bank-wide stress-testing results etc;

- Approved the annual review of Recovery Plan of the Bank;

- Reviewed the risk culture of the Bank, the risk appetite and
credit preference;

65



o B AT () AR A

Industrial and Commercial Bank of China (Asia) Limited

HE 20193 H26H 1k
As at 26 March 2019

— At SR A AR SR AT L e A B Y B R UK
BRAH S s > e rp G358 JBE O Bl A9 R ~ T
355 Jo\ B - W K JRL By A B AR S 5 B

— BB SRAT AT Jm By BB L 2 A
W B AER -

W% H &

FrhZ B a B R AR RATE S R AR A
B2 H > Lo DR A5 45 2 38 I B O T A A
A BLA SR AT 2 304k ~ SREmE T 1 DL S AR B
ERARAS - HFME R I EFGET
SELAA R AT SCAL AR R B0 T 3 07 T 1) 5 o R
TR B SRS SRAT 2 38 I B R 2R 1) S A
A o H R B e A3 A > Rt E
T2 B F AT S -

HMZE RGN —F— ) FERT T —KE& -
AZBEFANTETZ EETAMENT

— FELHEFFEBARTRILCALZ D
o (BLI5 BE 0T AT H S

— FEAMNEFRGHEEBERHAERABHE
FE—tF+HA=T—HILFEZEIE
Al

— FBELmEEEEE RN ESR LB IR
WITEFHE _F—LFE T A=1+—H
IHAF 2 A

— HREAMERGHEEARTEHEF N
FroA=t A IFEEPIREREALZ
P ECK 5 &

— RIS ERAT 2 R KR

A B A& R T — AR 2 BRI A SR
7 BB R M 517 -

66

T AR
Annual Report 2018

Reviewed and approved the major risk management policies,
limits and measures of the Bank including the stress testing
policy, market risk manual and risk management measures etc;

and

- Oversaw the implementation of risk management policies of
the Bank and compliance with relevant laws and regulations.

Remuneration Committee

RC is responsible for overseeing the remuneration of the Directors
and senior management of the Bank to ensure their remuneration is
appropriate for their duties and consistent with the Bank’s culture,
strategy, market condition and control environment. RC is also
responsible for advising and assisting the Board in discharging
its responsibilities for the Bank’s culture-related matters and
recommending to the Board on the Bank’s remuneration policy
framework. RC comprises three members and two of them are
INEDs.

In 2018, RC held one meeting. The major works performed by RC
during the year included:

- Considered the allocation of performance bonus of the Bank
(including that distributed to the Executive Directors) and
made recommendation to the Board;

- Considered the performance bonus of senior management for
the year ended 31 December 2017 and made recommendation
to the Board;

- Considered the Directors’ fee of the Non-executive Directors
and INEDs for the year ended 31 December 2017 and made
recommendation to the Board;

- Considered the remuneration policy on distribution of
performance bonus of the Bank for the year ended 31
December 2018 and made recommendation to the Board; and

- Reviewed the remuneration policy and planning of the Bank.

Information relating to the remuneration of each Director for 2018
is set out in Note 17 to the financial statements of the Bank.
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Nomination Committee

NC is responsible for assessing the suitability of the candidates and
recommending to the Board all new appointments of Directors
and senior management executives. NC also reviews the structure
and composition of the Board on a regular basis, and assesses the
efficiency of the Board. NC comprises three members and two of
them are INEDs.

In 2018, NC held two meetings. Major works performed by NC
during the year included:

- Reviewed and assessed the evaluation of the performance and
effectiveness of the Directors and the Board as well as the size,
structure and composition of the Board and Board Committees

of the Bank;

- Considered the appointment of Senior Managements and
made recommendation to the Board;

- Considered the nomination of Directors of the Bank and made
recommendation to the Board;

- Considered the changes to the composition of the Board and
Board Committees and made recommendation to the Board;

- Reviewed the appointment and succession planning policy for
Senior Management of the Bank;

- Performed annual review of the tenure of the existing Directors
of the Bank; and

- Assessed the independence status of current INEDs.
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DELEGATION OF THE BOARD
Management Functions

The Board assumes the responsibility for leadership and governance
of the Bank and delegates aspects of its management and
administration functions to the senior management. The Board sets
up clear guidelines governing the powers delegated to the senior
management, in particular, with respect to reporting mechanism
and the matters that are subject to the approval of the Board (such
as substantial changes in the management structure, the business
objectives, strategies and business plans, the policies and manuals
which may have a material impact on the financial and risk
management of the Bank).

Apart from the Board Committees, the Board has also established
the Executive Committee, which reports to the Board. The
Executive Committee has specific written Terms of Reference
which state clearly its functions and responsibilities. The Board will
conduct regular review and update on the terms of reference of the
Executive Committee. The Executive Committee was established
to supervise the overall operation of the Bank. The Executive
Committee is chaired by the Chairman of the Board of Directors
and consists of Executive Directors, Chief Executive Officer, Deputy
Chief Executives and Assistant Chief Executives, as members.

INTERNAL CONTROL

The Board is responsible for establishing the internal control of the
Bank and for reviewing its effectiveness through well-established
organisational structure and comprehensive procedures, policies
and standards.

Systems, policies and procedures are in place to identify, measure,
control and monitor the major types of risks the Bank faces.
Business units are responsible for the assessment of individual types
of risk arising from their area of operations where risks are managed
and reported in accordance with risk management procedures and
arrangements.
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The senior management, Senior Executive Risk Management
Committee and Risk Management Department review and revise
the risk management policies and procedures on a regular basis.
Details of the policies and procedures for management of each of the
major types of risks, including credit, market, liquidity, interest rate,
operational, legal and compliance, reputation and strategic risks, are
included in Note 4 to the financial statements of the Bank.

All individual departments of the Bank, as the first line of defence
of internal control framework, are primarily responsible for
monitoring compliance in their respective areas. The Internal
Control and Compliance Department, as the second line of
defence of internal control framework, is primarily responsible
for overseeing the Bank’s compliance risk and providing guidance
to individual departments to ensure compliance with applicable
regulatory requirement.

The Internal Audit Department plays an important role in the
Bank’s third defense line of internal control framework, regular
audits will be conducted to ensure compliance with relevant policies
and procedures. It supervised and assessed the quality and effect
of the compliance with regulatory requirements, management of
major risks and intensified internal control in main business areas
of the Bank. It also reports to the Audit Committee at least four
times each year on significant findings on internal control. The
Head of Internal Audit Department of the Bank reports to the AC
and the Chairman of the Board.

ACCOUNTABILITY

The Board acknowledges its responsibility for preparing the
financial statements of the Bank and has prepared the financial
statements of the Bank on a going concern basis. As at 31 December
2018, the Directors were not aware of any material uncertainties
relating to events or conditions which may cast significant doubt
upon the Bank’s ability to continue as a going concern.
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Independent Auditor’s Report
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TO THE MEMBERS OF INDUSTRIAL AND
COMMERCIAL BANK OF CHINA (ASIA)
LIMITED

(Incorporated in Hong Kong with limited liability)

OPINION

We have audited the consolidated financial statements of Industrial and
Commercial Bank of China (Asia) Limited (the “Bank”) and its subsidiaries
(together the “Group”) set out on pages 80 to 284, which comprise the
consolidated statement of financial position as at 31 December 2018, the
consolidated income statement, the consolidated statement of comprehensive
income, the consolidated statement of changes in equity and the consolidated
statement of cash flows for the year then ended and notes to the consolidated
financial statements, including a summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and fair view
of the consolidated financial position of the Group as at 31 December 2018 and
of its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with Hong Kong Financial Reporting Standards
(“HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants
(“HKICPA”) and have been properly prepared in compliance with the Hong
Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing
(“HKSAs”) issued by the HKICPA. Our responsibilities under those standards
are further described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report. We are independent
of the Group in accordance with the HKICPA’s Code of Ethics for Professional
Accountants (the “Code”) and we have fulfilled our other ethical responsibilities
in accordance with the Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were
of most significance in our audit of the consolidated financial statements of
the current period. These matters were addressed in the context of our audit of
the consolidated financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters.
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KEY AUDIT MATTERS (continued)

Impairment allowances of advances to customers

Refer to notes 2.7.1(vii), 4.2(i) and 26 to the consolidated financial statements and

the accounting policies respectively.

Key audit matter

The Group has adopted Hong
Kong Financial Reporting
Standard 9 Financial
instruments (“HKFRS 97)
which replaced Hong Kong
Accounting Standard 39
Financial Instruments:
recognition and measurement,
since 1 January 2018. HKERS
9 has amended the previous
classification and measurement
framework of financial
instruments and introduced
a more complex expected
credit loss (“ECL”) model
to calculate the impairment.
The Bank is required to
retrospectively apply the
classification and measurement
(including impairment) and
measurements and recognize
any difference between the
original carrying amount
and new carrying amount at
the date of initial application
(i.e. 1 January 2018) in the
opening retained earnings or
other component of equity.
Also, a new impairment model
for financial assets including
advances to customers has been
developed.

How the matter was addressed in our audit

Our audit procedures to assess loss
allowance for expected credit losses
included the following:

evaluating the effectiveness of
internal control operations related to
provision for expected credit losses:

assessing the key design and
operational effectiveness
of internal controls of the
financial reporting process,
including credit approval,
recording, monitoring, re-
evaluation of periodic credit
grading, and the accrual of
loss allowance; In particular,
we assessed the design,
implementation and operating
effectiveness of the key
internal controls over the
classification of loans by credit
quality across all stages;

involving our information
technology specialists to assess
the design, implementation
and operating effectiveness
of general information
technology controls and
automated controls of key
information system critical
to the credit grading process
and transaction process,
including controls over access
to systems, controls over data
and change management,
data transmission between
systems, compilation of the
overdue reports for advances
to customers, mapping of
parameters of expected
credit loss model and system
calculation of loss allowance
for expected credit loss;
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KEY AUDIT MATTERS (continued)

Impairment allowances of advances to customers

FE G 7T 22 ] 77 B 5 i i 5 B B 3R 2 W 2. 7.1 (vid), 4.2(7) Refer to notes 2.7.1(vii), 4.2(i) and 26 to the consolidated financial statements and

K26 the accounting policies respectively.
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management in determining
impairment allowances. From
the Group’s perspective, the
determination of the loss
allowances for loans and
advances to customers is
heavily dependent on the
external macro environment
and the Group’s internal credit
risk management strategy, and
the judgments in determining
the loss given default or the
assessment of recoverable cash
flows relating to individual
loans and advances to
customers, where loans and
advances to customers were
unsecured or were subject to
potential collateral shortfalls.

The Group classifies financial
instruments into three
stages and recognizes an
impairment allowance based
on the expected credit loss
for the next 12 months or the
entire lifetime of the financial
asset, depending on whether
credit risk on that financial
instrument has increased
significantly since initial
recognition and whether an
asset is considered to be credit-
impaired respectively.

applied the classification
requirements of the new financial
instruments standards and the
classification results. On a sample
basis we assessed the contractual
cash flow characteristics of the
advances to customers and relevant
documents in relation to the
business model;

obtaining journal entries relating
to adjustments made on transition
to the new financial instruments
standards and compared the list
of classification of advances to
customers, the original carrying
amounts, the list of journal entries
and new carrying amounts of the
advances to customers to assess if
the journal entries have been entirely
put through the system accurately;

selecting samples to recalculate
the new carrying amount of the
advances to customers and assessing
the accuracy of the opening balance
at the date of initial application (i.e.
1 January 2018);
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KEY AUDIT MATTERS (continued)
Impairment allowances of advances to customers

15 g 2 5 ) 5 AR B R T AR 1 B RE2.7.1 (vii),

Refer to notes 2.7.1(vii), 4.2(i) and 26 to the consolidated financial statements and

4.2() R 26 the accounting policies respectively.

B gl o P4 1 e Key audit matter How the matter was addressed in our audit
BAEEFFEREBARGE . 1 AW Y B R Y The loss allowance for loans assessing the methodology used for
FER RS EER LS W BT > B L R and advances to customers, compliance with the requirements

BT R B 2 Ok AT 5
B o GRS MR E A1
IR R A

(i B o MR 29
SR B ZESR BT BR Ak 1 7
% DLREINE HR S

other than those corporate
loans and advances which are
credit-impaired, is measured

of HKFRS 9 and the reliability of
expected credit loss models and
parameters used with the assistance

it > 2 BGTAL S I8 VSR IEE S using the risk parameters of our internal specialists, evaluating
K] 2R, 475 R S0 2 A ) O] SEMEAEAT T T4l - method. The key parameters probability of default, loss given

JEE SRS~ AR T

LA RPAG T AR -
BRI B
W~ T B AR AR i
A 5 1) ) R A
SRR > LGRS T
P B i) 2 B
Bty & B

FM BRIk > Ha
AT E TR R Y
o S 22 VT L I £ B

include probability of default
(PD), loss given default
(LGD) and exposure at default
(EAD), which are derived
from considerations including
the historical overdue data,
historical loss ratio, internal
credit grading and other
adjustment factors.

default, exposure at default, discount
rate, forward-looking adjustment
and other adjustment factors, and
evaluating the reasonableness of key
management judgments involved;

assessing the completeness and
accuracy of data used for the key
parameters in the expected credit
loss model, by selecting samples
and comparing individual loan

HEAT T o8 R M AN MR information with the underlying
FEAR 5 I HLTH BRI B agreements and other related
ok BEUAR R 5 5 B A AR documentation to assess the

BAR AT T HH > DARE
fili 36 40 A TR 4R R
HRETE () 5 S O 1) Y T
P o B AN E G
AT MBS 2 &
AR FR AR 1 3% > 3l
748 38 B\ BH R A T 3
o M TR R
7 HERE

accuracy of the loan information
in the expected credit loss model.
For key parameters derived from
external data, we selected samples
to inspect the accuracy of such data
by comparing them with public
sources;
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KEY AUDIT MATTERS (continued)

Impairment allowances of advances to customers

Refer to notes 2.7.1(vii), 4.2(i) and 26 to the consolidated financial statements and

4.2() R 26 the accounting policies on respectively.
B gl o FRAM 04 e ¥ Key audit matter How the matter was addressed in our audit
ERAGEEARNMEER . ER P KR B B S 2 Loss allowances for the credit- assessing key parameters involving

J5 A% SRR A B4 0 G B ik
A LT AR - 12
7 T ) B e T[] e B
BV HHE TS S
TR > a R %
5 A KA AT AT B 0
it~ A RN B BA IR UL -
PR A (8~ R 52 1
NEFF ~ 75 A7 7 HL At A e
AR HBLE RS o F4E M
T &1 o T A 0 4 A
7R AN A U8 38 S £ P 3
RYPELTREAG I > AT BT
P~ TR ] A 7 =Xt
S A 1A AT i [ < I 2
o R B S R K
WM o
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B A AN
5K JRE 55 1 70 BEL 4 o] )
JEE 5 18 KR B 5 R T
BOEATE . BEES
BOEATREAY o R R B RT
TR A —HB4Y > oA 3
P 77 L S A (A
RN 2 B B Bl IR
A > %58 T FEE )
) — 2

AR e 7 ) ) 8 3
VR 3% LTI 355 LS A A T
W DASHE S SR 2
0 BT 35 I K 1Y) %
HAAE 5

IR > SR B
B RS ARG

impaired corporate loans and
advances are measured using
the discounted cash flow
method. Management exercises
judgment in determining
recoverable cash flow based on
a range of factors. These factors
include available remedies for
recovery, the financial situation
of the borrowers, collateral
valuation, the seniority of
the claim and the existence
and cooperativeness of other
creditors. Whilst the Group
appoints an external appraiser
for the valuation of certain
property and other illiquid
collateral, enforceability, o
timing and means of realization

judgments by seeking evidence from
external sources and comparing
it with internal records including
historical loss experience. As part
of these procedures, we inquired
management for the reasons of
modifications of estimates and
model parameters, and considered
the consistency of management
judgments;

comparing the economic factors
used in the models with market
information to assess whether
they were aligned with market and
economic development;

selecting samples to assess the
reasonableness of management

Tl R A% 85 AR T B Y also affect the ultimate judgments on whether the credit
T B K R R E collectability and thereby the risk has increased significantly since
B A B Al 0 2 amount of expected credit loss initial recognition and whether
PE o FRAHAT S E ] allowances as at the reporting credit impairment has occurred. We
BB ST T 0 date. analysed the portfolio by industry

> St HAR S 5 52 3 8
T A 7 L 1 MR A 47 2
FEERURA > [[RF2%
HoAts BTEAE AR LR 19
AN AR AE T &
AR - #R TS
PEACHR BN 1Y SE 5 8
BRI - ARA TR RN

sector to select samples in industries
more vulnerable to the current
economic situation with reference
to other borrowers with potential
credit risk. We checked loan overdue
information, making enquiries
of the credit managers about the
borrowers’ business operations,

HA B 5 R i A T A checking borrowers’ financial
R RN E = 30 information and researching market
i GEE information about borrowers’

businesses;
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KEY AUDIT MATTERS (continued)

Impairment allowances of advances to customers

Refer to notes 2.7.1(vii), 4.2(i) and 26 to the consolidated financial statements and

4.2() R 26 the accounting policies respectively.

B e et 2 o FRA i Key audit matter How the matter was addressed in our audit
IR 5 SR BUE A . %ﬁ?@?%ﬁlﬂ"] ) E‘%ﬁf— We identified the loss performing credit assessments
fifl R A7 TE [ A A i R 1 FEARMEERF S

e B B8 F1L I H B - [+
T 3B 5 ) SR DL A
EAGR UL R Y
B A E F TR
5 1) Tl S i ) s T
FPEEIH -

A AT T 5 TR
P T A - L4 2 20 f ]
AL R LB W i [l
BB U A o A R
L BRI > DA R i
A i 5 B0 2 SR BB
A IRE AN 2K B
4 B [m] W7 SR A R AT 4
P BER > A5 RE T
L A B H A 2 R
Ui o BAMINTAE T A
e A — SR T
BB > Sl A% A A
SELAM B ) R AR
AT T DK

R BEL R P (L
AR B8] 9 B 5 i 2
WeRR I AT S AR & wt
e QI 8 87 2K o

allowance for expected credit
losses as a key audit matter
because of the inherent
uncertainty and management
judgments involved, and
because the loss allowance
is significant to the financial
results and capital of the
Group.

for the selected credit impaired
corporate loans and advances by
assessing the forecast of recoverable
cash flows through inquiry, applying

judgment and our own research, and

evaluating the timing and means
of realization of collateral, forecast
cash flows, challenging the viability
of the Group’s recovery plans
and considering other sources of
repayment asserted by management.
We also evaluated the consistency
of management’s application of key
assumptions and compared them
with our own data sources; and

evaluating whether the presentations
and disclosures relating to change in
accounting standard on advances to
customers and impairment of loans
and advances to customers meet
the disclosure requirements in the
prevailing accounting standards.
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KEY AUDIT MATTERS (continued)

Assessment of the fair value of financial instruments

Refer to notes 2.7.1(vi), 4.6, 23, 24, 25 and 27 to the consolidated financial

statements respectively.

Key audit matter

Financial instruments carried
at fair value accounted for
a significant portion of the
Group’s assets. At 31 December
2018, the fair value of the
Group’s financial assets was
HKD123,292 million of
which HKD87,742 million,
HKD32,688 million and
HKD2,862 million were
classified under the fair value
hierarchy as level 1, 2 and 3
financial assets respectively.
At 31 December 2018, the fair
value of the Group’s financial
liabilities was HKD9,563
million which were all classified
under the fair value hierarchy
as level 2 financial liabilities.

The valuation of the Group’s
financial instruments, held
at fair value, is based on a
combination of market data
and valuation models which
often require a considerable
number of inputs. Many of
these inputs are obtained
from readily available data for
liquid markets. Where such
observable data is not readily
available, as in the case of
level 3 financial instruments,
estimates need to be developed
which can involve significant
management judgement.

The Group has developed
its own models to value
certain level 2 and level 3
financial instruments, which
also involves significant
management judgement.

How the matter was addressed in our audit

Our audit procedures to assess the fair
value of financial instruments included the
following:

. assessing the design, implementation
and operating effectiveness of key
internal controls over the valuation
and independent price verification of
financial instruments;

. comparing the fair values of a
sample of level 1 and level 2 financial
instruments applied by the Group with
publicly available market data;

. engaging our internal valuation
specialists to assist us in performing,
on a sample basis, independent
valuations of level 2 financial
instruments and comparing these
valuations with the Group’s valuations.
Our independent valuation included
developing models, obtaining inputs
independently and verifying the
inputs;

. assessing the valuation models applied
for all level 3 financial instruments,
challenging the assumptions applied
by the Group and assessing inputs
applied by comparing them with
publicly available information;

. assessing whether the disclosures in
the consolidated financial statements
appropriately reflected the Group’s
exposure to financial instrument
valuation risk with reference to
the requirements of the prevailing
accounting standards; and
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KEY AUDIT MATTERS (continued)

Assessment of the fair value of financial instruments

Refer to notes 2.7(f), 2.10, 4.6, 23, 24, 25 and 27 to the consolidated financial
statements respectively.

Key audit matter How the matter was addressed in our audit

We identified the assessment
of the fair value of financial

for the key underlying systems used
for the processing of transactions in
instruments as a key audit relation to financial instruments we
matter because of the degree of utilised our information technology
complexity involved in valuing specialists to assess the design,
certain financial instruments implementation and operating
and the degree of judgement effectiveness of a selection of relevant
exercised by management in automated controls within these
determining the inputs used in systems. We also assessed the design,
the valuation models. implementation and operating
effectiveness of the key internal
controls over these underlying
systems, including controls over access
to these systems and controls over data

and change management.

INFORMATION OTHER THAN THE
CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT THEREON

The directors are responsible for the other information. The other information
comprises all the information included in the annual report, other than the
consolidated financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other
information and we do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our
responsibility is to read the other information and, in doing so, consider whether
the other information is materially inconsistent with the consolidated financial
statements or our knowledge obtained in the audit or otherwise appears to be
materially misstated.

If, based on the work we have performed, we conclude that there is a material

misstatement of this other information, we are required to report that fact. We
have nothing to report in this regard.
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RESPONSIBILITIES OF THE DIRECTORS
FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors are responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with HKFRSs issued by
the HKICPA and the Hong Kong Companies Ordinance and for such internal
control as the directors determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements, the directors are responsible
for assessing the Group’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

The directors are assisted by the Audit Committee in discharging their
responsibilities for overseeing the Group’s financial reporting process.

AUDITOR’S RESPONSIBILITIES FOR
THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. This report is made solely to you, as a body, in accordance
with section 405 of the Hong Kong Companies Ordinance, and for no other
purpose. We do not assume responsibility towards or accept liability to any other
person for the contents of this report.

Reasonable assurance is a high level of assurance but is not a guarantee that
an audit conducted in accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional
judgement and maintain professional scepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations or the override of internal
control.

. Obtain an understanding of internal control relevant to the audit in order
to design audit procedures that are appropriate in the circumstances but
not for the purpose of expressing an opinion on the effectiveness of the
Group’s internal control.
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AUDITOR’S RESPONSIBILITIES FOR
THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (continued)

. Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
the directors.

. Conclude on the appropriateness of the directors’ use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast
significant doubt on the Group’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

. Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group to
express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the audit.
We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters,
the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during
our audit.

We also provide the Audit Committee with a statement that we have complied
with relevant ethical requirements regarding independence and communicate
with them all relationships and other matters that may reasonably be thought to
bear on our independence and, where applicable, related safeguards.

From the matters communicated with the Audit Committee, we determine those
matters that were of most significance in the audit of the consolidated financial
statements of the current period and are therefore the key audit matters. We
describe these matters in our auditor’s report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the
public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s
report is Ms. Wong Po Shan.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

26 March 2019
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AL
A N = | ﬁ
WE_E—/)FE+HA=F—HILFE
For the year ended 31 December 2018
(FE51)
(Restated)
2018 2017
R 3L T#x THETT
Notes HK$’°000 HKS$’000
FE WA Interest income (6) 27,771,325 20,927,956
IR S Interest expense (6) (16,146,057) (10,876,391)
A B Net interest income (6) 11,625,268 10,051,565
PSS AT IN Fee and commission income (7) 2,768,364 2,674,004
- Y ek Fee and commission expense (7) (372,638) (298,469)
W 2 e 04 BN 32 Net fee and commission income (7) 2,395,726 2,375,535
TGN Net trading income (8) 129,453 77,790
DA T EE AR 45 R AR Net gain on financial assets and liabilities
4 B E B I AR at fair value through profit or loss 9) 314,355 69,399
A H 4Rl E 2 R A Dividend income from financial investments (10) 8,835 8,109
HAth 2 FE U A Other operating income (11) 263,302 52,429
BEBA Operating income 14,736,939 12,634,827
(e SaE Operating expenses (12) (3,453,626) (3,063,715)
KA BR A R 2 4 S d A Operating profit before impairment losses 11,283,313 9,571,112
SR E 2 W ER T AR Net impairment losses on financial assets (14) (1,228,791) (579,795)
FERMAL B k2 B R RN Operating profit after impairment losses 10,054,522 8,991,317
CREca- ¢/ eyl Revaluation gain on investment properties (30) 700 500
HH R 3 B R A 2 T 1R TR AR Net loss on disposal of property, plant and equipment (15) (5,088) (3,326)
B B B BB Tl R Net gain on disposal of available-for-sale financial
investment - 438,144
A PEELH A2 4 AR Net gain on disposal of financial assets at fair value
45 B 2 I AR through other comprehensive income 329,085 -
R 2R SRR 2 s Net gain on disposal of held-to-maturity financial
investment - 31,676
BERMN Operating profit 10,379,219 9,458,311
JRE A gt 25 )3 Share of profits of associates 12,390 22,396
I B i 6k A Profit before tax 10,391,609 9,480,707
5B 2 Income tax expense (16) (2,113,446) (1,713,349)
A AR B AT B A HE AN e A Profit for the year attributable to shareholders of
the Bank 8,278,163 7,767,358
IR ZA) - FEAA B Earnings per share - Basic and diluted (19) HK$3.21 HK$3.01
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me2EWAEE
Consolidated Statement of Comprehensive Income

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

2018 2017
T T
HK$’000 HK$’000
AE % A Profit for the year 8,278,163 7,767,358
AW ER A FERBERGEH - Item that will not be reclassified to income statement:
HeE A TEEL A2 IS A B Change in fair value reserve of equity investments
R B8 2 AR S E) designated at FVTOCI (331,604) =
ISR Income tax effect 50,290 -
(281,314) -
SRATY)ZE A 2 B Revaluation surplus on bank premises 20,958 23,079
TS B R 2 Income tax effect (4,691) (37,887)
16,267 (14,808)
Ll Ax v EXETS Items that may be reclassified subsequently
Z¥H : to income statement:
Blamihz Hp THZ Change of fair value of hedging instruments
N E 2 B under cash flow hedges (35,286) (41,627)
B Al 5 2 Income tax effect 5,822 6,868
(29,464) (34,759)
DA P {58 (B A HC A 22 T i 4 AR Change in fair value reserve of financial asset measured
S RVE B 2 T (E R 22 ) at fair value through other comprehensive income (1,082,010) -
R LS B R BUE 2 B Change in fair value reserve of available-for-sale
ittt financial investments - (611,057)
AR 2 Income tax effect 247,195 85,803
(834,815) (525,254)
SR GPIN) NI ) e Exchange differences arising from translation of results
M 50,72 41 of a foreign subsidiary (542,220) 791,664
AF Y BRBE A% 0 2 i ik 2 Other comprehensive income for the year, net of tax (1,671,546) 216,843
AE I BRBE A% 2 i IR AR AR Total comprehensive income for the year, net of tax 6,606,617 7,984,201
A BT B SRR 2 Attributable to:
o M2 AL Shareholders of the Bank 6,606,617 7,984,201
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e AR R &
T N == 2 /.
W_EF—-NF+_H=+—H
As at 31 December 2018
ZE N\ e e
+ZA=+—H +ZHA=+—H
31 December 31 December
2018 2017
(i T#L T
Notes HK$’000 HK$’000
<423 Assets
Bz B AEGRAT [ 36 J2 HoAh Cash and balances with banks and other financial
SR KR institutions (21) 151,374,532 160,925,901
TEERATIR] 26 X Hifth 4= ﬁﬂﬁ%%ZF%’x Placements with banks and other financial institutions (22) 74,217,313 78,670,984
AT EEAGRER AR SREE  Financial assets at fair value through profit or loss (24) 525,689 731,157
e THE Derivative financial instruments (25) 9,144,877 15,394,138
B HAIRIA Advances and other accounts (26) 475,789,393 459,830,199
BRI Financial Investment: 167,280,719 172,808,568
— fiftay e - Available-for-sale (27) - 77,623,934
— DAV (A A 2 T Wi i AR - Measured at fair value through other
comprehensive income (27) 101,065,910 -
] - Held-to-maturity (27) - 95,184,634
— DIBRSE A AR - Measured at amortised cost (27) 66,214,809 -
WA R 2 Investments in associates (28) 97,984 405,722
P e HoAt e i Goodwill and other intangible assets (29) 1,017,797 1,017,282
G Investment properties (30) 140,135 117,407
LUE V&I Property, plant and equipment (31) 901,251 905,768
BAA TR Current income tax assets - 5,367
W SRV B Deferred income tax assets (36) 749,768 320,505
HoAth % Other assets (32) 12,378,929 6,976,029
¥ Total assets 893,618,387 898,109,027
fifi B Liabilities
#RATIR] %&Eﬁﬂﬁ%ﬁwﬂﬁz 1E3K Deposits from banks and other financial institutions (34) 161,433,060 177,631,111
e THE Derivative financial instruments (25) 6,920,387 8,617,305
AR Deposits from customers (35) 533,531,808 496,311,783
OB AT A7 Certificates of deposit issued 24,948,381 91,040,542
TR Debt securities in issue 22,908,370 8,115,874
— FRE UAPHEERHRRAR - Designated at fair value through profit or loss 2,642,190 6,585,182
— DAHESY AR AR — Measured at amortised cost 20,266,180 1,530,692
BUATRLH £ R Current income tax liabilities 663,190 326,016
DB B AR A BR 2 1A 8 AR Subordinated debts measured at amortised cost (37) 7,825,543 11,698,483
HoAth £ e Other liabilities (38) 18,070,159 12,681,873
£ 0 88 Total liabilities 776,300,898 806,422,987
2% Equity
Jili&S Share capital (39) 36,379,331 36,379,331
R i ) Retained earnings 51,287,301 44,301,642
HoAth fi fhe Other reserves 2,015,150 3,266,735
S B A A SRAT S HRE i A Total equity attributable to shareholders of the Bank 89,681,782 83,947,708
HOMES TH Additional equity instruments (40) 27,635,707 7,738,332
k] Total equity 117,317,489 91,686,040
Bl 2 e £ 5 A1 Total equity and liabilities 893,618,387 898,109,027
fL) it Gao Ming Wu Long
Ex >3 AR Chairman Vice-Chaiman,
HITHEFE HITHF & Executive Executive Director &
FEATEA Director Chief Executive Officer
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MEeERBEX
Consolidated Statement of Changes in Equity

BEEZ-NAFE+-A=+—HILFE
For the year ended 31 December 2018

AP
Rk ATRE i
B Wi CRHE) EER] R
Bank  (WHE)  Fairvale  EROGH i
Bk premises  Fair value reserve  Coshflow  BEXGHE BB RENEA  Additional
Share  revaluation reserve (non- hedge  Exchange General Retained equity izt
capital reserve  (recycling)  recycling) reserve reserve reserve earnings  instrument Total

sk Tt T 0 T#x 0 T#x  TEx 0 T#x Ti#n TEx T#x T
Note HKS000  HKS000  HKS000  HKS000  HKS$000  HKS000  HKS000  HKS000  HKS000  HKS000

REF—AE—=A—H  At1January2018 36,379,331 592489 (1,077,383) 87,747 108,473 104397 3451012 4301642 7738332 91,686,040
A (FMBREE  Impact of adopting HKFRS 9
i) Fostz e - - 341,202 (78,141) - - - (317,345) - (54,284)
36,379,331 592489 (736,181) 9,606 108,473 104397 3451012 43984297 7738332 91631756
B Profit for the year - - - - - - - 88163 - 88163
EREhAmIGE : Other comprehensive income for
the year:

DIAFEEARMAT  Changein fair value of financial
fEAREREEZ asset measured at fair value

NPREES through other comprehensive
income - - (L019,727) (331,604) - - - - - (1,3%51,331)
BEDATRIELLS  Reserve realised on disposal of
AHHEARRERS  Tnvestment securities measured
LEERE at fair value through other
comprehensive income - - (90,536) - - - - - - (90,536)
REwHm AT Changes in fair value of cash flow
s hedge - - - - (35,286) - - - - (35,86)
BERAERER 22 Changein provision for ECL - - 2853 - - - - - - 2853
RGBS Revaluation surplus on bank
premises - 20,958 - - - - - - - 20,958
BERERY Change in deferred tax (36) - (469) 47195 50,290 5822 - - - - 298616
Ei £ Exchange differences - - - - - (542,220) - - - (542,220)
m AT A Total comprehensive income for
the period - 16,267 (834,815) (281,314) (29,464) (542,220) - 8,278,163 - 6,606,617
BRMER TR Issuance of additional equity
instruments - - - - - - - - 19,897,375 19,897,375
HEMRREA R Partial transfer of retained earnings
— ek to general reserve - - - - - - 156,900 (156,900) - -
b= Other adjustments - - - - - - - (818259) - (818259)
REF-\E At31 December 2018
TZA=1-A 36,379,331 608,756 (1,570,996) (271,708) 79,009 (437,823) 3607912 51,287,301 27,635,707 117,317,489
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BE-EZ-ELFE+-A=+—HILFE
For the year ended 31 December 2017

R
il & R B4
Bk EfiflE HWEE TR
ies premises  lnvestment  Cashflow  EARHE  —REMH  REEA  Additional
Share  revaluation  revaluation hedge  Exchange General Retained equity 5t
capital reserve reserve reserve reserve reserve canings  instruments Total

Wi TEx TEx TEx 0 Tk TEx TEx T Td#m T
Notes  HKSO00  HKS$000  HKSO00  HKSO0  HKS000  HKSO000  HKSO0  HKS000  HK$000

REZ—tE—F—A At1January 2017 36,379,331 607,297 (464,382) 143,232 (687,267) 3,018,641 37,150,962 7,738,332 83,886,146
R Profit for the year - - - - - - 7761358 - TT673%8
L2 - Other comprehensive income
for the year:
HlEHESRREZATRE  Changein fair value of
L available-for-sale financial investments - - (424,279) - - - - - (424,279)
HERUHESRIAZCE  Reserve realised on disposel of available-
Bkl for-sale financial investments - - (186,778) - - - - - (186,778)
REWHENZAFEARE  Changein fair value of
aash flow hedge - - - (41,627) - - - - (41,627)
REEE(RE Revaluation surplus on bank premises - 23,079 - - - - - - 2,079
AR5 Change in deferred tax (36) - (37,887) 85,803 6,868 - - - - 54784
En=8 Exchange differences - - - - 791,664 - - - 791,664
A EGAR Total comprehensive income
for the year - (14,808) (525,254) (34759) 791,664 - 7,767,358 - 7,984,201
BTHMER TR Issurance of additional equity instruments - - - - - - - - -
HEMRREA R Partial transfer of retained earnings
— It to general reserve - - - - - 432,371 (432,371) - -
Bk Issue of share capital - - - - - - - - -
HHtA%EA Other adjustments - - - - - - (184307) - (184307)
REF—tE At31 December 2017
TZA=1-A 36,379,331 592,489 (989,636) 108,473 104,397 3451012 44,301,642 7738332 91,686,040
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Consolidated Statement of Cash Flows

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

2018 2017
Bt 5 T T
Notes HK$’000 HKS$’000
BENH B ERE Cash flows from operating activities:
B T vai A Profit before tax 10,391,609 9,480,707
& RlE E 2 WE AR AR Net impairment losses on financial assets (14) 1,228,791 579,795
DU SH AR A B 2 2 384T i S i 6 Amortisation of debt securities in issue
measured at amortised cost 416,611 112,222
D 6 A A B 22 15 1 i T 1 4 Amortisation of subordinated debts measured at
amortised cost 10,813 -
A TE 2 Amortisation of intangible assets (29) 10,795 15,049
e Depreciation (31) 98,466 99,934
) i Ifléj BLAS A M 2 1% (5 A% TE Interest expenses on subordinated debts
FE S measured at amortised cost 530,507 555,803
EETEAEMNE T H Interest expenses on debt securities in issue 141,643 287
Wiz ] 2 i B R e L A B T Recoveries of loans and advances written off 1,897 2,387
LE VG Pl R Net loss from property, plant and equipment (15) 5,088 3,326
R EWE S Revaluation gain on investment properties (30) (700) (500)
HE B DA (A58 T Al 4 T i i A Net gain on disposal of financial assets measured at
e 455 Pl 72 2 VR L i fair value through other comprehensive income (329,085) =
LB AR IR 6 B < R R 2 W IR AR Net gain on disposal of available-for-sale
financial investments - (438,144)
B R 2 B A R 2 TR AR Net gain on disposal of held-to-maturity
financial investments - (31,676)
DA P8 (8 RS HE 45 3 A BR 4 il e Net gain on financial assets and liabilities
&= Pa & measured at fair value through profit or loss (314,355) (69,399)
BB A B 25 ) ik Share of profits of associates (12,390) (22,396)
3 E! J: e B S M E 2 Dividend income from listed available-for-sale
B Bl A financial investments (10) - (244)
L2 P48 (B A6 H Al 4 i LI&C i AR Dividend income from unlisted equity securities
IE b TR A % FZ BRI A measured at fair value through other
comprehensive income (8,835) -
R Q 3F LA SRR E 2 Dividend income from unlisted available-for-sale
A financial investments (10) - (7,865)
Eﬁ% AE LHABIE B EIHE Z Elimination of exchange difference and other non-
£ cash items (6,263,552) 5,695,773
5,907,303 15,975,059
mEEEE () WD (Increase)/decrease in operating assets:
JEE I H 2 =8 H LA E 22 R Treasury bills with original maturity beyond
three months - (20,873,591)
JRE I H & =1l H LA J:Z@E EES Placements with banks and other financial institutions
T At 4 Pl B A 2 AT 3K with original maturity beyond three months 19,985,499 (47,513,212)
FRVEZE 5 F i R Financial assets held for trading - 672,251
PLAFEE S EERA MR Financial assets measured at fair value through
4 RlE profit or loss 519,823 (728,155)
DA P15 8 58 Ho A 4 T 0 5 A BR Financial assets (non-equity) measured at fair value
SREEE (JE B E) through other comprehensive income (20,303,539) -
DA 6 AR A TR 4 il Financial assets measured at amortised cost 28,978,212 -
%ﬁt HESFELE Available-for-sale financial investments - 2,900,936
= &,ﬁéﬁﬁ WRTE DA K oAl & Advances and other accounts and other assets (22,517,705) (37,698,415)
ﬂT 4R T H Derivative financial instruments 6,234,974 2,972,079
EwEAMRN, (W) ¢ Increase/(decrease) in operating liabilities:
ST IH] % e At 4 il 8 A A K Deposits from banks and other financial institutions (16,198,051) (30,698,433)
KPP A7 Deposits from customers 37,220,025 74,731,874
AF K Certificates of deposit (60,175,499) 41,872,641
HoAth & fi5 Other liabilities 5,286,162 2,099,717
AT A < i TR Derivative financial instruments (1,717,608) (9,447,512)
IR EEZ Bl aE Cash flows used in operations (16,780,404) (5,734,761)
L 80 e ) 15 B 150 A Hong Kong profits tax paid (1,510,764) (1,165,964)
BT A B 3K Overseas tax paid (355,499) (538,815)
FH A 8 25 T ) 2 B 4 U i Net cash flows used in operating activities (18,646,667) (7,439,540)
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For the year ended 31 December 2018
2018 2017
W R T#xT T
Notes HK$’000 HKS$°000
BT E) 2 Bl & Cash flows from investing activities:
i JF 22 o) HE A A Purchase of non-trading equity securities (4,284,787) -
W B ARV Purchase of intangible assets (29) (12,244) (4,048)
il S ) 2 R AR Purchase of property, plant and equipment (31) (102,185) (55,134)
th 5 W 2 B A T A5 5K00E Proceeds from disposal of property, plant and
equipment 5,326 14,733
ERE-YNEIN i Pl 35N PN Dividend income received from associates 288,928 =
KE LA s S 2 lEILA  Dividend income from listed available-for-sale
securities (10) - 244
L2 P8 (B 58 A 4 T llﬁ( T ]\Eﬁ Dividend income from unlisted equity securities
e i R i S 2 RS measured at fair value through
other comprehensive income (10) 8,835 -
AEE BT SR g Dividend income from unlisted available-for-sale
i S e A financial investments - 7,865
FA A3 1 By 2 B4 i i AR Net cash flows used in investing activities (4,096,127) (36,340)
Pl T B) 2 B i Cash flows from financing activities:
BT %ﬁ% B4 T H Issuance of additional equity instruments 19,897,375 -
HOMER LHZ 5 I TR AT 3K Distribution paid on additional equity instruments (818,259) -
BT ARSI A AR 2 B %1?1?% Issuance of debt securities in issue measured at
amortised cost 18,767,697 467,392
S [ L 48 6 1A IR 22 AR B i I Redemption of subordinated debts measured at
amortised cost (3,918,575) -
DU AR A MR 2 28T 65 5 2 A Mature of debt securities in issue measured at
amortised cost (448,820) -
DL (E 5848 4 A MR 5 7 21 1 Mature of debt securities measured at fair value
through profit or loss (3,548,818) -
BATIRE A P EESHE @R Issuance of debt securities designated at fair value
AR 2 A5 25 through profit or loss - 6,579,478
B RE i 7 55 i 45 I Proceeds from sale of equity securities - -
W 35 8 % 2 B LB Interest paid on purchase of equity securities - -
DAHESH A AR Z % M 5 E Interest paid on subordinated debts measured at
SEATF) S amortised cost (570,026) (550,082)
DUHESH A AR Z B BT A2 Interest paid on debt securities in issue measured at
SRS amortised cost (86,546) -
TR H BlE TS B 2 31 4 R A Net cash flows from financing activities 29,274,028 6,496,788
VE 5075 0 2 5 2 Effects of foreign exchange differences (520,369) 863,798
& K AE TR fﬁfi\ H Hz Net increase/(decrease) in cash and cash equivalents
B G 6,010,865 (115,294)
Hm—H—HZ Iﬁﬁ?& R B4 HH Cash and cash equivalents at 1 January 173,241,652 173,356,946
T ZH=Z1+—HZB &Rk Cash and cash equivalents at 31 December
A E SN 179,252,517 173,241,652
MER A BB ERM T - Bla K BE5 R HE @ T 5 For the purposes of the consolidated statement of cash flows, cash and cash
JRE I E =8 H s AR Z &5 65 equivalents comprises the following balances with original maturity of three
months or less:
2018 2017
T#T T T
HK$’000 HKS$’000
Bl 4 e AE SR AT ] 3 K oAt Cash and balances with banks and other financial
A R RS 2 A5 B (M E21) institutions (Note 21) 50,252,861 55,749,320
TE SR A7 [R] 2E Jr HoAth & Bl A RS 2 FE 3K Placements with banks and other financial institutions 128,999,656 117,492,332
179,252,517 173,241,652
Ui B RS8BT ) Y B4 i B 4% ¢ Cash flows from operating activities included:
'Ju N Interest received 27,482,778 25,443,102
S Interest paid 14,705,692 12,451,077
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1.1

1.2

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

PRINCIPAL ACTIVITIES

The principal activities of the Bank are the provision of banking, financial
and other related services. The principal activities of the subsidiaries are
shown in Note 33 to the financial statements.

PRINCIPAL PLACE OF BUSINESS

The Bank is a licensed bank incorporated and domiciled in Hong Kong
and has its registered office and principal place of business at 33/F, ICBC
Tower, 3 Garden Road, Central, Hong Kong.

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below.

2.1 Basis of preparation

The consolidated financial statements of the Group have been
prepared in accordance with all applicable Hong Kong Financial
Reporting Standards (HKFRSs), which collective term includes all
applicable individual Hong Kong Financial Reporting Standards,
Hong Kong Accounting Standards (HKASs) and Interpretations
issued by the Hong Kong Institute of Certified Public Accountants
(HKICPA), accounting principles generally accepted in Hong Kong
and the requirements of the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared under
the historical cost convention, except for certain buildings
modified by the revaluation, financial assets at fair value through
other comprehensive income (FVTOCI) (2017: available for sale),
financial assets and financial liabilities held for trading, financial
assets and financial liabilities at fair value through profit or loss
(FVTPL) and derivative financial instruments which have been
measured at fair value.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.1

Basis of preparation (continued)

The preparation of financial statements in conformity with
HKEFRSs requires management to make judgements, estimates and
assumptions that affect the application of policies and reported
amounts of assets, liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience and
various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the
judgements about carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to accounting estimates are recognised in
the period in which the estimate is revised if the revision affects only
that period, or in the period of the revision and future periods if the
revision affects both current and future periods.

Details of judgements made by management in the application of
HKEFRS that have significant effect on the financial statements and
major sources of estimation uncertainty are discussed in note 3.



T R
Annual Report 2018

2 EEGIBURME AR s

22

Wa] BARAE T (7 v B 5 3k ] )
([ €l A s e o Y ) 1) B (7 v i o8
AP (TCF e sk e Q) 1) 58 %8

T G I € O A A BOE A A R A
w3 ] A S AT B ARG BT 2 Rt ol A
ot W Q) o Fo > DU AT B AR 45 A B

— (M R MR SR oBE [ T A |

—  (HEMBREEAD BRI RATF &
1B

- FE(EEMEREEN G EE B a0
R B8 22558 [ S0 28 7 A FEL A 3B 4

7 o8 S0 5 3 5 ¥ 00 ) S ot [ G 1L 3L |

e 1 T 5 S o 4 M) 585 9 B M A o s i et o
R BE395% [ il T H. : MR Kt | - pbiEf
051 il 5B RN R A - B AR — L
HEFMBIHA G HHE -

AR T O AR 2 D SROE ) B T R ok B 5 R
MR HOPEI —F — N —H — HAF )
HH - AEHCKUMABER —F— /\F—H
— 0 0 £ B RE AR 10 T =X R ) 4 B R 1Y
AR o FI o TR ESRBCES e
FHUERI) 53958 271 -

T R A U A R o B A R B ) S 9 B
TR AR — ] — F OB B i A B B A Y
R LA T2 A B B S R

2

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

22

Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASs”)

The HKICPA has issued a number of new HKFRSs and amendments
to HKFRSs that are first effective for the current accounting period
of the Group. Of these, the following amendments are relevant to the
Group:

- HKERS 9, Financial instruments

- HKEFRS 15, Revenue from contracts with customers

HK(IFRIC) 22, Foreign currency transactions and advance
consideration

HKEFRS 9, Financial instrument

HKFRS 9 replaces HKAS 39, Financial instruments: recognition
and measurement. It sets out the requirements for recognising and
measuring financial assets, financial liabilities and some contracts to
buy or sell non-financial items.

The Group has applied HKFRS 9 retrospectively to items that existed
at 1 January 2018 in accordance with the transition requirements.
The Group has recognised the cumulative effect of initial application
as an adjustment to the opening equity at 1 January 2018. Therefore,
comparative information continues to be reported under HKAS 39.

The following table summarises the impact of transition to HKFRS
9 on retained earnings and reserves and the related tax impact at 1
January 2018.

R 4 7 8 S 5
4% Wi 1) S 0%k
= F— N\
—H—HMBR
Impact of
adopting HKFRS
9 at
1 January 2018
TR
HK$°000
B W AN il i Investment revaluation reserve
CEHEEFHERD 553998 A9 1 K 45 & Closing balance under HKAS 39 (31 December 2017)
(ZF b =+—H) (989,636)
B R B R A S R B Remeasurement of Investment securities reclassified from
A2 T8 (8 48 L Ath 2 THT i 65 AR 2 #8857 held-to-maturity to FVTOCI 339,293
il w8 o ViR BB 15 ME HID) 25 958 2 AN BUIME I HE 25 Recognition of additional expected credit losses under HKFRS 9 57,892
BRE A B R s A S 25 Y 1)) 55 9 5% 1 4 78 AP {E (B Transferred from retained earnings relating to equity investment
A8 HC At 4 THT Wi A A BRAE i 5 2 R B U designated at FVTOCI under HKFRS 9 (78,141)
I ot 7L Related tax (55,983)
s S i A YR D) S5 9% T 19 303 400 45 ik Opening balance under HKFRS 9
(ZF—NFE—H—H) (1 January 2018) (726,575)

89



o R R SRAT () A R4

Industrial and Commercial Bank of China (Asia) Limited

BEEZ-NAFE+A=+—HILFE
For the year ended 31 December 2018

2 EEGEBURME AR @)

2.2 BT SR T R i B 2 i 1)

(T ot S 5 R D) ) B (7 988 it o

QI (TXFF kR J0D) 1) 858 38 (0
7 ¥l 08 0 0 5 ¥ 00D S350 % T 2 L | (480)

Ak
Annual Report 2018

2 SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting

Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

Standards (“HKFRSs”) and Hong Kong Accounting

TR A 7 8 S 5
i35 Y )
ORI
SR N\
—H—HIK
wE
Impact of
adopting
HKFRS 9 at
1 January 2018
T#1
HK$’000
P B i A Retained earnings
CEF s g =t R 2553958 T 19 AR &5 6% Closing balance under HKAS 39 (31 December 2017)
EF—tFE+ZA=+—H) 44,301,642
it R (i s P 5 s 4t Y D) SR 958 T 2 Recognition of additional expected credit losses under HKFRS 9
BEANEIN G AR (500,336)
A B G RS B YE R 25958 T 46 52 Transferred to investment revaluation reserve relating to equity
DA S {55 1 A6 0 Al 2 17 Wi 4 A HRHE 4 investment designated at FVTOCI under HKFRS 9
Bt 2 B AR A 78,141
A B B I Related tax 104,850
CF s B 55 S 1 Y D) S99 1 1 A ) &5 B Opening balance under HKFRS 9 (1 January 2018)
(ZF—NF—HA—H) 43,984,297

A B LA A B A Bl At 3 O A R
MR LRSI

(i)  BHEER A
(s B 155 3 1)) 55 0 1% 4l s
SR AR A DAY A AR ~
VB A 48 H A 2 T i 25 AR (FVTOCI)
T VAN 718 8 #8348 25 %6 A BR(FVTPL) °
1 25 B R s @ T ME L) SR 398 I R A
EERUECS N Ce 19N A O R
B S B E DL R DA T EE SR RA
H 4 B EE S A o ARDE G s B s i 4t v
A 55055 » 4 i o JE 1 B L A
JEE 1) ZE 5 A X R A 4 B4 T i 1 R
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Further details of the nature and effect of the changes to previous

accounting policies and the transition approach are set out below:

(i) Classification of financial assets and financial liabilities

HKFRS 9 categories financial assets into three principal

classification categories: measured at amortised cost, at fair
value through other comprehensive income (FVTOCI) and
at fair value through profit or loss (FVTPL). These supersede
HKAS 39’s categories of held-to-maturity investments,

loans and receivables, available-for-sale financial assets and

financial assets measured at FVTPL. The classification of

financial assets under HKFRS 9 is based on the business model

under which the financial asset is managed and its contractual

cash flow characteristics.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2

Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASs”) (continued)

HKFRS 9, Financial instrument (continued)

(i)

Classification of financial assets and financial liabilities
(continued)

Non-equity investments held by the Group are classified into
one of the following measurement categories:

- amortised cost, if the investment is held for the
collection of contractual cash flows which represent
solely payments of principal and interest. Interest
income from the investment is calculated using the
effective interest method;

- FVTOCI (recycling), if the contractual cash flows of the
investment comprise solely payments of principal and
interest and the investment is held within a business
model whose objective is achieved by both the collection
of contractual cash flows and sale. Changes in fair value
are recognised in other comprehensive income, except
for the recognition in profit or loss of expected credit
losses, interest income (calculated using the effective
interest method) and foreign exchange gains and losses.
When the investment is derecognised, the amount
accumulated in other comprehensive income is recycled
from equity to profit or loss; or

- FVTPL, if the investment does not meet the criteria
for being measured at amortised cost or FVTOCI
(recycling). Changes in the fair value of the investment
(including interest) are recognised in profit or loss.

An investment in equity securities is classified as FVTPL
unless the equity investment is not held for trading purposes
and on initial recognition of the investment the Group makes
an election to designate the investment at FVTOCI (non-
recycling) such that subsequent changes in fair value are
recognised in other comprehensive income. Such elections
are made on an instrument-by-instrument basis, but may only
be made if the investment meets the definition of equity from
the issuer’s perspective. Where such an election is made, the
amount accumulated in other comprehensive income remains
in the fair value reserve (non-recycling) until the investment is
disposed of. At the time of disposal, the amount accumulated
in the fair value reserve (non-recycling) is transferred to
retained earnings. It is not recycled through profit or loss.
Dividends from an investment in equity securities, irrespective
of whether classified as at FVTPL or FVTOCI (non-recycling),
are recognised in profit or loss as other income.

Under HKFRS 9, derivatives embedded in contracts where the
host is a financial asset in the scope of the standard are not
separated from the host. Instead, the hybrid instrument as a
whole is assessed for classification.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting

(T ot S 5 R D) ) B (7 988 it o
S (T Erat e ) ) w58 %8 )

K7 8 T 5 90 5 S B ) S ok [ & 10 L | (D)

(i) B E R A R 5 ()

TR IUR A BARE (R s i wh M) 26
39UE A AR Kt —F — N4 — A
— H R o B 5 i o Y U ) BB R R 4500

A R

Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

(i) Classification of financial assets and financial liabilities
(continued)
The following table shows the original measurement categories
in accordance with HKAS 39 and the new measurement
categories under HKFRS 9 for the Group as at 1 January 2018

(FEATHEN)  (FEMHRE

(T s Ak i ) ¥ S5 90 4 X ) W39 HEHD) BT
395K T 1 54 B SR T I %7 4 J5 e i 39 MR i A
Original Original carrying New carrying
classification New classification amount under amount under
under HKAS39 under HKFRS 9 HKAS 39 HKFRS 9
B Fibt i
Notes HK$°000 HK$’000
Sl
Financial assets
B JTe ST IR 26 B HC At 4 R B 22 i B (1) BF MK C 8 A 160,925,901 160,925,901
Cash and balances with banks and other financial Loans and recelvables Amortised cost
institutions
TESRAT 7] 3 K F Mt 4 Pl 6 4 2 A K (22) B ENIE 8 A 78,670,984 78,670,984
Placements with banks and other financial institutions Loans and receivables Amortised cost
RER G s amE R (23) MUAPEEL PAAF-E 48 = =
B R AR A4 R AR (G i )
Financial assets held for trading FVTPL FVTPL (mandatory)
fEEm TR (25 MUAPEEK DL TR (B 48 15,394,138 15,394,138
B LA Bt R AR (G fiE)
Derivative financial instruments FVTPL FVTPL (mandatory)
SE £ LA -1 (B A 98 4 R A MR (24) DIAPEER A2 TE 1 58 731,157 731,157
Bt RAHR (i d5E) Bt R AR (e E)
Financial assets designated at fair value through FVTPL (designated) FVTPL (designated)
profit or loss
B R A RRIE (26) BFHMEYEK E 8 A 459,830,199 459,830,199
Advances and other accounts Loans and recelvables Amortised cost
BREHS 172,808,568 173,147,861
Investment securities:
—fEi% (27) fHEtksE DL T8 (48 oA 77,373,570 77,373,570
EXEIN
— debt Available-for-sale FVTOCI
—fEs (27) L& DL T8 (B A A 250,364 250,364
2 T g AR
- equity Available-for-sale FVTOCI
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 HRT R RT (i v S R R 2.2 Impact of new/revised Hong Kong Financial Reporting
(M B R ) ) KRB aRE Standards (“HKFRSs”) and Hong Kong Accounting
B (TCE# e s R 1) A5 28 (a0 Standards (“HKASS”) (continued)
ST U W 2 S Y T ) Ao [ 4k T B | (&) HKFRS 9, Financial instrument (continued)
(i) B E R A 07 () Classification of financial assets and financial liabilities
(continued)
(Ffabf)  (FEmERE
(€ 203:Fig 3] ¥ S 5 i 3 Y ) W3R T M )R T
3955 T 1Y )54 B8 EIL AR e ] Jr B e 391 0K i
Original Original carrying New carrying
classification New classification amount under amount under
under HKAS39 under HKFRS 9 HKAS 39 HKFRS 9
it e Fib
Notes HK$°000 HK$’000
—faZ @7) FAEEIH 5% 5 )e 79,435,830 79,435,830
- debt Held-to-maturity Amortised cost
—faZ @7) FAEEIH LA (A8 A 15,748,804 16,088,097
E € WN
- debt Held-to-maturity FVTOCI
HoAh % 7E (32) B L MEH 8 A 6,976,029 6,976,029
Other assets Loans and receivables Amortised cost
A
Financial liabilities
AT IR] 38 % H 5 Pl 6 A 2 A7 K (34) CHEEHMA C 8 A 177,631,111 177,631,111
Deposits from banks and other financial institutions Amortised cost Amortised cost
it 4m T a (25) DANTIE(EA A28 1 4% 8,617,305 8,617,305
B RAN AR AR
Derivative financial instruments FVTPL FVTPL
B (35 EHESIRA B 8 A 496,311,783 496,311,783
Deposits from customers Amortised cost Amortised cost
B BT RE B S A 8 A 91,040,542 91,040,542
Certificates of deposit issued Amortised cost Amortised cost
B BT 8,115,874 8,115,874
Debt securities in issue
— 5B AT E AR RANR DL B E A DA TEER 6,585,182 6,585,182
TR UN AR AN
- Designated at fair value through profit or loss FVTPL FVTPL
— DAHEBH A AR B S A 8 A 1,530,692 1,530,692
- Measured at amortised cost Amortised cost Amortised cost
D8 AR AR 2 15 M A E (37) CEESRA S A 11,698,483 11,698,483
Subordinated debts measured at amortised cost Amortised cost Amortised cost
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2 B BORBEE s 2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)
2.2 HRT R RT (i v S R R 2.2 Impact of new/revised Hong Kong Financial Reporting
(M B R ) ) KRB aRE Standards (“HKFRSs”) and Hong Kong Accounting
B ([ g wt e B 1) 04 52 28 () Standards (“HKASs”) (continued)
CF W W 8 43 40 YR B ) S o9 [ 4 ik T 1L | (80 HKFRS 9, Financial instrument (continued)
(i) B E R A 07 () (i) Classification of financial assets and financial liabilities
(continued)
A B2 18 LA 43 BH 09 41 & 45 A T 25 DARE Certain debt securities are held by the Group in separate
£ A HIRE &S T8 - REMGE RN CGE portfolios to meet everyday liquidity needs. The Group
WS VS 1 ) SR 0%R N R AT a% A R R considers that under HKFRS 9 these securities are held
FA ZE B A8 22 DA G 40 B 4 O e S il within a business model whose objective is achieved by both
BB RS A & H I o A B R R R collecting contractual cash flows and selling financial assets.
339,292,860k JC AT UL £ © The relevant remeasurement is a HK$339,292,860 gain.
R N A A [ AR A R s E ) 2R The following table shows the original measurement categories
39555 B AN 45 4 4 RilE B 1 DR = 0 2 for each class of the Group’s financial assets under HKAS 39
S AR R U g YR B 53958 K K s and reconciles the carrying amounts of these financial assets
VTS S M B ) S5 95k 36 5% 4 4 1 7 T determined in accordance with HKAS 39 to these determined
15 7 A R T L AR A T SR - in accordance with HKFRS 9.
AW Fr kW ) (BN
3958 T i HEHI) % T
D5 W i 4L [¥Pig ] L% g ¥ 28 M i L
Original carrying New carrying
amount under amount under
HKAS 39 Reclassification Remeasurement HKFRS 9
Wit 5E T T Tt T
Notes HK$’000 HK$°000 HK$°000 HK$’000
SRERE Financial assets
B4 R AESRAT R E R Cash and balances with banks and other
Hops G RIS financial institutions (1) 160,925,901 - (3,197) 160,922,704
TESRITIRZE R E M4 M Placements with banks and other financial
B institutions (22) 78,670,984 - (16,020) 78,654,964
FBER S M4 MEE  Financial assets held for trading (23) - = = =
ke T A Derivative financial instruments (25) 15,394,138 - - 15,394,138
B E 4 LA PR A Financial assets designated at fair value
B RAREHMEE through profit or loss (24) 731,157 - - 731,157
B AR Advances and other accounts (26) 459,830,199 - (264,831) 459,565,368
BREHS Investment securities: 172,808,568 = 301,914 173,110,482
—fh ik g B - available-for-sale (27) 77,623,934 (77,623,934) - -
—DLAPEE R H A - FVTOCI
AT A AR (27) = 93,372,738 339,293 173,110,482
—FA 22 - held-to-maturity (27) 95,184,634 (95,184,634) = =
—C A — amoristed cost (27) = 79,435,830 (37,379) 79,398,451
oAt E Other assets (32) 6,976,029 - (17,604) 6,958,425

REE—NE—A—H > A e
(ELIH MR G #) IR (R A ZH)
Iy B T <t s B 5 S o Y L)) B 0% T
2,

R AE—H — H > RS Ef
FE BRI A5 2 AR AT LA S (E AR 4 3R
N\ R 4l B AR o
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The carrying amounts for all financial liabilities (including
financial guarantee contracts) at 1 January 2018 have not been
impacted by the initial application of HKFRS 9.

The Group did not designate or de-designate any financial
asset or financial liability at FVTPL at 1 January 2018.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

(ii)

Credit losses

HKERS 9 replaces the “incurred loss” model in HKAS 39 with
the expected credit loss (ECL) model. The ECL model requires
an ongoing measurement of credit risk associated with a
financial asset and therefore recognises ECLs earlier than
under the “incurred loss” accounting model in HKAS 39.

The Group applies the new ECL model to the following items:

- financial assets measured at amortised cost (including
cash and cash equivalents, placements and other assets);

- debt securities measured at FVTOCI (recycling);

- lease receivables; and

- loan commitments issued, which are not measured at
FVTPL.

Financial assets measured at fair value, including units
in equity securities measured at FVTPL, equity securities
designated at FVTOCI (non-recycling) and derivative
financial assets, are not subject to the ECL assessment.

ECLs are a probability-weighted estimate of credit losses.
Credit losses are measured as the present value of all expected
cash shortfalls (i.e. the difference between the cash flows due to
the Group in accordance with the contract and the cash flows
that the Group expects to receive).

For undrawn loan commitments, expected cash shortfalls are
measured as the difference between (i) the contractual cash
flows that would be due to the Group if the holder of the loan
commitment draws down on the loan and (ii) the cash flows
that the Group expects to receive if the loan is drawn down.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting

Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

(ii)

Credit losses (continued)

The expected cash shortfalls are discounted using the
following discount rates where the effect of discounting is
material:

- fixed-rate financial assets: effective interest rate
determined at initial recognition or an approximation
thereof;

- variable-rate financial assets: current effective interest
rate;

- lease receivables: discount rate used in the measurement
of the lease receivable;

- loan commitments: current risk-free rate adjusted for
risks specific to the cash flows.

The maximum period considered when estimating ECLs is the
maximum contractual period over which the Group is exposed
to credit risk.

In measuring ECLs, the Group takes into account reasonable
and supportable information that is available without
undue cost or effort. This includes information about past
events, current conditions and forecasts of future economic
conditions.

ECLs are measured on either of the following bases:

- 12-month ECLs: these are losses that are expected to
result from possible default events within the 12 months
after the reporting date; and

- lifetime ECLs: these are losses that are expected to result
from all possible default events over the expected lives of
the items to which the ECL model applies.

The Group recognises a loss allowance equal to 12-month
ECLs unless there has been a significant increase in credit risk
of the financial instrument since initial recognition, in which
case the loss allowance is measured at an amount equal to
lifetime ECLs.



T R
Annual Report 2018

2

T2 FBOR BE AR (50

2.2 BT SR T R i B 2 i 1)
(T ot S 5 R D) ) B (7 988 it o
S (T Erat e ) ) w58 %8 )

CF W W 8 43 40 YR B ) S o9 [ 4 ik T 1L | (80

(ii) 15 /1AL (4
15 /1 /8 B K g | T
A REAL 4 Bl T B (B35 S HO0R) 115
JEBS B 0 IR RR LSRG 5 K e T
NG Sl D IR R R E
Fall T L % AR A 0 RV RE A o AE R
SR AG RE > AN S B RR A R A AR AR D
() B 18 R NTE AR S [ AS B B s LG (n
FoA) SEATH RIS LR AS K AT B 1) 42 4E 9]
BT HA AERS 5 2Gi) 4 Bl
W30 H o AS4E [ 2% fE & B Al 5 1 2
EVE R f AT 1 A B K A S AT
i 22 LA BT B M A A N T AR -

WS > LR EORE SEAL 5 B R B B
W) 16 FE 58 LSR5 R b T IR 19 DA%
o

—  RBEFEAABE F S A S E0R
A -

— R T EANRE NS R AR R
BTN B AL () ¢

— A ASEESER F R E
BETL &

— i - i R BRI H
i 2 T 5 B S A AT A
5 [ 54T B9 RE ) 2 AR R ORI
a .

AU ORGSR S o AR RS TS 4R
D UG AR F R A S AR AR R e
T I 3 5 % 5% K a B AR B O o R T
fili 5 B 0 4 e 48 BOR R AR A 5
KM £ TE I 2% S5 11 2% i B A% OR 6 A
IR 114 8 11 72 44 Ja o 5 )y

2

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting

Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

(ii)

Credit losses (continued)

Significant increases in credit risk

In assessing whether the credit risk of a financial instrument
(including a loan commitment) has increased significantly
since initial recognition, the Group compares the risk of
default occurring on the financial instrument assessed at
the reporting date with that assessed at the date of initial
recognition. In making this reassessment, the Group considers
that a default event occurs when (i) the borrower is unlikely to
pay its credit obligations to the Group in full, without recourse
by the Group to actions such as realizing security (if any is
held); or (ii) the financial asset is 30 days past due. The Group
considers both quantitative and qualitative information that
is reasonable and supportable, including historical experience
and forward-looking information that is available without
undue cost or effort.

In particular, the following information is taken into account
when assessing whether credit risk has increased significantly
since initial recognition:

- failure to make payments of principal or interest on their
contractually due dates;

- an actual or expected significant deterioration in a
financial instrument’s external or internal credit rating
(if available);

- an actual or expected significant deterioration in the
operating results of the debtor; and

- existing or forecast changes in the technological,
market, economic or legal environment that have a
significant adverse effect on the debtor’s ability to meet
its obligation to the Group.

For loan commitments, the date of initial recognition for the
purpose of assessing ECLs is considered to be the date that
the Group becomes a party to the irrevocable commitment.
In assessing whether there has been a significant increase in
credit risk since initial recognition of a loan commitment, the
Group considers changes in the risk of default occurring on the
loan to which the loan commitment relates.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

(ii)

Credit losses (continued)

Significant increases in credit risk (continued)

Depending on the nature of the financial instruments,
the assessment of a significant increase in credit risk is
performed on either an individual basis or a collective basis.
When the assessment is performed on a collective basis, the
financial instruments are grouped based on shared credit risk
characteristics, such as past due status and credit risk ratings.

ECLs are remeasured at each reporting date to reflect
changes in the financial instrument’s credit risk since initial
recognition. Any change in the ECL amount is recognised
as an impairment gain or loss in profit or loss. The Group
recognises an impairment gain or loss for all financial
instruments with a corresponding adjustment to their
carrying amount through a loss allowance account, except for
investments in debt securities that are measured at FVTOCI
(recycling), for which the loss allowance is recognised in other
comprehensive income and accumulated in the fair value
reserve (recycling).

Basis of calculation of interest income on credit-impaired
financial assets

Interest income is calculated based on the gross carrying
amount of the financial asset unless the financial asset is
credit-impaired, in which case interest income is calculated
based on the amortised cost (i.e. the gross carrying amount less
loss allowance) of the financial asset.

At each reporting date, the Group assesses whether a financial
asset is credit-impaired. A financial asset is credit-impaired
when one or more events that have a detrimental impact on
the estimated future cash flows of the financial asset have
occurred.

Evidence that a financial asset is credit-impaired includes the
following observable events:

= significant financial difficulties of the debtor;

- a breach of contract, such as a default or delinquency in
interest or principal payments;

- it becoming probable that the borrower will enter into
bankruptcy or other financial reorganisation;

- significant changes in the technological, market,
economic or legal environment that have an adverse
effect on the debtor; or
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)

(ii)

Credit losses (continued)

Basis of calculation of interest income on credit-impaired

financial assets (continued)

- the disappearance of an active market for a security
because of financial difficulties of the issuer.

Write-off policy

The gross carrying amount of a financial asset is written off
(either partially or in full) to the extent that there is no realistic
prospect of recovery. This is generally the case when the Group
determines that the debtor does not have assets or sources of
income that could generate sufficient cash flows to repay the
amounts subject to the write-off.

Subsequent recoveries of an asset that was previously written
off are recognised as a reversal of impairment in profit or loss
in the period in which the recovery occurs.

Opening balance adjustment

As a result of this change in accounting policy, the Group has
recognised additional ECLs amounting to $500,336,000, which
decreased retained earnings by $395,486,000 and increased
gross deferred tax assets by $104,850,000 at 1 January 2018.

The following table reconciles the closing loss allowance
determined in accordance with HKAS 39 as at 31 December
2017 with the opening loss allowance determined in
accordance with HKFRS 9 as at 1 January 2018.

e R A T IR o
THs T
HK$°000
AR —LETH=+—H Loss allowances at 31 December 2017 under HKAS 39
CEWSEEHERD 553958 T 2 i H 3 4,419,361
hE—NF—H—HERZ Additional expected credit loss recognised
AN EBE K at 1 January 2018 on:
— B 4 T TE SR AT IR 2 BLEC At 45 A A 22 A7 K - Cash and placement with banks and other financial institution 19,217
— 8 3 % Ho A IR TE - Loans and advances 264,831
—E S - Investment securities 108,861
— HAh & = - Other assets 17,604
— 83K S LA A5 P A B S £ - Loans and other credit-related guarantee 89,823
= F— \FE— H — H s B 55 s HID Loss allowances at 1 January 2018 under HKFRS 9
S99E T M 1A 4,919,697
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 9, Financial instrument (continued)
(iii) Hedge accounting

(iv)

The Group has elected to adopt the new general hedge
accounting model in HKFRS 9. Depending on the complexity
of the hedge, this new accounting model allows a more
qualitative approach to assessing hedge effectiveness
compared to HKAS 39 to be applied, and the assessment is
always forward-looking. The adoption of HKFRS 9 has not had
a significant impact on the Group’s financial statements in this
regard.

Transition

Changes in accounting policies resulting from the adoption
of HKFRS 9 have been applied retrospectively, except as
described below:

Information relating to comparative periods has not been
restated. Differences in the carrying amounts of financial
assets resulting from the adoption of HKFRS 9 are recognised
in retained earnings and reserves as at 1 January 2018.
Accordingly, the information presented for 2017 continues to
be reported under HKAS 39 and thus may not be comparable
with the current period.

The following assessments have been made on the basis of the
facts and circumstances that existed at 1 January 2018 (the date
of initial application of HKFRS 9 by the Group):

- the determination of the business model within which a
financial asset is held; and

- the designation of certain investments in equity
instruments not held for trading to be classified as at
FVTOCI (non-recycling).

If, at the date of initial application, the assessment of whether
there has been a significant increase in credit risk since initial
recognition would have involved undue cost or effort, a
lifetime ECL has been recognised for that financial instrument.

All hedging relationships designated under HKAS 39 at 31
December 2017 met the criteria for hedge accounting under
HKFRS 9 at 1 January 2018 and are therefore regarded
as continuing hedging relationships. Changes to hedge
accounting policies have been applied prospectively.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

)

Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKFRS 15, Revenue from contracts with customers

HKERS 15 establishes a comprehensive framework for recognising
revenue and some costs from contracts with customers. HKFRS 15
replaces HKAS 18, Revenue, which covered revenue arising from
sale of goods and rendering of services, and HKAS 11, Construction
contracts, which specified the accounting for construction contracts.

HKERS 15 also introduces additional qualitative and quantitative
disclosure requirements which aim to enable users of the financial
statements to understand the nature, amount, timing and
uncertainty of revenue and cash flows arising from contracts with
customers.

Further details of the nature and effect of the changes on previous
accounting policies are set out below:

(i)  Timing of revenue recognition

Previously, revenue arising from construction contracts
and provision of services was recognised over time, whereas
revenue from sale of goods was generally recognised at a point
in time when the risks and rewards of ownership of the goods
had passed to the customers.

Under HKFRS 15, revenue is recognised when the customer
obtains control of the promised good or service in the contract.
This may be at a single point in time or over time. HKFRS 15
identifies the following three situations in which control of the
promised good or service is regarded as being transferred over
time:

- When the customer simultaneously receives and
consumes the benefits provided by the entity’s
performance, as the entity performs;

- When the entity’s performance creates or enhances an
asset (for example work in progress) that the customer
controls as the asset is created or enhanced;

- When the entity’s performance does not create an asset
with an alternative use to the entity and the entity has an
enforceable right to payment for performance completed
to date.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HKEFRS 15, Revenue from contracts with customers (continued)
(i) Timing of revenue recognition (continued)

If the contract terms and the entity’s activities do not fall into
any of these 3 situations, then under HKFRS 15 the entity
recognises revenue for the sale of that good or service at a
single point in time, being when control has passed. Transfer
of risks and rewards of ownership is only one of the indicators
that is considered in determining when the transfer of control
occurs.

(ii) ~ Significant financing component

HKERS 15 requires an entity to adjust the transaction price for
the time value of money when a contract contains a significant
financing component, regardless of whether the payments
from customers are received significantly in advance of
revenue recognition or significantly deferred.

(iii)  Presentation of contract assets and liabilities

Under HKFRS 15, a receivable is recognised only if the group
has an unconditional right to consideration. If the group
recognises the related revenue before being unconditionally
entitled to the consideration for the promised goods and
services in the contract, then the entitlement to consideration
is classified as a contract asset. Similarly, a contract liability,
rather than a payable, is recognised when a customer pays
non-refundable consideration, or is contractually required to
pay non-refundable consideration and the amount is already
due, before the group recognises the related revenue. For a
single contract with the customer, either a net contract asset
or a net contract liability is presented. For multiple contracts,
contract assets and contract liabilities of unrelated contracts
are not presented on a net basis.

This change in accounting policy had no material impact on opening
balances as at 1 January 2018. The adoption of HKFRS 15 does not
have a significant impact on when the Group recognises revenue
from contracts.

HK(IFRIC) 22, Foreign currency transactions and advance
consideration

This interpretation provides guidance on determining “the date of
the transaction” for the purpose of determining the exchange rate to
be used on initial recognition of the related asset, expense or income
(or part of it) arising from a transaction in which an entity receives
or pays advance consideration in a foreign currency.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Impact of new/revised Hong Kong Financial Reporting

2.3

Standards (“HKFRSs”) and Hong Kong Accounting
Standards (“HKASS”) (continued)

HK(IFRIC) 22, Foreign currency transactions and advance
consideration (continued)

The Interpretation clarifies that “the date of the transaction” is the
date on initial recognition of the non-monetary asset or liability
arising from the payment or receipt of advance consideration. If
there are multiple payments or receipts in advance of recognising the
related item, the date of the transaction for each payment or receipt
should be determined in this way.

The adoption of HK(IFRIC) 22 does not have any material impact on
the financial position and the financial result of the Group.

Possible impact of amendments, new standards and
interpretations issued but not yet effective for the year ended
31 December 2018

A number of amendments and new standards are effective for annual
periods beginning after 1 January 2018 and earlier application is
permitted. The Group has not early adopted any new or amended
standards in preparing this financial report. These include the
following which maybe relevant to the Group.

Effective for accounting periods
beginning on or after

AT H B2 4% B 4 2 8wt A 2

HKEFRS 16, Leases
W B i B HID) S8 1655 [ 7 £ |

HK(IFRIC) 23, Uncertainty over income tax treatments

A I R B 5 o v B e R 2 B R W) BB 2385 [ A 75 B A A 1 1 S

Annual Improvements to HKFRSs 2015-2017 Cycle
g A 3 s 5 i o YE U)) 2 42 712015 220174 B

Amendments to HKAS 28, Long-term interest in associates and joint ventures

(B mtHEJ) 202858 2B WT [ 8 & 4 7 R & B 1b 19 R A it |

Amendments to References to Conceptual Framework in HKFRS Standards

A6 R e s B 5 i o A ) A8 22 A 4 4 5

A A P TE T AT Al 5% S5 B AT~ O e JU A e
A R T 0T RE A B R o A PR A R
TR PR AN R SR BT T e S e A AR
11 fe5 i PV 25 i AR AN R AT BE M AR R R

1st January, 2019
—E—NE—A—H

1st January, 2019
“FnE—AH

1st January, 2019
i

1st January, 2019
—EX—E—H—H

1st January, 2020
“EEEA A

The Group is in the process of making an assessment of what the
impact of these amendments, new standards and interpretations is
expected to be in the period of initial application. So far the adoption
of them is unlikely to have a significant impact on the consolidated
financial statements.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.3

Possible impact of amendments, new standards and
interpretations issued but not yet effective for the year ended
31 December 2018 (continued)

HKEFRS 16, Leases

As discussed in the 2017 annual financial statements, currently
the Group classifies leases into finance leases and operating leases
and accounts for the lease arrangements differently, depending
on the classification of the lease. Upon the adoption of HKFRS 16,
where the Group is the lessee under the lease the Group will be
required to account for all leases in a similar way to current finance
lease accounting, i.e. recognise and measure a lease liability at the
present value of the minimum future lease payments and recognise a
corresponding “right-of-use” asset at the commencement date of the
lease, subject to practical expedients. HKFRS 16 will primarily affect
the Group’s accounting as a lessee of leases for items of property,
plant and equipment which are currently classified as operating
leases. The application of the new accounting model is expected to
lead to an increase in both assets and liabilities and to impact on the
timing of the expense recognition in the statement of profit or loss
and other comprehensive income over the period of the lease.

HKEFRS 16 is effective for annual periods beginning on or after
1 January 2019. The company plans to elect to use the modified
retrospective approach for the adoption of HKFRS 16 and
will recognise the cumulative effect of initial application as an
adjustment to the opening balance of equity at 1 January 2019
and will not restate the comparative information. As disclosed
in Note 44.3, at 31 December 2018 the Group’s future minimum
lease payments under non-cancellable operating leases amount to
HK$1,040,071,000 for land and buildings, the majority of which is
payable between 1 and 5 years after the reporting date. Upon the
initial adoption of HKFRS 16, the opening balances of lease liabilities
and the corresponding right-of-use assets will be adjusted to
HK$1,291,088,188 and HK$1,316,198,761 respectively, after taking
account the effects of discounting, as at 1 January 2019.



T NEAE R

Annual Report 2018

2 EEGEBURME AR @)

24 A

EoRey

e e

VA5 0 3 456 A SRAT B L T I 2 )

SR NEF T H =1 — B IEEE 2 R
TR AL LS A 7 (BiRE [ A2 ) > %
B8 M Akt o

(@)

Mg 2 ]

WEY J 2 ) 2oy A S T P o 2 T o RS
i 2 BELAE T 4> 7 432 o Th 36 B HUAS [7] 2
W > B A R 328 AR 2 ) 5% T S
P HEER 22 o] > A A I A AR T 4 o %
T o 78 AT il A 4R B 5 A7 12 i RERRE
B E R AME ) (A 4R B R CH A A
LHEA) -

5 H B 2 W ] B A 28 oy B A B B A &
B R T 8 o

SE5 5 IF TS LIS R AR o B 2 AU
T3 VASCHE F B9 A PR R > %A F
LB 7% A% S5 ) o 1) 0 WS 0 30909
PR AE - ASSE BB O T ) B
MRS B AT DL KA S B8R AT LRI
0SS 7 42 S R F) B A 0 A o R A 2

B e S T DA A S (R SR
77w ) E R A A A A o B
RS 7 1) JE 2 AR o TS AT B A
A T A R TI o

AR PO — N - RS A
e~ T WS T 8 S BRI A B Mk
P RRAhR AR W E KRR M
R85 ) BURAS E > H A B
W7 & 2 B A SRTAE TELARB

i 2675 & DF 220 B BOEST - SERTFEA Y
JBe A Wi I ) S E R R R
AT AT 0P A Y i i s PR A R B e R o

T A2 7 T W Y A T R AR
WS A e o - (B AR 0 T el
TR BAE (i 6 w1 JI)D 25 30 R A IR 11
— T R R AR R A T (B
o A O 1 1 (Y 428 ) R 4R 4 it
7 B A 2y A e T i F B o i AR
ARABLSIE JF 7E < 6 8w 4E U)) 253998 1A
G5 A > B 5 0 ) 7 o B 5 i s )
REAE o 2 J M 4 A9 R AU (B B E T
w0 HLAR A A i AR -

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.4 Basis of consolidation

The consolidated financial statements include the financial

statements of the Bank and its subsidiaries and attributable share

of results and reserves of its associate (collectively referred to as the
“Group”) for the year ended 31 December 2018.

(a)

Subsidiaries

Subsidiaries are entities controlled by the Group. The Group
controls an entity when it is exposed, or has rights, to variable
returns from its involvement with the entity and has the ability
to affect those returns through its power over the entity. When
assessing whether the group has power, only substantive rights
(held by the Group and other parties) are considered.

All intra-group transactions and balances are eliminated on
consolidation.

Business combinations are accounted for using the acquisition
method. The consideration transferred is measured at the
acquisition date fair value which is the sum of the acquisition
date fair values of assets transferred by the Group, liabilities
assumed by the Group to the former owners of the acquiree
and the equity interests issued by the Group in exchange
for control of the acquiree. For each business combination,
the acquirer measures the non-controlling interest in the
acquiree either at fair value or at the proportionate share of the
acquiree’s identifiable net assets. Acquisition related costs are
expensed as incurred.

When the Group acquires a business, it assesses the financial
assets and liabilities assumed for appropriate classification
and designation in accordance with the contractual terms,
economic circumstances and pertinent conditions as at the
acquisition date. This includes the separation of embedded
derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, previously
held equity interest is remeasured at its acquisition date fair
value and any resulting gain or loss is recognised in profit or
loss.

Any contingent consideration to be transferred by the acquirer
is recognised at fair value at the acquisition date. Contingent
consideration classified as an asset or liability that is a financial
instrument and within the scope of HKAS 39 is measured at
fair value with changes in fair value either recognised in profit
or loss or as change to other comprehensive income. If the
contingent consideration is not within the scope of HKAS39,
it is measured in accordance with the appropriate HKFRS.
Contingent consideration that is classified as equity is not
remeasured and subsequent settlement is accounted for within

equity.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.4 Basis of consolidation (continued)

(a)

(b)

Subsidiaries (continued)

If the Group loses control over a subsidiary, it derecognises (i)
the assets (including goodwill) and liabilities of the subsidiary,
(ii) the carrying amount of any non-controlling interest and
(iii) the cumulative translation differences recorded in equity;
and recognises (i) the fair value of the consideration received,
(ii) the fair value of any investment retained and (iii) any
resulting surplus or deficit in profit or loss. The Group’s share
of components previously recognised in other comprehensive
income is reclassified to profit or loss or retained profits, as
appropriate.

A change in the ownership interest of a subsidiary, without a
loss of control, is accounted for as an equity transaction.

The results of subsidiaries are included in the Bank’s income
statement to the extent of dividends received and receivable.
The Bank’s investments in subsidiaries are stated at cost less
any impairment losses.

Associate

An associate is an entity, not being a subsidiary or a jointly-
controlled entity, in which the Group has a long term interest
of generally not less than 20% of the equity voting rights and
over which it is in a position to exercise significant influence.

The Group’s interests in associate are stated in the
consolidated statement of financial position at the Group’s
share of net assets under the equity method of accounting,
less any impairment losses. The Group’s share of the post-
acquisition results and reserves of associate is included
in the consolidated income statement and consolidated
reserves, respectively. Unrealised gains and losses resulting
from transactions between the Group and its associate
are eliminated to the extent of the Group’s interest in the
associate, except where unrealised losses provide evidence
of an impairment of the asset transferred. Goodwill arising
from the acquisition of associate is included as part of the
Group’s interests in associate and is not individually tested for
impairment.

The results of associate are included in the Bank’s income
statement to the extent of dividends received and receivable.
The Bank’s investments in associate are treated as non-current
assets and are stated at cost less any impairment losses.

For regulatory reporting, the basis of consolidation for
calculation of consolidated capital adequacy ratio of the
Group is set out in Note 1 of the “Supplementary Financial
Information” section.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.5

2.6

Interest income and expense

Interest income and expense are recognised in the income statement
for all interest-bearing financial instruments using the effective
interest method.

The effective interest method is a method of calculating the
amortised cost of a financial asset or a financial liability and of
allocating the interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts over the expected life of
the financial instrument or, when appropriate, a shorter period to
the net carrying amount of the financial asset or financial liability.
When calculating the effective interest rate, the Group estimates cash
flows considering all contractual terms of the financial instrument
(for example, prepayment options) but does not consider future
credit losses. The calculation includes all fees and points paid or
received between parties to the contract that are an integral part of
the effective interest rate, transaction costs and all other premiums
or discounts.

Once a financial asset or a group of similar financial assets has been
written down as a result of an impairment loss, an interest income is
recognised using the rate of interest used to discount the future cash
flows for the purpose of measuring the impairment loss.

Non-interest income

Fee and commission income and expense

Fees and commissions are generally recognised on an accrual basis
when the service has been provided. Commitment fees for loans that
are likely to be drawn down are deferred (together with related direct
costs) and recognised as an adjustment to the effective interest rate
on the loan. Loan syndication fees are recognised as revenue when
the syndication has been completed and the Group retained no part
of the loan package for itself or retained a part at the same effective
interest rate as the other participants.

Portfolio and other management advisory and service fees are

recognised based on the applicable service contracts, usually on a
time- apportionate basis.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.6

2.7

Non-interest income (continued)

Net trading income

Net trading income comprises all gains and losses from changes in
the fair value of financial assets and financial liabilities classified as
held for trading. Gains or losses arising from changes in fair value of
derivatives to the extent as described in the accounting policy set out
in Note 2.10 are reported as “Net trading income”.

Gains and losses on foreign exchange trading and other transactions
are also reported as “Net trading income” except for those gains and
losses on translation of foreign currencies recognised in the foreign
exchange reserve in accordance with the accounting policy set out in
Note 2.15.

Dividend income
Dividends are recognised in the income statement when the Group’s
right to receive payment is established.

Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting

(I) Policy applicable from 1 January 2018
2.7.1 Financial assets and financial liabilities
i. Recognition and initial measurement
The Group initially recognises loans and advances,
deposits, debt securities issued and subordinated
liabilities on the date on which they are originated.
All other financial instruments (including regular-
way purchases and sales of financial assets) are
recognised on the trade date, which is the date
on which the Group becomes a party to the
contractual provisions of the instrument.

A financial asset or financial liability is measured
initially at fair value plus, for an item not at
FVTPL, transaction costs that are directly
attributable to its acquisition or issue.
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SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable

from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)
ii.  Classification
On initial recognition, a financial asset is classified

as measured at: amortised cost, FVTOCI or
FVTPL.

A financial asset is measured at amortised cost if it

meets

both of the following conditions and is not

designated as at FVTPL:

the asset is held within a business model
whose objective is to hold assets to collect
contractual cash flows; and

the contractual terms of the financial asset
give rise on specified dates to cash flows that
are solely payments of principal and interest
on the principal amount outstanding.

A debt instrument is measured at FVTOCI only if
it meets both of the following conditions and is not
designated as at FVTPL:

the asset is held within a business model
whose objective is achieved by both
collecting contractual cash flows and selling
financial assets; and

the contractual terms of the financial asset
give rise on specified dates to cash flows that
are solely payments of principal and interest
on the principal amount outstanding.

On initial recognition of an equity investment that

is not

held for trading, the Group may irrevocably

elect to present subsequent changes in fair value

in Ot

her Comprehensive Income (OCI). This

election is made on an investment-by-investment

basis.

All other financial assets are classified as measured
at FVTPL.
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SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable

from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)
ii. Classification (continued)
In addition, on initial recognition, the Group

may i

rrevocably designate a financial asset that

otherwise meets the requirements to be measured

atam

ortised cost or at FVTOCI as at FVTPL if

doing so eliminates or significantly reduces an

accou

nting mismatch that would otherwise arise.

Business model assessment

The Group makes an assessment of the objective

ofab

usiness model in which an asset is held at

a portfolio levela because this best reflects the

way t

he business is managed and information

is provided to management. The information

considered includes:

the stated policies and objectives for the
portfolio and the operation of those policies
in practice.

In particular, whether management’s
strategy focuses on earning contractual
interest revenue, maintaining a particular
interest rate profile, matching the duration
of the financial assets to the duration of the
liabilities that are funding those assets or
realising cash flows through the sale of the
assets;

how the performance of the portfolio is
evaluated and reported to the Group’s
management;

the risks that affect the performance of the
business model (and the financial assets held
within that business model) and how those
risks are managed;
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

ii.

Classification (continued)

Business model assessment (continued)

. how managers of the business are
compensated - e.g. whether compensation is
based on the fair value of the assets managed
or the contractual cash flows collected; and

. the frequency, volume and timing of sales in
prior periods, the reasons for such sales and
its expectations about future sales activity.
However, information about sales activity is
not considered in isolation, but as part of an
overall assessment of how the Group’s stated
objective for managing the financial assets is
achieved and how cash flows are realised.

Financial assets that are held for trading or
managed and whose performance is evaluated on
a fair value basis are measured at FVTPL because
they are neither held to collect contractual cash
flows nor held both to collect contractual cash
flows and to sell financial assets.

Assessment whether contractual cash flows are
solely payments of principal and interest

For the purposes of this assessment, ‘principal’
is defined as the fair value of the financial asset
on initial recognition. ‘Interest’ is defined as
consideration for the time value of money and
for the credit risk associated with the principal
amount outstanding during a particular period of
time and for other basic lending risks and costs
(e.g. liquidity risk and administrative costs), as
well as profit margin. In assessing whether the
contractual cash flows are solely payments of
principal and interest, the Group considers the
contractual terms of the instrument. This includes
assessing whether the financial asset contains a
contractual term that could change the timing
or amount of contractual cash flows such that
it would not meet this condition. In making the
assessment, the Group considers:
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SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial

112
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liabilities, derivative financial instruments and hedge
accounting (continued)

(I) Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

ii.

Classification (continued)

Assessment whether contractual cash flows

are solely payments of principal and interest

(continued)

. contingent events that would change the
amount and timing of cash flows;

. leverage features;
. prepayment and extension terms;
. terms that limit the Group’s claim to cash

flows from specified assets (e.g. non-
recourse asset arrangements); and

. features that modify consideration of the
time value of money - e.g. periodical reset of
interest rates.

Reclassifications

Financial assets are not reclassified subsequent
to their initial recognition, except in the period
after the Group changes its business model for
managing financial assets.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

ii.

iii.

Classification (continued)

Financial liabilities

The Group classifies its financial liabilities, other
than financial guarantees and loan commitments,
as measured at amortised cost or FVTPL.

Derecognition

Financial assets

The Group derecognises a financial asset when
the contractual rights to the cash flows from the
financial asset expire (see also (iv)), or it transfers
the rights to receive the contractual cash flows in
a transaction in which substantially all of the risks
and rewards of ownership of the financial asset
are transferred or in which the Group neither
transfers nor retains substantially all of the risks
and rewards of ownership and it does not retain
control of the financial asset.

On derecognition of a financial asset, the
difference between the carrying amount of the
asset (or the carrying amount allocated to the
portion of the asset derecognised) and the sum
of (i) the consideration received (including any
new asset obtained less any new liability assumed)
and (ii) any cumulative gain or loss that had been
recognised in OCI is recognised in profit or loss.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

ifi.

Derecognition (continued)

Financial assets (continued)

From 1 January 2018 any cumulative gain/
loss recognised in OCI in respect of equity
investment securities designated as at FVTOCI is
not recognised in profit or loss on derecognition
of such securities. Any interest in transferred
financial assets that qualify for derecognition that
is created or retained by the Group is recognised as
a separate asset or liability.

The Group enters into transactions whereby
it transfers assets recognised on its statement
of financial position, but retains either all or
substantially all of the risks and rewards of the
transferred assets or a portion of them. In such
cases, the transferred assets are not derecognised.
Examples of such transactions are securities
lending and sale-and-repurchase transactions.

When assets are sold to a third party with a
concurrent total rate of return swap on the
transferred assets, the transaction is accounted for
as a secured financing transaction similar to sale-
andrepurchase transactions, because the Group
retains all or substantially all of the risks and
rewards of ownership of such assets.

In transactions in which the Group neither
retains nor transfers substantially all of the risks
and rewards of ownership of a financial asset
and it retains control over the asset, the Group
continues to recognise the asset to the extent of its
continuing involvement, determined by the extent
to which it is exposed to changes in the value of the
transferred asset.

In certain transactions, the Group retains the
obligation to service the transferred financial asset
for a fee. The transferred asset is derecognised if
it meets the derecognition criteria. An asset or
liability is recognised for the servicing contract if
the servicing fee is more than adequate (asset) or
is less than adequate (liability) for performing the
servicing.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

ifi.

Derecognition (continued)

Financial liabilities

The Group derecognises a financial liability when
its contractual obligations are discharged or
cancelled, or expire.

Modifications of financial assets and financial
liabilities

Financial assets

If the terms of a financial asset are modified, the
Group evaluates whether the cash flows of the
modified asset are substantially different. If the
cash flows are substantially different, then the
contractual rights to cash flows from the original
financial asset are deemed to have expired. In this
case, the original financial asset is derecognised
(see (iii)) and a new financial asset is recognised at
fair value.

If the cash flows of the modified asset carried at
amortised cost are not substantially different, then
the modification does not result in derecognition
of the financial asset. In this case, the Group
recalculates the gross carrying amount of the
financial asset and recognises the amount arising
from adjusting the gross carrying amount as a
modification gain or loss in profit or loss. If such a
modification is carried out because of financial
difficulties of the borrower (see (vii)), then the
gain or loss is presented together with impairment
losses. In other cases, it is presented as interest
income.

Financial liabilities

The Group derecognises a financial liability when
its terms are modified and the cash flows of the
modified liability are substantially different.
In this case, a new financial liability based on
the modified terms is recognised at fair value.
The difference between the carrying amount
of the financial liability extinguished and the
new financial liability with modified terms is
recognised in profit or loss.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

V.

Vi.

Offsetting

Financial assets and financial liabilities are offset
and the net amount presented in the statement of
financial position when, and only when, the Group
currently has a legally enforceable right to set off
the amounts and it intends either to settle them
on a net basis or to realise the asset and settle the
liability simultaneously.

Income and expenses are presented on a net
basis only when permitted under HKFRS, or for
gains and losses arising from a group of similar
transactions such as in the Group’s trading
activity.

Fair value measurement

‘Fair value’ is the price that would be received to
sell an asset or paid to transfer a liability in an
orderly transaction between market participants
at the measurement date in the principal or, in its
absence, the most advantageous market to which
the Group has access at that date. The fair value of
a liability reflects its non-performance risk.

When one is available, the Group measures the
fair value of an instrument using the quoted price
in an active market for that instrument. A market
is regarded as active if transactions for the asset
or liability take place with sufficient frequency
and volume to provide pricing information on an
ongoing basis.

If there is no quoted price in an active market,
then the Group uses valuation techniques that
maximise the use of relevant observable inputs
and minimise the use of unobservable inputs. The
chosen valuation technique incorporates all of the
factors that market participants would take into
account in pricing a transaction.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

Vi.

Fair value measurement (continued)

The best evidence of the fair value of a financial
instrument on initial recognition is normally
the transaction price - i.e. the fair value of
the consideration given or received. If the
Group determines that the fair value on initial
recognition differs from the transaction price and
the fair value is evidenced neither by a quoted
price in an active market for an identical asset or
liability nor based on a valuation technique for
which any unobservable inputs are judged to be
insignificant in relation to the measurement, then
the financial instrument is initially measured at
fair value, adjusted to defer the difference between
the fair value on initial recognition and the
transaction price. Subsequently, that difference
is recognised in profit or loss on an appropriate
basis over the life of the instrument but no later
than when the valuation is wholly supported by
observable market data or the transaction is closed
out.

If an asset or a liability measured at fair value
has a bid price and an ask price, then the Group
measures assets and long positions at a bid price
and liabilities and short positions at an ask price.

Portfolios of financial assets and financial
liabilities that are exposed to market risk and
credit risk that are managed by the Group on the
basis of the net exposure to either market or credit
risk are measured on the basis of a price that would
be received to sell a net long position (or paid to
transfer a net short position) for the particular
risk exposure. Portfolio-level adjustments - e.g.
bid-ask adjustment or credit risk adjustments that
reflect the measurement on the basis of the net
exposure — are allocated to the individual assets
and liabilities on the basis of the relative risk
adjustment of each of the individual instruments
in the portfolio.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(I) Policy applicable from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

Vi.

Vii.

Fair value measurement (continued)

The fair value of a financial liability with a demand
feature (e.g. a demand deposit) is not less than the
amount payable on demand, discounted from the
first date on which the amount could be required
to be paid.

The Group recognises transfers between levels of
the fair value hierarchy as of the end of the
reporting period during which the change has
occurred.

Impairment

The Group recognises loss allowances for ECL on
the following financial instruments that are not
measured at FVTPL:

. financial assets that are debt instruments;
. lease receivables;

. financial guarantee contracts issued; and
. loan commitments issued.

No impairment loss is recognised on equity
investments.

The Group measures loss allowances at an amount
equal to lifetime ECL, except for the following, for
which they are measured as 12-month ECL:

. debt investment securities that are
determined to have low credit risk at the
reporting date; and

. other financial instruments (other than
lease receivables) on which credit risk has
not increased significantly since their initial
recognition.

Loss allowances for lease receivables are always
measured at an amount equal to lifetime ECL.
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SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable

from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

vii. Impai

rment (continued)

The Group considers a debt security to have

low ¢
equiv:
of ‘in

redit risk when their credit risk rating is
alent to the globally understood definition
vestment grade’. 12-month ECL are the

portion of ECL that result from default events on

a financial instrument that are possible within the

12 months after the reporting date.

Measurement of ECL
ECL are a probability-weighted estimate of credit

losses

. They are measured as follows:

financial assets that are not credit-impaired
at the reporting date: as the present value
of all cash shortfalls (i.e. the difference
between the cash flows due to the entity in
accordance with the contract and the cash
flows that the Group expects to receive);

financial assets that are credit-impaired at
the reporting date: as the difference between
the gross carrying amount and the present
value of estimated future cash flows;

undrawn loan commitments: as the
present value of the difference between the
contractual cash flows that are due to the
Group if the commitment is drawn down
and the cash flows that the Group expects to
receive; and

financial guarantee contracts: the expected

payments to reimburse the holder less any
amounts that the Group expects to recover.
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SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable

from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

vii. Impai

rment (continued)

Restructured financial assets

If the

terms of a financial asset are renegotiated or

modified or an existing financial asset is replaced

with a new one due to financial difficulties of the

borrower, then an assessment is made of whether

the financial asset should be derecognised and

ECL are measured as follows.

If the expected restructuring will not result
in derecognition of the existing asset, then
the expected cash flows arising from the
modified financial asset are included in
calculating the cash shortfalls from the
existing asset.

If the expected restructuring will result in
derecognition of the existing asset, then
the expected fair value of the new asset
is treated as the final cash flow from the
existing financial asset at the time of its
derecognition. This amount is included
in calculating the cash shortfalls from the
existing financial asset that are discounted
from the expected date of derecognition
to the reporting date using the original
effective interest rate of the existing financial
asset.

Credit-impaired financial assets

At each reporting date, the Group assesses whether

financial assets carried at amortised cost and debt

financial assets carried at FEVTOCI are credit-

impaired. A financial asset is ‘credit-impaired’

when

one or more events that have a detrimental

impact on the estimated future cash flows of the

financial asset have occurred.
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2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

I HIZ—)\g—H—H R (5) (I)  Policy applicable from 1 January 2018 (continued)
2.7.1 Al K 4k AR (80 2.7.1 Financial assets and financial liabilities (continued)
vii. M 1H (%) vii.  Impairment (continued)

AEER RS EE (9
& T AR RN R R AR

Credit-impaired financial assets (continued)
Evidence that a financial asset is credit-impaired

5 LR R B O includes the following observable data:

. ERAONEE RPN B . significant financial difficulty of the
K B I 4 borrower or issuer;

. EIA ) > e X B . a breach of contract such as a default or past
WA due event;

. T2 AR 4R [ TR A A B . the restructuring of a loan or advance by the

.
R H R 2T & Group on terms that the Group would not

AEA consider otherwise;

. &R NARA 0] e 45 B . it is becoming probable that the borrower
FE SO AT H A B will enter bankruptcy or other financial
5 5k reorganisation; or

. ] F s B B B ) S8 v 2 . the disappearance of an active market for a

R R LGN - security because of financial difficulties.
PR i R IR L 25 4L 2587 Tk
8RR A ) BLAE A
AR BRI A R B R RE

A loan that has been renegotiated due to a
deterioration in the borrower’s condition is
usually considered to be credit-impaired unless

W B A %9 B4 Ut =2 1 LB K
e Dok D S Ak 4 JEL Ath Ik (L 16 F
o I A > @ HH90 H 3k D |
1) 2 B R o e B U

there is evidence that the risk of not receiving
contractual cash flows has reduced significantly
and there are no other indicators of impairment.
In addition, a retail loan that is overdue for 90 days
or more is considered impaired.

121



o R R SRAT () A R4

Industrial and Commercial Bank of China (Asia) Limited

BE R NFE+ZH =+ —HIEFE

For the year ended 31 December 2018

2

122

B2 A BORMEAE -

#1)

27 HMEE - SWMEEWM  SRAME -
1A A ih T H R & 5 (s

I HZZ—NE—H— H 8Ok (8D

2.7.1 &k

Vil

A K4k B A% ()

i (6 (4
BB RS BEE (8
R EREE SRR E RS
BB R ANEEEE
IR E -

T35 8 {5 & HE ) 1 R
fili > RESE R TR
Bt o

3 5 £ ) )
B -

A7 I B R A A T
DABEAT M L2 IO BE T o

o EALM MR =A%
R A N E I 1 B
R o S R B R %
e o

BUAT I8 % S % o 42 3t
v 5 1A 32 DA % B 9
B2 3¢ WNIRNYY T
R B 6 (1 ) 2% 55 1 o
BB A O 4 B B B
FWE) o fE B3 AT Al R4
S5 B A B TR E K O f
ABEGA H ) 2T A
RE 732 180T 55 A VR )

Ak
Annual Report 2018

2 SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable from 1 January 2018 (continued)
2.7.1 Financial assets and financial liabilities (continued)

Vii.

Impairment (continued)

Credit-impaired financial assets (continued)

In making an assessment of whether an investment
in sovereign debt is credit-impaired, the Group
considers the following factors.

The market’s assessment of creditworthiness
as reflected in the bond yields.

The rating agencies’ assessments of
creditworthiness.

The country’s ability to access the capital
markets for new debt issuance.

The probability of debt being restructured,
resulting in holders suffering losses through
voluntary or mandatory debt forgiveness.

The international support mechanisms in
place to provide the necessary support as
‘lender of last resort’ to that country, as
well as the intention, reflected in public
statements, of governments and agencies
to use those mechanisms. This includes
an assessment of the depth of those
mechanisms and, irrespective of the political
intent, whether there is the capacity to fulfil
the required criteria.
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SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable

from 1 January 2018 (continued)

2.7.1 Financial assets and financial liabilities (continued)

vii. Impai

rment (continued)

Presentation of allowance for ECL in the statement

of financial position

Loss allowances for ECL are presented in the

statement of financial position as follows:

Write

financial assets measured at amortised
cost: as a deduction from the gross carrying
amount of the assets;

loan commitments and financial guarantee
contracts: generally, as a provision;

where a financial instrument includes both a
drawn and an undrawn component, and the
Group cannot identify the ECL on the loan
commitment component separately from
those on the drawn component: the Group
presents a combined loss allowance for
both components. The combined amount
is presented as a deduction from the gross
carrying amount of the drawn component.
Any excess of the loss allowance over the
gross amount of the drawn component is
presented as a provision; and

debt instruments measured at FVTOCI: no
loss allowance is recognised in the statement
of financial position because the carrying
amount of these assets is their fair value.
However, the loss allowance is disclosed and
is recognised in the fair value reserve.

-off

Loans and debt securities are written off (either

partially or in full) when there is no realistic

prosp

ect of recovery. This is generally the case

when the Group determines that the borrower
does not have assets or sources of income that
could generate sufficient cash flows to repay
the amounts subject to the write-off. However,
financial assets that are written off could still
be subject to enforcement activities in order to
comply with the Group’s procedures for recovery
of amounts due.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)
2.7.1 Financial assets and financial liabilities (continued)
viii. Designation at fair value through profit or loss

Financial assets
At initial recognition, the Group has designated
certain financial assets as at FVTPL because this
designation eliminates or significantly reduces an
accounting mismatch, which would otherwise rise.

Financial liabilities

The Group has designated certain financial
liabilities as at FVTPL in either of the following
circumstances:

. the liabilities are managed, evaluated and
reported internally on a fair value basis; or

. the designation eliminates or significantly
reduces an accounting mismatch that would
otherwise arise.

2.7.2 Cash and cash equivalents

‘Cash and cash equivalents’ include notes and coins on
hand, unrestricted balances held with central banks and
highly liquid financial assets with original maturities of
three months or less from the date of acquisition that are
subject to an insignificant risk of changes in their fair
value, and are used by the Group in the management of
its short-term commitments.

Cash and cash equivalents are carried at amortised cost
in the statement of financial position.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)
2.7.3 Trading assets and liabilities

‘Trading assets and liabilities” are those assets and
liabilities that the Group acquires or incurs principally
for the purpose of selling or repurchasing in the near
term, or holds as part of a portfolio that is managed
together for short-term profit or position taking.

Trading assets and liabilities are initially recognised and
subsequently measured at fair value in the statement of
financial position, with transaction costs recognised in
profit or loss. All changes in fair value are recognised as
part of net trading income in profit or loss.

2.7.4 Derivatives held for risk management purposes and

hedge accounting

Derivatives held for risk management purposes include
all derivative assets and liabilities that are not classified
as trading assets or liabilities. Derivatives held for risk
management purposes are measured at fair value in the
statement of financial position.

The Group designates certain derivatives held for risk
management as well as certain non-derivative financial
instruments as hedging instruments in qualifying
hedging relationships. On initial designation of the
hedge, the Group formally documents the relationship
between the hedging instrument(s) and hedged item(s),
including the risk management objective and strategy
in undertaking the hedge, together with the method
that will be used to assess the effectiveness of the
hedging relationship. The Group makes an assessment,
both at inception of the hedge relationship and on an
ongoing basis, of whether the hedging instrument(s)
is(are) expected to be highly effective in offsetting the
changes in the fair value or cash flows of the respective
hedged item(s) during the period for which the hedge
is designated, and whether the actual results of each
hedge are within a range of 80-125%. The Group
makes an assessment for a cash flow hedge of a forecast
transaction, of whether the forecast transaction is highly
probable to occur and presents an exposure to variations
in cash flows that could ultimately affect profit or loss.
These hedging relationships are discussed below.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(I) Policy applicable from 1 January 2018 (continued)

2.7.4 Derivatives held for risk management purposes and

hedge accounting (continued)

i.

Fair value hedges

When a derivative is designated as the hedging
instrument in a hedge of the change in fair
value of a recognised asset or liability or a firm
commitment that could affect profit or loss,
changes in the fair value of the derivative are
recognised immediately in profit or loss together
with changes in the fair value of the hedged item
that are attributable to the hedged risk (in the same
line item in the statement of profit or loss and
other comprehensive income as the hedged item).

If the hedging derivative expires or is sold,
terminated or exercised, or the hedge no longer
meets the criteria for fair value hedge accounting,
or the hedge designation is revoked, then hedge
accounting is discontinued prospectively.
However, if the derivative is novated to a
central clearing counterparties by both parties
as a consequence of laws or regulations without
changes in its terms except for those that are
necessary for the novation, then the derivative
is not considered expired or terminated. Any
adjustment up to the point of discontinuation
to a hedged item for which the effective interest
method is used is amortised to profit or loss as
part of the recalculated effective interest rate of the
item over its remaining life.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(I) Policy applicable from 1 January 2018 (continued)

2.7.4 Derivatives held for risk management purposes and

hedge accounting (continued)

ii.

iii.

Cash flow hedges

When a derivative is designated as the hedging
instrument in a hedge of the variability in cash
flows attributable to a particular risk associated
with a recognised asset or liability that could
affect profit or loss, the effective portion of
changes in the fair value of the derivative is
recognised in other comprehensive income and
presented in the hedging reserve within equity.
Any ineffective portion of changes in the fair
value of the derivative is recognised immediately
in profit or loss. The amount recognised in other
comprehensive income is reclassified to profit or
loss as a reclassification adjustment in the same
period as the hedged cash flows affect profit or
loss, and in the same line item in the statement
of profit or loss and other comprehensive
income. [IAS 39.101] If the hedging derivative
expires or is sold, terminated or exercised, or the
hedge no longer meets the criteria for cash flow
hedge accounting, or the hedge designation is
revoked, then hedge accounting is discontinued
prospectively. However, if the derivative is
novated to a central clearing counterparties
by both parties as a consequence of laws or
regulations without changes in its terms except for
those that are necessary for the novation, then the
derivative is not considered expired or terminated.

Net investment hedges

When a derivative instrument or a non-derivative
financial liability is designated as the hedging
instrument in a hedge of a net investment in a
foreign operation, the effective portion of changes
in the fair value of the hedging instrument is
recognised in other comprehensive income and
presented in the translation reserve within equity.
Any ineffective portion of the changes in the fair
value of the derivative is recognised immediately
in profit or loss. The amount recognised in other
comprehensive income is reclassified to profit or
loss as a reclassification adjustment on disposal of
the foreign operation.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(I) Policy applicable from 1 January 2018 (continued)

2.7.4 Derivatives held for risk management purposes and

hedge accounting (continued)

iv.

Other non-trading derivatives

If a derivative is not held for trading, and is not
designated in a qualifying hedge relationship,
then all changes in its fair value are recognised
immediately in profit or loss as a component of
net income from other financial instruments at
FVTPL.

Embedded derivatives

Derivatives may be embedded in another
contractual arrangement (a host contract). The
Group accounts for an embedded derivative
separately from the host contract when:

. the host contract is not an asset in the scope
of HKFRS 9;

. the host contract is not itself carried at
FVTPL;

. the terms of the embedded derivative would

meet the definition of a derivative if they
were contained in a separate contract; and

. the economic characteristics and risks of the
embedded derivative are not closely related
to the economic characteristics and risks of
the host contract.

Separated embedded derivatives are measured at
fair value, with all changes in fair value recognised
in profit or loss unless they form part of a
qualifying cash flow or net investment hedging
relationship. Separated embedded derivatives are
presented in the statement of financial position
together with the host contract.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)

2.7.5 Loans and advances
‘Loans and advances’ captions in the statement of
financial position include:

loans and advances measured at amortised cost
(see J(ii)); they are initially measured at fair value
plus incremental direct transaction costs, and
subsequently at their amortised cost using the
effective interest method;

loans and advances mandatorily measured at
FVTPL or designated as at FVTPL; these are
measured at fair value with changes recognised
immediately in profit or loss; and

finance lease receivables.

When the Group purchases a financial asset and
simultaneously enters into an agreement to resell the
asset (or a substantially similar asset) at a fixed price
on a future date (reverse repo or stock borrowing), the
arrangement is accounted for as a loan or advance, and
the underlying asset is not recognised in the Group’s
financial statements.

2.7.6 Investment securities
The ‘investment securities’ caption in the statement of
financial position includes:

debt investment securities measured at amortised
cost (see J(ii)); these are initially measured at fair
value plus incremental direct transaction costs,
and subsequently at their amortised cost using the
effective interest method;

debt and equity investment securities mandatorily
measured at FVTPL or designated as at FVTPL;

these are at fair value with changes recognised
immediately in profit or loss;

debt securities measured at FVTOCI; and

equity investment securities designated as at
FVTOCIL
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

@

Policy applicable from 1 January 2018 (continued)
2.7.6 Investment securities (continued)

Policy applicable from 1 January 2018

For debt securities measured at FVTOCI, gains and
losses are recognised in OCI, except for the following,
which are recognised in profit or loss in the same
manner as for financial assets measured at amortised

cost:

. interest revenue using the effective interest
method;

. ECL and reversals; and

. foreign exchange gains and losses.

When debt security measured at FVTOCI is
derecognised, the cumulative gain or loss previously
recognised in OCI is reclassified from equity to profit or
loss.

The Group elects to present in OCI changes in the fair
value of certain investments in equity instruments that
are not held for trading. The election is made on an
instrument-by-instrument basis on initial recognition
and is irrevocable.

Gains and losses on such s instruments are never
reclassified to profit or loss and no impairment is
recognised in profit or loss. Dividends are recognised
in profit or loss unless they clearly represent a recovery
of part of the cost of the investment, in which case they
are recognised in OCI. Cumulative gains and losses
recognised in OCI are transferred to retained earnings
on disposal of an investment.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018
2.7.7 Financial assets

Initial recognition and measurement

Financial assets within the scope of HKAS 39 are
classified as financial assets at fair value through
profit or loss, loans and receivables, held-to-
maturity investments and available-for-sale financial
investments, or as derivatives designated as hedging
instruments in an effective hedge, as appropriate.

The Group determines the classification of its financial
assets at initial recognition. When financial assets are
recognised initially, they are measured at fair value plus
transaction costs, except in the case of financial asset
recorded at fair value through profit or loss.

All regular way purchases and sales of financial assets
are recognised on the trade date, that is, the date that
the Group commits to purchase or sell the asset. Regular
way purchases or sales are purchases or sales of financial
assets that require delivery of assets within the period
generally established by regulation or convention in the
marketplace.

The Group’s financial assets include cash and bank
balances, trade and other receivables, loans receivable,
quoted and unquoted financial instruments, and
derivative financial instruments.

Subsequent measurement
The subsequent measurement of financial assets
depends on their classification as follows:

(a)  Financial assets at fair value through profit or loss

Financial assets at fair value through profit or
loss include financial assets held for trading and
financial assets designated upon initial recognition
as at fair value through profit or loss. Financial
assets are classified as held for trading if they are
acquired for the purpose of sale in the near term.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.7 Financial assets (continued)
Subsequent measurement (continued)

(a)

Financial assets at fair value through profit or loss
(continued)

Derivatives, including separated embedded
derivatives, are also classified as held for trading
unless they are designated as effective hedging
instruments as defined by HKAS 39. Financial
assets at fair value through profit or loss are
carried in the statement of financial position at fair
value net with changes in fair value recognised in
the income statement. These net fair value changes
do not include any dividends or interest earned on
these financial assets.

Financial assets designated at fair value through
profit or loss are designated at the date of initial
recognition and only if the criteria under HKAS 39
are satisfied.

The Group evaluates its financial assets at fair
value through profit or loss (held for trading)
to assess whether the intent to sell them in the
near term is still appropriate. When, in rare
circumstance, the Group is unable to trade
these financial assets due to inactive markets
and management’s intent to sell them in the
foreseeable future significantly changes, the Group
may elect to reclassify these financial assets. The
reclassification from financial assets at fair value
through profit or loss to loans and receivables,
available-for- sale financial investments or held-
to-maturity investments depends on the nature of
the assets.

Derivatives embedded in host contracts are
accounted for as separate derivatives and recorded
at fair value if their economic characteristics and
risks are not closely related to those of the host
contracts and the host contracts are not held
for trading or designated at fair value through
profit or loss. These embedded derivatives are
measured at fair value with changes in fair value
recognised in the income statement. Reassessment
only occurs if there is a change in the terms of the
contract that significantly modifies the cash flows
that would otherwise be required.
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Industrial and Commercial Bank of China (Asia) Limited
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.7 Financial assets (continued)
Subsequent measurement (continued)

(b)

(c)

Loans and receivables

Loans and receivables, including cash and short-
term funds, placements with and advances to
banks and other financial institutions, trade bills
and loans and advances to customers and banks,
are non-derivative financial assets with fixed or
determinable payments that are not quoted in an
active market. After initial measurement, such
assets are subsequently measured at amortised cost
using the effective interest rate method less any
allowance for impairment.

Amortised cost is calculated taking into account
any discount or premium on acquisition and
includes fees or costs that are an integral part of
the effective interest rate. The effective interest
rate amortisation is included in net interest
income in the income statement. The loss arising
from impairment is recognised in the income
statement.

Held-to-maturity investments

Non-derivative financial assets with fixed or
determinable payments and fixed maturity are
classified as held to maturity when the Group
has the positive intention and ability to hold
to maturity. Held-to-maturity investments are
subsequently measured at amortised cost less
any allowance for impairment. Amortised cost is
calculated by taking into account any discount or
premium on acquisition and fees or costs that are
an integral part of the effective interest rate. The
effective interest rate amortisation is included in
net interest income in the income statement. The
loss arising from impairment is recognised in the
income statement. Where the Group to sell or
reclassify other than an insignificant amount of
held-to-maturity investments, the entire category
would be tainted and reclassified as available-for-
sale.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.7 Financial assets (continued)
Subsequent measurement (continued)

(d)

Available-for-sale financial investments
Available-for-sale financial investments are non-
derivative financial assets in listed and unlisted
equity investments and debt securities. Equity
investments classified as available-for-sale are
those which are neither classified as held for
trading nor designated at fair value through profit
or loss. Debt securities in this category are those
which are intended to be held for an indefinite
period of time and which may be sold in response
to needs for liquidity or in response to changes in
the market conditions.

After initial recognition, available-for-sale
financial investments are subsequently measured
at fair value, with unrealised gains or losses
recognised as other comprehensive income in the
available-for-sale financial investment revaluation
reserve until the investment is derecognised,
at which time the cumulative gain or loss is
recognised in the income statement in other
income, or until the investment is determined to
be impaired, when the cumulative gain or loss is
reclassified from the available-for- sale investment
revaluation reserve to the income statement.
Interest and dividends earned whilst holding
the available-for-sale financial investments are
reported as interest income and dividend income,
respectively and are recognised in the income
statement as “net interest income” and “dividend
income from financial investments”.

When the fair value of unlisted equity investments
cannot be reliably measured because (i) the
variability in the range of reasonable fair value
estimates is significant for that investment or (ii)
the probabilities of the various estimates within
the range cannot be reasonably assessed and used
in estimating fair value, such investments are
stated at cost less any impairment losses.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.7 Financial assets (continued)
Subsequent measurement (continued)

(d)

Available-for-sale financial investments (continued)
The Group evaluates whether the ability and
intention to sell its available-for-sale financial
investments in the near term are still appropriate.
When, in rare circumstances, the Group is unable
to trade these financial assets due to inactive
markets and management’s intent to do so
significantly changes in the foreseeable future,
the Group may elect to reclassify these financial
assets. Reclassification to loans and receivables
is permitted when the financial assets meet
the definition of loans and receivables and the
Group has the intent and ability to hold these
assets for the foreseeable future or to maturity.
Reclassification to the held-to- maturity category
is permitted only when the group has the ability
and intent to hold until the maturity date of the
financial asset.

For a financial asset reclassified from the
available-for-sale category, the fair value carrying
amount on the date of reclassification becomes
its new amortised cost and any previous gain
or loss on that asset that has been recognised in
reserve is amortised to the income statement over
the remaining life of the investment using the
effective interest rate. Any difference between
the new amortised cost and the maturity amount
is also amortised over the remaining life of the
asset using the effective interest rate. If the asset is
subsequently determined to be impaired, then the
amount recorded in reserve is reclassified to the
income statement.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.7 Financial assets (continued)
Subsequent measurement (continued)
(e)  Derecognition of financial assets
A financial asset is derecognised when:

. the rights to receive cash flows from the asset
have expired; or

. the Group has transferred its rights to
receive cash flows from the asset, or has
assumed an obligation to pay in full without
material delay to a third party under a “pass
through” arrangement; and either (a) the
Group has transferred substantially all the
risks and rewards of the asset, or (b) the
Group has neither transferred nor retained
substantially all the risks and rewards of
the assets, but has transferred control of the
asset.

When the Group has transferred its rights to
receive cash flows from an asset or has entered into
a pass through arrangement, it evaluates it and to
what extent it has retained the risk and rewards
of ownership of the asset. When it has neither
transferred nor retained substantially all the risks
and rewards of the asset nor transferred control of
the asset, the asset is recognised to the extent of the
Group’s continuing involvement in the asset. In
that case, the Group also recognises an associated
liability. The transferred asset and the associated
liability are measured on a basis that reflects the
rights and obligations that the Group has retained.

Continuing involvement that takes the form of a
guarantee over the transferred asset is measured
at the lower of the original carrying amount of the
asset and the maximum amount of consideration
that the Group could be required to repay.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.7 Financial assets (continued)
Subsequent measurement (continued)

o

Fair value

The fair values of financial instruments that
are traded in active markets is determined by
reference to quoted market prices or dealer price
quotations (bid price for long positions and ask
price for short positions), without any deduction
for transaction costs. For financial instruments
where there is no active market, the fair value
is determined using appropriate valuation
techniques. The Group establishes the fair value
by using valuation techniques. Such techniques
include using recent arm’s length market
transactions, reference to the current market value
of another instrument which is substantially the
same, a discounted cash flow analysis, and option
pricing models refined to reflect the issuer’s
specific circumstances.

2.7.8 Impairment of financial assets
The Group assesses at the end of each reporting period

whether there is objective evidence that a financial asset

or a group of financial assets is impaired. A financial

asset or a group of financial assets is deemed to be

impaired if, and only if, there is objective evidence

of impairment as a result of one or more events that

occurred after the initial recognition of the asset (an

incurred “loss event”) and that loss event has an impact

on the estimated future cash flows of the financial asset

or the group of financial assets that can be reliably

estimated.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.8 Impairment of financial assets (continued)
Objective evidence that a financial asset or a group of
financial assets is impaired includes observable data that
comes to the attention of the Group about the following
loss events:

. significant financial difficulty of the issuer or
obligor;
. a breach of contract, such as a default or

delinquency in interest or principal payments;

. the Group, for economic or legal reasons relating
to the borrower’s financial difficulty granting to
the borrower, a concession that the lender would
not otherwise consider;

. it is becoming probable that the borrower
will enter into bankruptcy or other financial
reorganisation;

. the disappearance of an active market for that

financial asset because of financial difficulties;

. deterioration in the value of collateral;
. downgrading below investment grade level; or
. observable data indicating that there is a

measurable decrease in the estimated future
cash flows from a group of financial assets
since the initial recognition of those assets,
although the decrease cannot yet be identified
with the individual financial assets in the group,
including adverse changes in the payment status
of borrowers in the group; or national or local
economic conditions that correlate with the
defaults on the assets in the group.



T R
Annual Report 2018

2

T2 FBOR BE AR (50

27 HMEE - SWMEEWM  SRAME -
1A A ih T H R & 5 (s

(I —F—)\4E—H—H i BOR (8)
2.7.8 4 WHE A WL (8D

(a) LIBH I E TR & B
ST A HHE: i A 51 R 1) <6 Rl
BE > ALFEEHEHE
R ORI < il T B T
A % B o B
VE < R B K HY <l
(7] 3 AT T Al o il A A 42 ] 8
SE AL BTl B <6 Rl R E ST R
A e % LU (L B 0 - e L
SHETER  WEFEZE
JEE AE FL AT LS T Ja B o
) < 2 A S T 2L R A AT
WE B o O BB AT
0t T T e 5 (48 K B A
T R IR (E AR R I E > R

SEIF A7 WAL B -

A A B R R A
I A DLE E 2 R T (E
AL R R AL 8 Uit ik OF L4
REEZRAAG FE1R) < B
(B & 2 W] 2 22 3wt B s R
AR o Al R A B A U A
Z BL(E e < Tl E TR 2B
PR 5 (R0 G Tl 0 I 5
B PR A 25) BB o i £ R LA
7 B R R 5 o R FE AL A
BAER e 2 B B 7 BLAT T

A 2 o

B 2 MR TH (B 75 1 TE 55 A IR
NE{IRC I 7Fis E ) &
F N HERR o A A TE HI B8
9 B T (L A R - 3 R
FH & B0 4R 25 6 DR B
KRB &2 FIHEFH -
8 R B B g R JEU R (] A ] AR
[ 488 4 0% FEL) AR TR
I R [ B B AT AT L A
B ol L A A T D
fWc i o AR 2 AT AT R T i
A 4 [ T DA LA B 45 T R 4%
TCHL 22 00 P8 (i i M

B

2

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.8 Impairment of financial assets (continued)

(a)

Financial assets carried at amortised cost

For financial assets carried at amortised cost,
the Group first assesses individually whether
objective evidence of impairment exists for
financial assets that are individually significant,
or collectively for financial assets that are not
individually significant. If the Group determines
that no objective evidence of impairment exists
for an individually assessed financial asset,
whether significant or not, it includes the asset in
a group of financial assets with similar credit risk
characteristics and collectively assesses them for
impairment. Assets that are individually assessed
for impairment and for which an impairment loss
is, or continues to be, recognised are not included
in a collective assessment of impairment.

If there is objective evidence that an impairment
loss has been incurred, the amount of the loss
is measured as the difference between the
asset’s carrying amount and the present value
of estimated future cash flows (excluding future
credit losses that have not been incurred). The
present value of the estimated future cash flows
is discounted at the financial asset’s original
effective interest rate (i.e., the effective interest
rate computed at initial recognition). If a loan
has a variable interest rate, the discount rate for
measuring any impairment loss is the current
effective interest rate.

The carrying amount of the asset is reduced
through the use of an allowance account and the
amount of the loss is recognised in the income
statement. Interest income continues to be
accrued on the reduced carrying amount and is
accrued using the rate of interest used to discount
the future cash flows for the purpose of measuring
the impairment loss. Loans and receivables
together with any associated allowances are
written off when there is no realistic prospect of
future recovery and all collateral has been realised
or has been transferred to the Group. As a practical
expedient, the Group may measure impairment
on the basis of an instrument’s fair value using an
observable market price.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.8 Impairment of financial assets (continued)
(a)  Financial assets carried at amortised cost

(continued)

The present value of the estimated future cash
flows of a collateralised financial asset less costs for
obtaining and selling the collateral reflects the cash
flows that may result from foreclosure whether or

not the foreclosure is probable.

For the purpose of a collective evaluation of
impairment, financial assets are grouped on the
basis of similar credit risk characteristics (i.e.,
on the basis of the Group’s grading process that
considers asset type, industry, geographical
location, collateral type, overdue status and
other relevant factors). Those characteristics are
relevant to the estimation of future cash flows
from groups of such assets by being indicative
of the debtors’ ability to pay all amounts due
according to the contractual terms of the assets

being evaluated.

Future cash flows in a group of financial assets
that are collectively evaluated for impairment
are estimated on the basis of the contractual
cash flows of the assets in the Group and the
historical loss experience for assets with credit
risk characteristics similar to those in the Group.
Historical loss experience is adjusted on the basis
of current observable data to reflect the effects of
current conditions that did not affect the period on
which the historical loss experience is based and to
remove the effects of conditions in the historical

period that do not exist currently.

Estimates of changes in future cash flows for
groups of assets should reflect and be directionally
consistent with changes in related observable data

from period to period (for example, changes in
unemployment rates, property prices, payment
status, or other factors indicative of changes in
the probability of losses in the group and their
magnitude). The methodology and assumptions
used for estimating future cash flows are reviewed
regularly by the Group to reduce any differences
between loss estimates and actual loss experience.



T R
Annual Report 2018

2

T2 FBOR BE AR (50

27 HMEE - SWMEEWM  SRAME -
1A A ih T H R & 5 (s

(I —F—)\4E—H—H i BOR (8)
2.7.8 4 WHE A WL (8D

(a) LAHESS I A TR 2 £ il &

(47)

2R R i 1] 2 B O 7E B
{6 FE B < A T DAL -
A BB ORI 58 P A 6 20
TP B2 e 7 Jies 12 < #E4& T D
Hc o i AR A IE] A A T Al
8 2 4 R > AE Wi R 2R P AT

I A 0 B A o

LS e i i I
(L 1R R < A i R B (AR
RS (s A M5 £
AT AR ) T 2 A > H
375 8 ) R 454G R 3% A =5 D
AT T RS 2 WU R K o i H
A8 Bl s HC AR i [ > B[] <

R AR K -

(b) e & & &

AL s S Em S
S T 5 i A 0 D A4 R
R AT 7 B AR R — IR
B e —ABE H BUE -

ikl A 3 &9 45 T BU(E > O
A (00 BR AT AT A% 2 A7 K%
81) BLH: H A2 E 2 A
2 BT AT ST 2 i 4 3R
¢ R PR BB 4R 2R T TR At 4
T Wi 4 P A% IR S A WA 4 2% Tl

i o

2

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.8 Impairment of financial assets (continued)

(a)

(b)

Financial assets carried at amortised cost
(continued)

When a loan is uncollectible, it is written
off against the related allowances for loan
impairment. Such loan is written off after all
the necessary procedures have been completed
and the amount of the loss has been determined.
Subsequent recoveries of amounts previously
written off decrease the amount of the allowances
for loan impairment in the income statement.

If, in a subsequent period, the amount of
the estimated impairment loss increases or
decreases because of an event occurring after
the impairment was recognised (such as an
improvement in the debtor’s credit rating),
the previously recognised impairment loss is
increased or reduced by adjusting the allowance
account. If a future write-off is later recovered, the
recovery is credited to the income statement.

Available-for-sale financial investments

For available-for-sale financial investments,
the Group assesses at the end of each reporting
period whether there is objective evidence that an
investment or a group of investments is impaired.

If an available-for-sale asset is impaired, an
amount comprising the difference between its cost
(net of any principal payment and amortisation)
and its current fair value, less any impairment loss
previously recognised in the income statement, is
removed from other comprehensive income and
recognised in the income statement.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge

accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.8 Impairment of financial assets (continued)

(b)

Available-for-sale financial investments (continued)
In the case of equity investments classified as
available-for-sale, objective evidence would
include a significant or prolonged decline in
the fair value of an investment below its cost.
The determination of what is “significant” or
“prolonged” requires judgement. “Significant”
is evaluated against the original cost of the
investment and “prolonged” against the period
in which the fair value has been below its original
cost. Where there is evidence of impairment,
the cumulative loss — measured as the difference
between the acquisition cost and the current
fair value, less any impairment loss on that
investment previously recognised in the income
statement — is removed from other comprehensive
income and recognised in the income statement.
Impairment losses on equity instruments classified
as available-for-sale are not reversed through the
income statement. Increases in their fair value
after impairment are recognised directly in other
comprehensive income.

In the case of debt instruments classified as
available-for-sale, impairment is assessed based
on the same criteria as financial assets carried at
amortised cost. However, the amount recorded
for impairment is the cumulative loss measured as
the difference between the amortised cost and the
current fair value, less any impairment loss on that
investment previously recognised in the income
statement. Future interest income continues to be
accrued based on the reduced carrying amount of
the asset and is accrued using the rate of interest
used to discount the future cash flows for the
purpose of measuring the impairment loss. The
interest income is recorded as part of interest
income. Impairment losses on debt instruments
are reversed through the income statement if the
increase in fair value of the instruments can be
objectively related to an event occurring after the
impairment loss was recognised in the income
statement.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.9 Financial liabilities

(a)

(b)

Financial liabilities at fair value through profit or
loss

This category has two sub-categories: financial
liabilities held for trading and those designated at
fair value through profit or loss.

Financial liabilities designated upon initial
recognition at fair value through profit or loss are
designated at the date of initial recognition and
only if the criteria of HKAS 39 are satisfied.

Financial liabilities designated as at fair value
through profit or loss, including the Group’s own
debt securities in issue are designated as such at
inception. Financial liabilities designated at fair
value through profit or loss are carried at fair value
and any gains and losses from changes in fair value
are recognised in the income statement.

Financial liabilities are classified as held for
trading if they are acquired for the purpose of
selling in the near term. This category includes
derivative financial instruments entered into by
the Group that are not designated as hedging
instruments in hedge relationships as defined by
HKAS 39.

Any interests charged on these financial liabilities
are included in the income statement under
“Interest expense”. It is carried at fair value and
any gains and losses from changes in fair value are
recognised in the income statement.

Other financial liabilities

Other financial liabilities are recognised initially
at fair value net of transaction costs incurred and
are subsequently stated at amortised cost. Any
difference between proceeds net of transaction
costs and the redemption value is recognised in
the income statement over the period of the other
financial liabilities using the effective interest
method unless the effect of discounting would be
immaterial, in which case they are stated at cost.
The related interest expense is recognised within
“Interest expense” in the income statement.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.9 Financial liabilities (continued)

(c)  Derecognition of financial liabilities
A financial liability is derecognised when the
obligation under the liability is discharged or
cancelled or expires.

When an existing financial liability is replaced
by another from the same lender on substantially
different terms, or the terms of an existing liability
are substantially modified, such an exchange
or modification is treated as a derecognition of
the original liability and a recognition of a new
liability, and the difference between the respective
carrying amounts is recognised in the income
statement.

2.7.10 Derivative financial instruments and hedge

accounting

Derivatives are initially recognised at fair value on the
date on which a derivative contract is entered into and
are subsequently remeasured at fair value. Fair values are
obtained from quoted market prices in active markets,
including recent market transactions, and valuation
techniques, including discounted cash flow models and
option pricing models, as appropriate. All derivatives
are carried as assets when fair value is positive and as
liabilities when fair value is negative.

The best evidence of the fair value of a derivative at
initial recognition is the transaction price (i.e., the fair
value of the consideration given or received) unless
the fair value of that instrument is better evidenced
by comparison with other observable current market
transactions in the same instrument (i.e., without
modification or repackaging) or based on a valuation
technique whose variables include only data from
observable markets. When such evidence exists, the
Group recognises profits on day one.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.10 Derivative financial instruments and hedge

accounting (continued)

Certain derivatives embedded in other financial
instruments are treated as separate derivatives when
their economic characteristics and risks are not closely
related to those of the host contract and the host contract
is not carried at fair value through profit or loss. These
embedded derivatives are measured at fair value with
changes in fair value separately recognised in the income
statement unless the Group chooses to designate the
hybrid contracts at fair value through profit or loss.

Derivatives that qualify for hedge accounting

The method of recognising the resulting fair value gain
or loss depends on whether the derivative is designated
as a hedging instrument, and if so, the nature of the item
being hedged. The Group designates certain derivatives
as either: (i) hedges of the fair value of recognised assets
or liabilities or unrecognised firm commitments (fair
value hedge); or (ii) hedges of highly probable future
cash flows attributable to a recognised asset or liability,
or a forecasted transaction (cash flow hedge). Hedge
accounting is used for derivatives designated in this way
provided certain criteria are met.

The Group documents, at the inception of the
transaction, the relationship between hedging
instruments and hedged items, as well as its risk
management objective and strategy for undertaking
various hedge transactions.

The Group also documents its assessment, both at
hedge inception and on an ongoing basis, of whether
the derivatives that are used in hedging transactions are
highly effective in offsetting changes in fair values or
cash flows of hedged items.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)

2.7.10 Derivative financial instruments and hedge

accounting (continued)

(a)

(b)

Fair value hedge

Changes in the fair value of derivatives that are
designated and qualify as fair value hedges are
recorded in the income statement together with
any changes in the fair value of the hedged asset or
liability that are attributable to the hedged risk.

If the hedge no longer meets the criteria for
hedge accounting, the adjustment to the carrying
amount of a hedged item for which the effective
interest method is used is amortised to the income
statement over the period to maturity. If the
hedged item is derecognised, the unamortised fair
value adjustment is recognised immediately in the
income statement.

Cash flow hedge

The effective portion of changes in the fair value of
derivatives that are designated and qualify as cash
flow hedges is recognised in other comprehensive
income in the cash flow hedge reserve. The
gain or loss relating to the ineffective portion is
recognised immediately in the income statement.

Amounts recognised in other comprehensive
income are recycled to the income statement in the
periods in which the hedged item will affect profit
or loss (for example, when the forecast sale that is
hedged takes place).

When a hedging instrument expires or is sold,
or when a hedge no longer meets the criteria for
hedge accounting, any cumulative gain or loss
existing in other comprehensive income at that
time remains in other comprehensive income and
is recognised when the forecast transaction affects
profit or loss. When a forecast transaction is no
longer expected to occur, the cumulative gain or
loss that was reported in equity is immediately
transferred to the income statement.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7

2.8

28

Financial assets, impairment of financial assets, financial
liabilities, derivative financial instruments and hedge
accounting (continued)

(II) Policy applicable prior to 1 January 2018 (continued)
2.7.10 Derivative financial instruments and hedge

accounting (continued)
Derivatives that do not qualify for hedge accounting
Certain derivative instruments do not qualify for hedge
accounting. Changes in the fair value of any derivative
instrument that does not qualify for hedge accounting
are recognised immediately in the income statement.

Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount
is reported in the statement of financial position if, and only if, there
is currently enforceable right to offset the recognised amounts and
there is an intention to settle on a net basis, or to realise the asset and
settle the liability simultaneously.

Sale and repurchase agreements

Securities sold subject to repurchase agreements (“repos”) are
reclassified in the financial statements as pledged assets when the
transferee has the right by contract or custom to sell or repledge
the collateral; the counterparty liability is included in deposits from
banks and other financial institutions or deposits from customers,
as appropriate. Securities purchased under agreements to resell
(“reverse repos”) are recorded as loans and advances to customers
and banks or placements with banks and other financial institutions,
as appropriate.

The difference between sale and repurchase prices is treated as
an interest and accrued over the life of the agreements using the
effective interest method. Securities lent to counterparties are also
retained in the financial statements.

Securities borrowed are not recognised in the financial statements,
unless these are sold to third parties, in which case the purchase
and sale are recorded with the gain or loss included in the trading
income. The obligation to return them is recorded at fair value as a
trading liability.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.10 Repossessed assets

Repossessed collateral assets are reported as off balance-sheet items
and are stated at fair value. In the recovery of impaired loans and
advances, the Group may take possession of the collateral assets
through court proceedings or voluntary delivery of possession by
the borrowers. In accordance with the Group’s accounting policy set
out in Note 2.8(a), impairment allowances for impaired loans and
advances are maintained after taking into account the net realisable
value of the collateral assets. On a sale transaction of repossessed
assets, the amount received will be used to offset the loans and
advances first until they are fully recovered, and any remaining
amount will be released to the borrowers.

Segment reporting

An operating segment is a component of an entity: (a) that engages
in business activities from which it may earn revenues and incur
expenses (including revenues and expenses relating to transactions
with other components of the same entity), (b) whose operating
results are regularly reviewed by the entity’s chief operating decision
maker to make decisions about resources to be allocated to the
segment and assess its performance, and (c) for which discrete
financial information is available.

2.12 Foreign currency translation

(a)  Functional and presentation currency
Items included in the financial statements of each of the
Group’s entities are measured using the currency of the
primary economic environment in which the entity operates
(the “functional currency”). The consolidated financial
statements are presented in Hong Kong dollars, which is the
Bank’s functional and presentation currency.
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2 B BORBEE @0 2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)
2.12 AP () 2.12 Foreign currency translation (continued)
(b)) X R4 (b)  Transactions and balances

AN 3 5y ¥ 32 5y H BlAT 2 TE R ¥ 55 1) Foreign currency transactions are translated into the
BB o % E G H R RSN RH Z functional currency using the exchange rates prevailing at
W N A R AR A R 2 SR the dates of the transactions. Foreign exchange gains and
ST AR 22 W SO B R R R R R A losses resulting from the settlement of such transactions and

o MR G Al 2 THT i 2 R AE A 5 from the translations at year- end exchange rates of monetary
e B4 U i U B A R A v assets and liabilities denominated in foreign currencies are
R 4h o recognised in the income statement, except when deferred in

other comprehensive income as qualifying cash flow hedges
and qualifying net investment hedges.

2 8 ST (B w4 T 2 S8 (0 538 B A Wi 2 Translation differences on non-monetary items that are
KRR EWIEIEE - A LA measured at fair value whose fair value changes recognised in
BB B A AH 45 3R A HE f R 2 B A the income statement, such as equity held at fair value through
BN T EE R S S EEZ — 0 2% - profit or loss, are reported as part of the fair value gain or
2 VAR o T 1 (L 58 ) A E 2 loss. Translation differences on non-monetary items that are
TERR Y JE B WP TE H - 40 43 250 5 A AL 8 measured at fair value whose fair value changes recognised
AL BlE B 2 ME g 2 40 0 o A I R AR in the equity, such as equities classified as available-for-sale
At 2 T i A I 5 ARE £ A 2 AR (E financial assets, are recorded as other comprehensive income
G and included in the fair value reserve in equity.
(c) ZEEE LA (c)  Group companies

AR [ T T A T Re B2 5 £ MR R 1Y The results and financial positions of all the group entities
M (B MEHEAT = 28 IR A8 77 2 ThAE & ) (none of which has a functional currency which is the currency
LR R B IR B L O R S 2 of a hyperinflationary economy) that have a functional
5l B - currency different from the presentation currency are

translated into the presentation currency as follows:

. W2 SE M R N R 4 . assets and liabilities of these entities are translated at the
FRRF 2 WS i ME S 4 5 closing rate at the end of the reporting period;

. 1 A 22 i i 7% 2 1 2 TE R4 BT (A . their income statements are translated at average
JUCE BN I 5% 5% 32 5 H W AT exchange rates (unless this average is not a reasonable
B 26 [y R B AL 2 A A8 - A approximation of the cumulative effect of the rates
B3 4528 G B A 2 3 AT e SR 4 prevailing on the transaction dates, in which case
") s K income and expenses are translated using the exchange

rates prevailing at the dates of the transactions); and

. B A R Sa, 2 %5 fife 58 Ay H A 4 T . all resulting exchange differences are recognised in other
fi > A RE g 1R R — {148 57 4 A comprehensive income and accumulated in a separate
o> Bt e component of equity.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

22

2.13

Foreign currency translation (continued)

(c)  Group companies (continued)

On consolidation, the exchange differences arising from
the translation of the net investment in foreign entities, and
of borrowings and other currency instruments designated
as hedges of such investments, are included in a separate
component of equity. When a foreign operation is sold, such
exchange differences are recognised in the income statement
as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition
of a foreign entity are treated as assets and liabilities of the
foreign entity and translated at the closing rate.

(d)  Consolidated statement of cash flows

For the purpose of the consolidated statement of cash flows,
the cash flows of overseas subsidiaries are translated into
Hong Kong dollars at the exchange rates ruling at the dates
of the cash flows. Frequently recurring cash flows of overseas
subsidiaries which arise throughout the year are translated
into Hong Kong dollars at the weighted average exchange rates
for the year.

Property, plant and equipment

Bank premises and properties comprise mainly branches and offices.
Bank premises and properties are shown at fair value, based on
periodic, but at least triennial, valuations by external independent
valuers, less subsequent depreciation. Any accumulated depreciation
at the date of revaluation is restated proportionately with the change
in the gross carrying amount of the asset so that the carrying amount
of the asset after revaluation equals its revalued amount. All other
items of property, plant and equipment are stated at historical cost
less depreciation and impairment losses. Historical cost includes
expenditure that is directly attributable to the acquisition of the
items. Cost may also include transfers from equity of any gains or
losses on qualifying cash flow hedges of foreign currency purchases
of property, plant and equipment.

Expenditure incurred after items of property, plant and equipment
have been put into operation, such as repairs and maintenance, is
normally charged to the income statement in the period in which it
is incurred. In situations where the recognition criteria are satisfied,
the expenditure for a major inspection is capitalised in the carrying
amount of the asset as a replacement. Where significant parts
of property, plant and equipment are required to be replaced at
intervals, the Group recognises such parts as individual assets with
specific useful lives and depreciates them accordingly.
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2 EEGEBURME AR @) 2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.13 W3 st ()

2.13 Property, plant and equipment (continued)
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Increases in the carrying amount arising on revaluation of
bank premises and properties are credited to other reserves in
shareholders’ equity. Decreases that offset previous increases of the
same asset are charged against bank premises revaluation reserve
directly in equity; all other decreases are expensed in the income
statement. Each year the difference between the depreciation
amount based on the revalued carrying amount of the asset expensed
in the income statement and the depreciation amount based on
the asset’s original cost is transferred from the bank premises
revaluation reserve to retained earnings.

Depreciation of property, plant and equipment is calculated using
the straight-line method to allocate cost or revalued amounts to their
residual values over their estimated useful lives, as follows:

Bank premises and properties Over the remaining lease period of
the land on which the properties
are situated or their estimated
useful lives of 50 years, whichever is
shorter

Leasehold improvements Over the lease term of the leased
premises or their estimated useful
lives of 10 years whichever is
shorter

Furniture and equipment 4 to 10 years

The residual values, useful lives and the depreciation method are
reviewed, and adjusted if appropriate, at each financial year end.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount, with the amount charged directly to
the income statement.

An item of property, plant and equipment and any significant part
initially recognised is derecognised upon disposal or when no future
economic benefits are expected from its use or disposal. Any gain or
loss on disposal or retirement recognised in the income statement
in the year the asset is derecognised is the difference between the
net sales proceeds and the carrying amount of the relevant asset.
On disposal of a revalued asset, the relevant portion of the reserve
realised in respect of previous valuations is transferred to retained
earnings as a movement in reserves.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.14 Investment properties

Property that is held for long-term yields or for capital appreciation
or both and that is not occupied by the companies in the Group is
classified as investment property.

Investment properties are measured initially at cost, including
related transaction costs. After initial recognition, investment
properties are carried at fair value. Fair value is based on active
market prices, adjusted, if necessary, for any difference in the nature,
location or condition of the specific asset. If this information is not
available, the Group uses alternative valuation methods such as
recent transaction prices on less active markets or discounted cash
flow projections. These valuations are performed in accordance
with the guidance issued by the International Valuation Standards
Committee. These valuations are reviewed annually by external
valuers. Investment properties that are being redeveloped for
continuing use as investment properties, or for which the market has
become less active, continue to be measured at fair value.

The fair value of investment properties reflects, among other things,
rental income from current leases and assumptions about rental
income from future leases in light of current market conditions.

The fair value also reflects, on a similar basis, any cash outflows
that could be expected in respect of the properties. Some of those
outflows are recognised as liabilities, including finance lease
liabilities in respect of land classified as investment properties; other
outflows including contingent rent payments, are not recognised in
the financial statements.

Subsequent expenditure is charged to the asset’s carrying amount
only when it is probable that future economic benefits associated
with the item will flow to the Group and the cost of the item can
be measured reliably. All other repair and maintenance costs are
expensed in the income statement during the financial period in
which they are incurred.

Changes in fair values are recognised in the income statement.

If an investment property becomes owner-occupied, it is reclassified
as property, plant and equipment, and its fair value at the date of
reclassification becomes its cost for accounting purposes. Properties
that are being constructed or developed for future use as investment
properties are classified as property, plant and equipment and
stated at cost until construction or development is completed, at
which time they are reclassified and subsequently accounted for as
investment properties.



T R
Annual Report 2018

2 EEGEBURME AR @)

2.14 BEWFE @)

2.15

2.16 fi&

i ) 2 K AR TR TR D o oA 5 T R £ W)
2 W% TH F R A R TR BN P (E
A R AR G g R S 16%%
T it TN WERD 5 1 3 B A T o SRTIT > ANy
ST {0 WA i 1K B S8 TR AR O - ) R E R 4
T Wi i 2 T R o

Gk

T B — TE A 2 PR A A 4R T A T ik
S O JB > W WA Y 22 T A e B
BB PURYE 2 SR AR AP EEZ TR o
W o 2 ) 2 R A ST R o MR
AFELEZHETFATRBEAAZRE]
TP 2 ) AR TR B 4 Al ol (L s 6 4 4
a1 DU e 5 B R TR (B 7T RE BB (E > JU) R
AT (AR AT o TR A R R
HRIIR o b v Bl R 2 BE AR AR HAR 2
WA T o o B T 2 4R 4R 6 4 SLRT i
EEEA R MR IREE -

TR R A el (L B0 5 Y 0 T 2 A B A
fii - B EBEEAERMHET - ERER
P BAE -

I EE (ChiEEE)

190 B 40 0T 5 7 0 A LA
B o JSOTS A O o iITE  E 0ALATY
B 90 069 24 B0« ST 6 2 2 0 4 0
P48 3 1 1 TR 0 R I - B 4 R
3012 S 2 7 L 40 0
S A7 B 2 S T 4 T A 0 7 90
(LA -

HA A PR A AR ) 2 S 5 2 8 ) e
S 77 1 B /DA A5 B AT JBE A TR IR AT AR T o

# L e BRI IY B 2 AR AR TG R B BT A R
T L TR (2 2 R R A 1k AR
0 % JH A IR S AL i 3R N R o

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

WEZLT - AFH A=+ —HIEFE
For the year ended 31 December 2018

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.14 Investment properties (continued)

2.15

2.16

If an item of property, plant and equipment becomes an investment
property because its use has changed, any difference resulting
between the carrying amount and the fair value of this item at the
date of transfer is recognised in equity as a revaluation of property,
plant and equipment under HKAS 16. However, if a fair value gain
reverses a previous impairment loss, the gain is recognised in the
income statement.

Goodwill

Goodwill represents the excess of the cost of an acquisition over
the fair value of the Group’s share of the net identifiable assets
and liabilities and contingent liabilities assumed of the acquired
subsidiaries at the date of acquisition. Goodwill on acquisitions of
subsidiaries is included in intangible assets. Goodwill on acquisition
. The
carrying amount of goodwill is reviewed for impairment annually or

of an associate is included in “Investments in associate”

more frequently if events or changes in circumstances indicate that
the carrying value may be impaired. Goodwill is carried at cost less
accumulated impairment losses. An impairment loss recognised for
goodwill is not reversed in a subsequent period. Gains and losses on
the disposal of an entity include the carrying amount of goodwill
relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose
of impairment testing. Each of those cash-generating units is
represented by each primary reporting segment.

Intangible assets (other than goodwill)

Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a
business combination is the fair value as at the date of acquisition.
The useful lives of intangible assets are assessed to be either finite
or indefinite. Intangible assets with finite lives are subsequently
amortised over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be
impaired.

The amortisation period and the amortisation method for an
intangible asset with a finite useful life are reviewed at least at each
financial year end.

Gains or losses from derecognition of an intangible asset are
measured as the difference between the net disposal proceeds and
the carrying amount of the asset and are recognised in the income
statement when the assets are derecognised.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.16 Intangible assets (other than goodwill) (continued)

(a)

(b)

Computer software

Acquired computer software licences are capitalised on
the basis of the costs incurred to acquire and bring to use
the specific software. These costs are amortised over their
estimated useful life of four years.

Costs associated with developing or maintaining computer
software programmes are recognised as an expense as
incurred. Costs that are directly associated with the production
of identifiable and unique software products controlled by
the Group, and that will probably generate economic benefits
exceeding costs beyond one year, are recognised as intangible
assets. Direct costs include the software development
employee costs and an appropriate portion of relevant
overheads.

Computer software development costs recognised as
intangible assets are amortised over their estimated useful life
(not exceeding four years).

Trading rights

Trading rights represent eligibility rights with indefinite useful
lives to trade on or through The Stock Exchange of Hong
Kong Limited and are tested for impairment annually. Such
intangible assets are not amortised. The useful life is reviewed
annually to determine whether indefinite life assessment
continues to be supportable, if not, the change in the useful
life assessment from indefinite to infinite is accounted for on a
prospective basis.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.17

2.18

Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to
amortisation, but are tested annually for impairment. Assets that
are subject to amortisation are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount may not be recoverable. An impairment loss is recognised
for the amount by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and value in use. For the purposes
of assessing impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash flows (cash-generating
units). In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and
the risks specific to the asset. An impairment loss is charged to the
income statement in the period in which it arises, unless the asset is
carried at a revalued amount, in which case the impairment loss is
accounted for in accordance with the relevant accounting policy for
that revalued asset. A previously recognised impairment loss of an
asset other than goodwill is reversed only if there has been a change
in the estimates used to determine the recoverable amount of that
asset, but not to an amount higher than the carrying amount that
would have been determined (net of any depreciation/amortisation),
had no impairment loss been recognised for the asset in prior
years. A reversal of such impairment loss is credited to the income
statement in the period in which it arises.

Income tax

Income tax comprises current and deferred tax. Income tax relating
to items recognised outside profit or loss is recognised outside profit
or loss, either in other comprehensive income or directly in equity.

Current tax assets and liabilities for the current and prior periods are
measured at the amount expected to be recovered from or paid to the
taxation authorities, based on tax rates (and tax laws) that have been
enacted or substantively enacted by the end of the reporting period,
taking into consideration interpretations and practices prevailing in
the countries in which the Group operates.

Deferred tax is provided, using the liability method, on all temporary
differences at the end of the reporting period between the tax bases of
assets and liabilities and their carrying amounts in the consolidated
financial statements. However, if the deferred income tax arises from
initial recognition of an asset or liability in a transaction other than
a business combination that at the time of the transaction affects
neither accounting nor taxable profit or loss, it is not accounted for
as deferred income tax. Deferred income tax is determined using tax
rates (and laws) that have been enacted or substantially enacted by
the end of the reporting period and are expected to apply when the
related deferred income tax asset is realised or the deferred income
tax liability is settled.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.18 Income tax (continued)

Deferred income tax assets are recognised to the extent that it is
probable that future taxable profit will be available against which the
temporary differences can be utilised.

Deferred income tax is provided on temporary differences arising on
investments in subsidiaries and associate, except where the timing of
the reversal of the temporary difference is controlled by the Group
and it is probable that the temporary difference will not reverse in
the foreseeable future.

Deferred tax related to fair value re-measurement of available-for-
sale investments and cash flow hedges, which are charged or credited
directly to equity, is also credited or charged directly to equity and is
subsequently recognised in the income statement together with the
deferred gain or loss.

The carrying amount of deferred tax assets is reviewed at the end of
each reporting period and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or
part of the deferred tax asset to be utilised. Unrecognised deferred
tax assets are reassessed at the end of the reporting period and are
recognised to the extent that it has become probable that sufficient
taxable profit will be available to allow all or part of the deferred tax
asset to be recovered.

Deferred tax assets and deferred tax liabilities are offset if a legally
enforceable right exists to set off current tax assets against current
tax liabilities and the deferred taxes relate to the same taxable entity
and the same taxation authority.

2.19 Employee benefits

(a) Employee leave entitlements
Employee entitlements to annual leave and long service leave
are recognised when they assccrue to employees. An accrual
is made for the estimated liability for annual leave and long
service leave as a result of services rendered by employees up to
the end of the reporting period.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.19

Employee benefits (continued)

(b)  Pension obligations

The Group operates a defined contribution retirement scheme
under the Occupational Retirement Schemes Ordinance (the
“ORSO Scheme”) and another defined contribution retirement
scheme under the Mandatory Provident Fund Schemes
Ordinance (the “MPF Scheme”) for those employees of the
Group who are eligible and have elected to participate in the
schemes. The Group’s contributions to the ORSO Scheme are
made based on a percentage of the eligible employees’ basic
salaries and those made to the MPF Scheme are made based
on a percentage of the eligible employees’ relevant income as
defined in the MPF Scheme. These contributions are expensed
as incurred and are reduced by contributions forfeited by
those employees of the Group who leave the schemes prior
to the contributions vesting fully. The assets of the schemes
are held separately from those of the Group in independently
administered funds.

2.20 Provisions

2.21

Provisions for restructuring costs and legal claims are recognised
when (i) the Group has a present legal or constructive obligation
as a result of past events; (ii) it is more likely than not that an
outflow of resources will be required to settle the obligation; and
(iii) the amount can be reliably estimated. Restructuring provisions
comprise lease termination penalties and employee termination
payments. Provisions are not recognised for future operating losses.

Where there is a number of similar obligations, the likelihood that
an outflow of resources will be required in settlement is determined
by considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow of resources with
respect to any one item included in the same class of obligations may
be small.

Leases

Leases that transfer substantially all the rewards and risks of
ownership of assets to the Group, other than legal title, are accounted
for as finance leases. At the inception of a finance lease, the cost of
the leased asset is capitalised at the present value of the minimum
lease payments and recorded together with the obligation, excluding
the interest element, to reflect the purchase and financing. Assets
held under capitalised finance leases, including prepaid land lease
payments under finance leases, are included in property, plant and
equipment, and depreciated over the shorter of the lease terms
and the estimated useful lives of the assets. The finance costs of
such leases are charged to the income statement so as to provide a
constant periodic rate of charge over the lease terms.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.21

2.22

2.23

Leases (continued)

Leases in which a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating
leases. Payments made under operating leases (net of any incentives
received from the lessor) are expensed in the income statement
on the straight-line basis over the period of the lease. The Group’s
interests in leasehold land and land use rights are also accounted as
operating leases.

Where the Group is a lessor under operating leases, assets leased out
are included in property, plant and equipment in the statement of
financial position. They are depreciated over their expected useful
lives on a basis consistent with similar owned property, plant and
equipment. Rental income (net of any incentives given to lessees) is
recognised on the straight-line basis over the lease term.

Prepaid land lease payments under operating leases are initially
stated at cost and subsequently recognised on the straight-line basis
over the lease terms.

Cash and cash equivalents

For the purposes of the consolidated statement of cash flows, cash
and cash equivalents comprise balances with less than three months’
maturity from the date of acquisition, including cash and balances
with banks and other financial institutions and placements with
banks and other financial institutions.

Contingent liabilities and contingent assets

A contingent asset is a possible asset that arises from past events and
whose existence will be confirmed only by the occurrence or non-
occurrence of one or more uncertain events not wholly within the
Group’s control.

A contingent liability is a possible obligation that arises from past
events and whose existence will only be confirmed by the occurrence
or non-occurrence of one or more uncertain future events not
wholly within the Group’s control, or a present obligation arising
from past events that is not recognised either because an outflow of
resources embodying economic benefits will be required to settle the
obligation but is not probable or the amount of obligation cannot be
measured with sufficient reliability.

A contingent asset is not recognised but is disclosed in the notes
to the financial statements when an inflow of economic benefits is
probable. When the inflow is virtually certain, it will be recognised as
an asset.

A contingent liability is not recognised as a provision but is disclosed
in the notes to the financial statements. When a change in the
probability of an outflow occurs so that outflow is probable, it will
then be recognised as a provision.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.24 Related parties

A party is considered to be related to the Group if:

(a)

(®)

the party is a person or a close member of that person’s family
and that person

)

(ii)

(iii)

has control or joint control over the Group;
has significant influence over the Group; or

is a member of the key management personnel of
the Group or the Group’s parent. Key management
personnel are those persons having authority and
responsibility for planning, directing and controlling the
activities of the Bank and its holding companies, directly
or indirectly, including any directors (whether executive
or otherwise), executive committee members and senior
management (as defined under the remuneration policy)
of the Group.

the party is an entity where any of the following conditions

applies:

(i) The entity and the Group are members of the same
group.

(ii)  One entity is an associate or joint venture of the other
entity (or of a parent, subsidiary or fellow subsidiary of
the other entity).

(iii) The entity and the Group are joint ventures of the same
third party.

(iv) One entity is a joint venture of a third entity and the
other entity is an associate of the third entity.

(v) The entity is a post-employment benefit plan for the
benefit of employees of either the Group or an entity
related to the Group.

(vi) The entity is controlled or jointly controlled by a person
identified in (a).

(vii) A person identified in (a)(i) has significant influence

over the entity or is a member of the key management
personnel of the entity (or of a parent of the entity).

(viii) The entity, or any member of a group of which it is a

part, provides key management personnel services to the
Group or to the Group’s parent.

Close members of the family of a person are those family
members who may be expected to influence, or be influenced
by that person in their dealings with the entity.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

S

2.26

Dividends

Final dividends proposed by the directors are classified as a separate
allocation of retained earnings within the equity section of the
statement of financial position, until they have been approved by the
shareholders in a general meeting. When these dividends have been
approved by the shareholders and declared, they are recognised as a
liability.

Interim dividends are simultaneously proposed and declared,
because the Bank’s memorandum and articles of association
grant the directors the authority to declare interim dividends.
Consequently, interim dividends are recognised immediately as a
liability when they are proposed and declared.

Fiduciary activities

The Group commonly acts as trustees and in other fiduciary
capacities that result in the holding or placing of assets on behalf of
individuals, trusts, retirement benefit plans and other institutions.
These assets and income arising thereon are excluded from these
financial statements, as they are not assets of the Group.

CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS

The Group makes estimates and assumptions that affect the reported

amounts of assets and liabilities within the next financial year. Estimates

and judgements are continually evaluated and are based on historical

experience and other factors, including expectations of future events that

are believed to be reasonable under the circumstances.

3.1

Credit loss

The Group reviews its portfolios to assess lifetime ECL credit
impaired on a monthly basis. In determining whether a credit
impaired lifetime ECL should be recorded in the income statement,
the Group makes judgements as to whether there is any observable
data indicating that there is a measurable decrease in the estimated
future cash flows from a portfolio before the decrease can be
identified with an individual in that portfolio. This evidence may
include observable data indicating that there has been an adverse
change in the payment status of borrowers in a group, or in the
national or local economic conditions that correlate with defaults on
assets in the group of borrowers. Management uses estimates based
on historical loss experience for assets with credit risk characteristics
and objective evidence of impairment similar to those in the
portfolio when scheduling its future cash flows. The methodology
and assumptions used for estimating both the amount and timing
of future cash flows are reviewed regularly to reduce any differences
between loss estimates and actual loss experience.
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3 CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS (continued)

3.2

3.3

3.4

3.5

Fair value of derivatives

The fair values of financial instruments that are not quoted in active
markets are determined by using various valuation techniques
according to the nature of the financial instruments. These include
third party price quotation, a discounted cash flow and option
pricing models. These models are built by reputable system suppliers
and are widely used in the market. They are reviewed and calibrated
by qualified personnel independent of the area that created them.
Valuation outputs are generated from these systems using relevant
current observable market parameters and are verified before they
are used for financial reporting purposes.

Fair value of bank premises and properties

The fair value of the leasehold building is estimated based on the
valuation made by an independent professionally qualified valuer on
an open market basis.

Estimated impairment of goodwill

The Group tests annually whether goodwill has suffered any
impairment, in accordance with the accounting policy. The
recoverable amounts of cash-generating units have been determined
based on the value-in-use calculations. These calculations require
the use of estimates of discount rate and long-term growth rate.

Income taxes

The Group is subject to income taxes in numerous jurisdictions.
Significant estimates are required in determining the worldwide
provision for income taxes. There are many transactions and
calculations for which the ultimate tax determination is uncertain
during the ordinary course of business. The Group recognises
liabilities for anticipated tax audit issues based on estimates of
whether additional taxes will be due. Where the final tax outcome
of these matters is different from the amounts that were initially
recorded, such differences will impact the income tax and deferred
tax provisions in the period in which such determination is made.
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FINANCIAL RISK MANAGEMENT

4.1

Overall risk management

Pursuant to the implementation of the New Capital Accord since
January 2007, the Group has been practising sound risk management
in congruence with the principles and requirements of the New
Accord. Increased attention to corporate governance, Board
oversight and a top-down approach permeated through the Group’s
risk management structure, processes, policies and internal control.
In particular, following the establishment of the Basel III framework
which promotes the resilience of banks’ liquidity risk profile, the
Group has been sufficiently upgrading its liquidity risk management
standards. For its business plan and activities, the Group identifies,
assesses, monitors, controls, reports and reviews the major risks to
ensure capital adequacy, compliance with regulatory guidelines, and
adherence to the Board’s risk appetite, including during times of
stress.

Risk management structure and principles

The Group has established policies and procedures for the
identification, measurement, control and monitoring of risk factors
(including credit, liquidity, market, interest rate, operational,
reputation, strategic, legal and compliance risks). Central to the
Group’s risk management is the Board’s oversight, which ultimately
endorses all core risk management policies and their subsequent
amendments. Two Risk Management Committees, one at Board
level and the other at senior executive level, reinforce the Board and
management’s oversight in the risk management structure, process
and policies. The management of the Group, the relevant functional
committees and the Risk Management Department review and
revise these policies and procedures on a regular basis. The Group’s
Internal Audit Department also performs regular independent
review on compliance with policies and procedures.

Launch of new products and services

The launch of new banking products and services has to go
through the essential steps of a development and approval process
to ensure their commercial viability, ethical suitability and
statutory compliance. The Product Development and Management
Department or other relevant business unit is responsible to prepare
a proposal for any new product or service to the New Product &
Business Committee (chaired by a Deputy Chief Executive of the
Bank) for approval. The main objective of the process is to identify
and assess the risks associated with the product, and to implement
steps to mitigate or control these risks.

In accordance with New Basel Accord, the Group adopts the
following approaches for its credit, market and operational risk
exposure in the calculation of its capital adequacy ratio (“CAR”):

Credit risk
Market risk
Operational risk

- Standardized approach
- Standardized approach
- Basic indicator approach
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Overall risk management (continued)
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk

Credit risk is the risk that a borrower or counterparty of the Group
will be unable or unwilling to honour a repayment obligation.
The Group has standards, policies and procedures and designated
functional departments in place to control and monitor these risks.

The Group devotes considerable resources to maintaining sound
credit risk management. Management has set credit policies and
systems to identify, measure, monitor and control risks inherent
in various lending businesses. This process ensures prudence,
minimises operational omissions in credit matters, and aims at early
detection of potential problems, thereby minimising business loss.

High-level credit policies of the Group are set, reviewed and
constantly updated by the relevant functional departments and
committees, and for prominent issues, by the management or even
the Board to take balanced account of dynamic market situations,
regulatory requirements, the Group’s usual prudent lending
practices and its latest business strategies. All these credit policies,
processes and practices, as they are developed, updated, reviewed
and revised, are written from time to time into Credit Manuals and
supplementary lending product manuals for internal control and
compliance purposes. Given the Bank’s privatisation in late 2010
and its subsequently more intimate alignment with the policies and
risk appetite of ICBC (the “Parent Bank”), the Bank’s credit risk
management have been increasingly taking into account the Parent
Bank’s credit process, policies and information. This is with an
ultimate goal to fit constructively into the Parent Bank’s unified and
consolidated credit risk policy.

Credit authorities are delegated to individual approvers for
efficiency and productivity purposes. Except for taxi/public light
bus loans, and consumer loans with small amount, no business
originating units can singly approve any loan. Loans approved by
business originating units are subject to approval criteria pre-set
by the Credit Function or Credit Committee. Otherwise, the Group
requires a “dual” approval whereby loan proposals shall require
joint approval by the Business Line and Credit Function. The Bank’s
Credit Committee, which deliberates all credit policies and large
loans, within its credit authority approved by the Parent Bank, shall
not pass any credit-related proposal if its Credit Function approvers
disagree. Only the sizable loan proposals deliberated by the Credit
Committee would be submitted to final approver for signature if and
where it is needed.
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4 FINANCIAL RISK MANAGEMENT (continued)

4.2

Credit risk (continued)

The Credit Approval Department (CAD) and the Loans
Administration Department (LAD) are the centralised departments
in the Bank mandated to carry out credit assessment and credit
administration respectively. They perform independent credit
assessment, post-approval credit administration and other credit
control functions to ensure that the credit process complies with
credit policies and guidelines laid down by the management.
Apart from the independent credit assessment and matrix
approval process, regular post-approval inspection by the Credit
and Investment Management Department (CMD) and audits are
conducted on specific loan portfolios or operating units in the credit
process. To maintain their independence, the Credit Approval
Department, Loans Administration Department and Credit and
Investment Management Department of the Bank have direct
reporting lines to a Deputy Chief Executive who is independent of
business. The same control, supplemented by system support and
regular mark-to-market by the Risk Management Department, also
applies to the counterparty credit risk of all derivative products.

The Group employs RAROC techniques to help ensure that its loan
assets are commensurately priced on a credit risk-adjusted basis
according to Basel Internal Rating principles.

Management spares no efforts in monitoring the quality and
behavior of the loan portfolio. The Group’s internal credit
risk grading system consisting of 21 grades built on Basel
Internal Rating-Compliant Attributes is adopted for credit risk
differentiation purposes. With internal data to be constantly
enriched through years of experience, it is expected that the Group
can make further use of the credit statistics to profile and track down
credit risk migration, to measure loan default probabilities and to
practise other credit risk management processes, of which the new
credit rating model is and will substantially be an integral part.

The Group’s credit risk appetite is spelt out, disseminated and
referred to in daily credit decisions. The purpose is to limit the range
of credit proposals presented in the credit approval process to those
that fit the Group’s risk appetite developed out of the Group’s past
experience, the Board’s preference and risk/reward evaluation.
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4 E?J‘%EL Fﬁ%ﬁ (%) 4 FINANCIAL RISK MANAGEMENT (continued)
4.2 f5 FEBE (a0 4.2 Credit risk (continued)
A SRAT S R\ 4 JF AR - KL > BME AR The Bank is vigilant about risk concentration and has therefore been
JFUEAT AR AE P R PR o S AR SR AT RE 2R practising credit risk exposure limits to individual customers in
Fe ] > AT 28 K b [ i 35 AT R o absolute amount and as a percentage of the Bank’s equity, to industry
sectors and to geographical markets.
REMZER—EARETEERFEKI AE The Group’s quarterly credit guidelines and loan portfolio review
AT o B E AP SR > s € R have been implemented for years. In economic bad times, it is
JE B3 B FE 5 it > DA R B RS e A A R basic to the mechanism for initiating pre-emptive measures to help
HMAEZBEER - BUAEE I B BT 045 R & stabilise the quality of the Group’s loan asset portfolio. These have by
ZRES] ~ AT R F AR R BORIERH now been supplemented by the Parent Bank’s credit risk appetites,
BEAT 05 50 8 JR 3 A 48 [ ) B X SE 7S A WA 3 industry and common customer credit policies. The credit resources
Bhas > ANEiE R PhiE - e - {5 SER Ak of the Parent Bank have been significantly useful to the Group in its
WIRSR o loan business, in customer selection, screening, credit review and
decision.
7 45 [ AR DL B A B A N EE AR o MR B IR The Group attaches increasing importance to post-approval risk
EEMAME A F > WL REEE o W monitoring. This is performed by the Credit and Investment
B % 5 A O B v g AL B A 5 AR s B Management Department which reviews for potentially problematic
& o 1M H AR % AR AN AR B it B TS g kAl borrowing accounts and performs group review of special mention
B tia RS E S - accounts and customers in high risk portfolios. It is also performed
by Business Line relationship managers and Credit Approval
Department who identify and review Early Warning List customers.
(a)  JFG I 5 Al 1 B0 58 7 i 7T (a)  Maximum exposure to credit risk before collateral held or other
KA A credit enhancements
2018 2017
T#x T T
HK$’000 HK$’000
fAlgEEaAfiRNZEN Credit risk exposures relating to on-balance
Mg w4 sheet assets are as follows:
B4z A SR AT (7] 26 B Ath Cash and balances with banks and other
G B E 2 45 % financial institutions 151,374,532 160,925,901
1E SR AT [7] 36 Ko LAt <5 Fil Placements with and advances to banks and
W 2 A7k T B other financial institutions 74,217,313 78,670,984
DL E AR R 25 3£ Financial assets at fair value through profit or loss
N R4 BB 525,689 731,157
i e TH Derivative financial instruments 9,144,877 15,394,138
R B A BRI Advances and other accounts 475,789,393 459,830,199
ik 80 & & M E Available-for-sale financial investments - 77,623,934
A2~ {8 (1 468 G Al 22 T WAL 4 Financial investments measured at fair value through other
ARE R & comprehensive income 101,065,910 -
A =2 R Held-to-maturity financial investments - 95,184,634
DA B RS AR AR 4 il i s Financial investments measured at amortised cost 66,214,809 -
HoAh & E Other assets 12,378,929 6,976,029
ARgEaAfiRUZ Credit risk exposures relating to off-balance
15 W B gt A sheet items are as follows:
B FOR  M HAE B B R G Loan commitments and other credit related commitments 216,915,331 233,727,162
BRI R S HAM A SEAHBH 5 /A B4 8 Financial guarantees and other credit related
contingent liabilities 20,572,950 24,421,396

R S 5 1 A PR R

At the end of the reporting period

1,128,199,733

1,153,485,534
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

Credit quality

Gross loans and advances

The credit quality of the portfolio of loans and advances at the
end of the reporting periods can be assessed by reference to the
internal rating system adopted by the Group.

The Credit Function and Credit Committee decide an
individual borrower’s credit rating. Credit rating is a function
of quantitative and management attributes that include
economic outlook, account conduct and industry risk. The
Group has a different rating scale for large corporates and
SMEs. The external ratings of S&P, Moody’s and Fitch will be
referenced, if available.

The following table gives a mapping of the internal rating of
the portfolio of loans and advances that were neither past due
nor impaired to the loan classification framework adopted by
the HKMA.

Pass Grades Ato]
Special Mention Grades KtoL
Grades A - J: Loans where borrowers are currently meeting
commitment and full repayment of interest and principal
is not in doubt. There are 10 grades within the performing
category from A to J.

Grades K - L: All pass grade borrowers which have overdue
loans for a period exceeding one month are downgraded
to special mention rating or below, unless with strong
justification irrespective of the internal ratings. Borrowers
exhibiting one or more of the characteristics per the HKMA’s
special mention or non-performing grades definition or as
the general economic environment deteriorates, may also be
graded K & L, notwithstanding the absence of overdue loan
or default record. This is a stringent credit rating approach to
raise the Group’s credit risk alertness.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

Credit quality (continued)

Gross loans and advances (continued)

Loans and advances individually impaired

The Group has a policy to govern customers downgraded to
the NPL grades when their unsecured loans are overdue over
90 days. It is very seldom that a borrower with an unsecured
loan outstanding due for over 90 days would be retained in
performing loan instead of impaired. Impaired borrowing
accounts are typically transferred to management by the
Special Assets Department, so that the prospect and means
of recovery can be more independently evaluated, decided
and implemented. The Special Assets Section under Credit
and Investment Management Department may not take any
immediate recovery action. It may even help in circumstances
where the customer in question is deemed to be able to be
rehabilitated and the collateral is important to the customer’s
continued business operation. The Group may at times join
or seek agreement with other creditor banks to stand still in
concert. Otherwise, the Group will take appropriate measures
to preserve the customer’s assets, to maximise recovery and to
quickly realise property collateral in a timely manner either by
private sale or by public auction at prices that are in acceptable
proximity to the average of several external valuations.

The Group adopts an objective individual impairment
policy in compliance with the requirement of HKFRS 9
(2017:HKAS39). Impairment requirement, if any, can
always be traceable back to reasonably expected discounted
repayment cash flows and/or the assessed net realisable value
of the collateral.

Renegotiated loans that would otherwise be past due or
impaired

Restructuring activities include extended payment
arrangements, approved external management plans,
modification and deferral of payments. Following
restructuring, a previously overdue customer account is reset
to a normal status and managed together with other similar
restructured debts by the Special Assets Section under Credit
and Investment Management Department. Restructuring
policies and practices are based on indicators or criteria which,
in the judgement of management, indicate that payment will
most likely continue. These policies are kept under continual
review. Renegotiated loans that would otherwise be past due
or impaired totalled HK$239 million as at 31 December 2018
(2017: HK$582 million). They are retained in non-performing
loans as long as there is no sufficiently good reason to believe
that the obligor will be able to sustainably meet the re-
scheduled loan repayment terms.
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4 E?J‘%EL Fﬁ%ﬁ (%) 4 FINANCIAL RISK MANAGEMENT (continued)
4.2 'f% Pﬂ EL Fﬁi (%) 4.2 Credit risk (continued)
(b) [FEHF (#) (b)  Credit quality (continued)
YRR H A R IE A (4) Gross loans and advances (continued)

B REB i BERB

Stage 1 Stage 2 Stage 3 2018 2017
{7 BERE AR EEIEE T#T T#x T#T T#x T#T
Credit rating Internal rating HK$°000 HK$’000 HK$’000 HK$’000 HK$°000
EH S Pass grade A-E 135,790,250 11,708,930 - 147,499,180 114,179,679
F-H 189,691,709 10,302,530 - 199,994,239 212,912,953
1] 90,759,458 22,209,342 - 112,968,800 129,321,106
R T A S Special mention grade K-L 1,724,760 13,771,172 - 15,495,932 3,421,737
WA~ WTRE - E5IHAR Substandard, Doubtful,
Loss grade M-O - - 3,895,829 3,895,829 3,063,807
M5t Total 417,966,177 57,991,974 3,895,829 479,853,980 462,899,282
RS A FORE — > % = P Boa IR g8 1 The following table sets out information about the overdue
J<g status of loans and in Stages 1, 2 and 3.
BB BB BEREB
Stage 1 Stage 2 Stage 3 2018 2017
TH# T#x T#x T#n Tt
HK$’000 HK$°000 HK$’000 HK$’000 HK$’000
H 45 Current 417,818,142 57,209,683 254,243 475,282,068 462,080,606
813 30 H Past due up to 30 days 147,389 52,797 4,387 204,573 763,114
i H31-60 H Past due 31-60 days 646 482,501 146,694 629,841 37,789
i i#e1-90 H Past due 61-90 days - 246,993 43,468 290,461 1,402
w190 H A | Past due over 90 days - - 3,447,037 3,447,037 16,371
i Total 417,966,177 57,991,974 3,895,829 479,853,980 462,899,282
BRAEE R S HA BRTE AR AR Ah > A B — NE R —F Other than gross loans and advances, no financial assets were
— LA 2 A R N AT R E A B past due but not impaired at the end of the reporting periods of
BE R - 2018 & 2017.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

Credit quality (continued)

Debt and equity securities

The table below presents an analysis of financial investments
by rating agency designation at 31 December, based on S&P’s
ratings or their equivalent to the respective categories of
financial investments. In the absence of such issue ratings, the
rating scale adopted by the issuers is used.

Financial assets at fair value through profit or loss

2018 2017

Mk Hst

Total Total

T#L T I

ZZ— N\ 2018 HKS$’000 HK$°000
AAA AAA - -
AA-ZAA+ AA-to AA+ - =
A-FA+ A-to A+ - =
IS A - Lower than A- - _
P i3 Unrated 525,689 731,157
bk Total 525,689 731,157
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4 Efj‘%m Fﬁ% I@ (%) 4 FINANCIAL RISK MANAGEMENT (continued)

4.2 'f% Fﬁ EL Fﬁi (%) 4.2 Credit risk (continued)

(b) [FEHF (#) (b)  Credit quality (continued)
125 K 7 7 5 (4%) Debt and equity securities (continued)
DL 2 1 A 40 il 2 i 0 2 A e <8 vl
(o F— LA A S mhaty)

Financial investments measured at fair value through other
comprehensive income (2017: Available-for-sale financial

investment)
2018 2017
il s BB BERB 5t st
Stage 1 Stage 2 Stage 3 Total Total
T¥#L T#L T# T T# T T
ZR N\ 2018 HK$’000 HK$’000 HKS$’000 HKS$’000 HK$°000
AAA AAA 12,040,602 - - 12,040,602 8,732,734
AA-ZEAA+ AA-to AA+ 7,886,070 - - 7,886,070 9,157,850
A-EA+ A-to A+ 46,971,695 - - 46,971,695 35,988,529
EHAA- Lower than A- 18,314,191 805,980 - 19,120,171 14,538,529
P30 Unrated 14,976,104 71,268 - 15,047,372 9,206,292
Mgt Total 100,188,662 877,248 - 101,065,910 77,623,934
DABRSS AR AR & Bt (=% —-b4F Financial investments measured at amortized cost (2017:
e EEIE R ki) Held-to-maturity financial investment)
2018 2017
BB BB WK B stk M
Stage 1 Stage 2 Stage 3 Total Total
T#IL T Tt Tt T
ZR®— N\ 2018 HK$’000 HK$’000 HK$’000 HK$’000 HK$°000
AAA AAA 9,612,159 - - 9,612,159 11,536,555
AA-EAA+ AA-to AA+ 20,391,326 - - 20,391,326 24,820,364
A-FA+ A-to A+ 17,134,123 - - 17,134,123 38,060,000
&R A- Lower than A- 3,814,578 109,032 - 3,923,610 9,007,553
FNLE Unrated 14,708,486 445,105 - 15,153,591 11,760,162
Mgt Total 65,660,672 554,137 - 66,214,809 95,184,634
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

(d)

Credit quality (continued)

Debt and equity securities (continued)

Investment portfolio

As at 31 December 2018, the Group’s debt securities portfolio
amounted to HK$162.9 billion, a 6% decrease over the
HK$172.6 billion as at 31 December 2017. HK$43 billion or
26% of the portfolio will mature in 2019. The majority of the
portfolio is denominated in USD, HKD and CNY whereas the
rest are in other currencies, such as AUD and EUR. 59% of the
portfolio is kept in the measured at FVTOCI book category,
70% of the portfolio falls within the investment grade category.
The Group’s debt securities portfolio operates under a strict
and prudent risk management framework and is in compliance
with all pre-determined internal investment guidelines, which
are reviewed and approved annually by the Credit Committee
and ALCO.

Derivatives

The Group maintains strict control limits on open derivative
positions. At any one time, the amount subject to credit risk
is limited to the current fair value of instruments that are
favourable to the Group (i.e., assets where their fair values
are positive), which is only a small fraction of the contracts in
relation to derivatives, or is not limited to the notional values
used to express the volume of instruments outstanding. This
credit risk exposure is managed as part of the overall lending
limits with counterparties on nominal amounts. Collateral or
other security is obtained for credit risk exposures either in
the form of margin deposits or when the accrued marked-to-
market loss exceeds a pre-determined threshold.

Master netting arrangements

The Group further restricts its exposure to credit risk by
entering into master netting arrangements with counterparties
with which it undertakes a significant volume of transactions.
Master netting arrangements do not generally result in an
offset of assets and liabilities in the statement of financial
position, as transactions are usually settled on a gross basis.
However, the credit risk is reduced by a master netting
arrangement to the extent that if an event of default occurs, all
amounts with the counterparty are terminated and settled on a
net basis.
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4 FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(e)

(1))

()

Credit-related commitments

The primary purpose of these instruments is to ensure that
funds are available to a customer to settle his obligations
as required. Guarantees and standby letters of credit which
represent irrevocable assurances that the Group will make
payments in the event that a customer cannot meet its
obligations to third parties carry the same credit risk as loans.
Documentary and commercial letters of credit which are
written undertakings by the Group on behalf of a customer
authorising a third party to draw drafts on the Group up to
a stipulated amount under specific terms and conditions are
collateralised by the underlying shipments of goods to which
they relate and therefore carry less risk than direct lending.

Commitments to extend credit represent unused portions of
authorisations to extend credit in the form of loans, guarantees
or letters of credit. With respect to credit risk on commitments
to extend credit, the Group is potentially exposed to loss in an
amount equal to the total unused commitments.

However, even in the worst scenario, loss is likely to be less
than the total unused commitments, as most commitments
to extend credit are contingent upon customers maintaining
specific credit standards. The Group monitors the term
to maturity of credit commitments because longer-term
commitments generally have a greater degree of credit risk
than shorter-term commitments.

Collateral and other credit enhancements

The Group holds collateral against loans and advances to
customers in the forms of mortgages over property, other
registered securities over assets, cash deposits and guarantees.
Collateral generally is not held over loans and advances to
banks, except when securities are held as part of reverse
repurchase and securities borrowing activity. Collateral held
as security for financial assets other than loans and advances is
determined by the nature of the instrument.

Credit risk stress test

In accordance with the HKMA'’s supervisory policy manual,
the Group runs the credit risk stress test periodically in
estimation of the probable credit loss in mild, moderate and
severe crisis scenarios. The Group performs the credit risk
stress test on the basis of the empirical data gathered during
the Asian financial crisis spanning 1998 and 2004 (including
the 2003 SARS epidemic and the 2008 financial tsunami).
The Senior Executive Risk Management Committee reviews
the stress test, its parameters and their impact on the Group’s
regulatory capital adequacy ratio. Contingency measures will
be devised to control possible adversities, if deemed necessary.
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FINANCIAL RISK MANAGEMENT (continued)
4.2 Credit risk (continued)
(g)  Credit risk stress test (continued)

The following table summarises the result of the Group’s latest
credit risk stress tests.

e 2¢: 3 R4

+oASt—0 FoHE+H

31 December 31 December

i BE A BL Crisis scenario 2018 2017
WA ANBELSRHRA (FEET) Mild Non-performing loans (“NPL”)

(HKS$’ million) 7,774 7,568

N J ) BB EE 2% (%) NPL ratio (%) 2.16% 2.19%

TEMAE K (A &) Expected credit loss (HK$’ million) 6,201 5,729

WA AN E &SRR (A ##T) Moderate  NPL (HK$’ million) 10,434 10,105

AN B # B AR B 3R (%) NPL ratio (%) 2.90% 2.93%

TEHA(E K (3 & o0) Expected credit loss (HK$’ million) 8,123 7,418

BE ORBERHEREA (A T) Severe NPL (HK$’ million) 12,927 12,475

8 % B R L B 2% (%) NPL ratio (%) 3.60% 3.62%

TG R L (H & oT) Expected credit loss (HK$ million) 10,196 9,276
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All the above credit risk reports are reviewed quarterly by
the Senior Executive Risk Management Committee. Warning
signals or policy deviations, if any, will be investigated,
discussed, rectified or dealt with, and, if necessary, be reported
to the Board in due course for information, instruction or
approval.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(h)

Comparative information under HKAS39

Gross loans and advances

@

Distribution of gross loans and advances by credit

MR R quality is summarised as follows:
2017
TH#TT
HK$’000
K H AR B 2 8k S H A R IE A Gross loans and advances to customers and other accounts:
— FE % 781 H1 7R R 8 - neither past due nor impaired 457,244,802
— B E R 8 — past due but not impaired 818,676
— BB E — impaired 3,063,807
ST [F] 3 2 Bk B HoAth W H AR A Gross loans and advances to banks:
— B oK 81 B 8 R W (E - neither past due nor impaired 1,771,997
— O E R s - past due but not impaired -
— B E - impaired -
FE - RATR RO MR B 2 B Gross loans and advances to customers, banks and other accounts
T o Ath M K K 3 462,899,282
JRES T FILE Accrued interest 1,328,277
464,227,559
Tk (L P A Less: Impairment allowances
— {8 Bl FE A - Individually assessed (2,107,891)
— A R SR — Collectively assessed (2,289,469)
459,830,199
(i)  BRAR1 HA N R W AE 2 Bk S HoA R (i) Distribution of gross loans and advances that are neither
TH AR past due nor impaired
SR LA
+-H=+—H
£i £2 - % 8 T A 31 December
Credit rating Internal rating 2017
1E# SR A Pass grade A-E 113,361,003
F-H 212,912,953
I-] 129,321,106
B 7 4% 1 Special mention grade K-L 3,421,737
Hast Total 459,016,799
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FINANCIAL RISK MANAGEMENT (continued)
4.2 Credit risk (continued)
(h)  Comparative information under HKAS39(continued)
Gross loans and advances (continued)

(iii) Gross loans and advances which were past due but not

A impaired
DA 23 M7 81 718 8 i 25 3 4% AR B E 40 The analysis below shows the gross loans and advances
WERBUAZ %5 RRATR 2 & to customers and banks that were past due but not
K B At M TH A A impaired at the end of the reporting periods:
2017
T T
HK$’000
780 1) AN e A 30 H Past due up to 30 days 763,114
A i31-60 H Past due 31-60 days 37,789
#i H61-90 H Past due 61-90 days 1,402
w90 H LA | Past due over 90 days 16,371
Aat Total 818,676
HEHR 2 AP (H Fair value of collateral 730,469

A AT it M 7o R R R At R T
RH VEFA B2 A R

JH At B T 4 B 2 HE A
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Where collateral values are greater than gross loans and
advances, only the amount of collateral up to the gross
loans and advances was included.
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4 FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(h)  (E gl R ) F395E T AT H BB

(#8)

B R F A IR I AR (47
(v) B R SRAT A 2 0 2 1 il (e £

Comparative information under HKAS39(continued)

Gross loans and advances (continued)
(iv) Loan impairment allowances against advances to

g customers and banks
1 Bl 34 M
Individual Collective Fik )
assessment assessment Total
T T TH#s T TH#s T
“E b 2017 HK$’000 HK$000 HK$’000
Bk S HAB R I Bk (E #5542 8 ©  Movement in impairment allowances on loans and
advances:
R_FE—LFE—H—H&% Balance at 1 Junuary 2017 1,828,704 1,972,715 3,801,419
EAEREPS Impairment losses 312,250 246,758 559,008
T B R R U ] 2 B K Loans written off as uncollectibles (37,759) - (37,759)
ifE 8 2% 1B A 1 B2 3K Unwinding of discounts of loan impairment
(L 75 A B0 5 438 ) allowances recognised as interest income (26,498) - (26,498)
o 1] 38 A 4 B AR Recoveries of loans written off in previous years 2,387 - 2,387
T 5, % JFCAth i 5 Exchange and other adjustement 28,807 69,996 98,803
2,107,891 2,289,469 4,397,360
ik A - Deducted from:
&P AR Advances to customers 2,107,891 2,257,832 4,365,723
SRATIA] ZEEE R Advances to banks - 6,139 6,139
ek 3 Trade bills = 25,498 25,498
2,107,891 2,289,469 4,397,360
SR E Financial Investment
S T B W AR A 2 Movement in provision for impairment allowances on

financial investment:

“EZ—-tHE+-A=+—H

31 Dec 2017

1k g B ER R

Available- Held-to-

for-sale maturity

T T

HK$’000 HKS$’000

W_FE—LFE—H—H At 1 January 2017 82,923 =
SRR (3 [0]) S B R A Net (write-back)/charge for the year (4,363) (2,229)
W_F—-tHt+-_H=+—H At 31 December 2017 78,560 (2,229)
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(i)

Amounts arising from ECL

Significant increase in credit risk

When determining whether the risk of default on a
financial instrument has increased significantly since initial
recognition, the Group considers reasonable and supportable
information that is relevant and available without undue
cost or effort. This includes both quantitative and qualitative
information and analysis, based on the Group’s historical
experience and expert credit assessment and including
forward-looking information.

The objective of the assessment is to identify whether a
significant increase in credit risk has occurred for an exposure
by comparing:

- the remaining lifetime probability of default (PD) as at
the reporting date; with

- the remaining lifetime PD for this point in time that
was estimated at the time of initial recognition of
the exposure (adjusted where relevant for changes in
prepayment expectations).

The Group uses three criteria for determining whether there
has been a significant increase in credit risk:

- quantitative test based on movement in PD;
- qualitative indicators; and
- a backstop of 30 days past due

Credit risk grades

The Group allocates each exposure to a credit risk grade
based on a variety of data that is determined to be predictive
of the risk of default and applying experienced credit
judgement. Credit risk grades are defined using qualitative and
quantitative factors that are indicative of risk of default. These
factors vary depending on the nature of the exposure and the
type of borrower. Credit risk grades are defined and calibrated
such that the risk of default occurring increases exponentially
as the credit risk deteriorates so, for example, the difference
in risk of default between credit risk grades 1 and 2 is smaller
than the difference between credit risk grades 2 and 3.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(i) Amounts arising from ECL (continued)

/3/77/—5/’3@‘@5/‘77/ () Credit risk grades (continued)
V4R WE BB IRE > 4% JE B o JEAE — 15 R Each exposure is allocated to a credit risk grade on initial
B 5% IE:'ﬂJ R A B j& %\ /\ iR recognition based on available information about the borrower.
ﬁﬂ o JE\ B B A B A HYHBE Exposures are subject to ongoing monitoring, which may result
AT (9 45 R JEL e 5 in an exposure being moved to a different credit risk grade.
N 3R BHUR AR AR AR AL 0 R A The table below provides an indicative mapping of how the
JE Far 4% FI| B 7 Z’] R i (LA 4 Group’s internal credit risk grades relate to PD and, for the loan
EIEUNENERE 2 ) portfolio (include the impact of contractual maturity date).
1216 F fn
15 A i
£vi 1 WF 8% T W A% 12 month weighted
Credit rating Internal rating average PD
WA Pass grade A-E 0.65%
F-H 0.96%
I-] 0.70%
A T A5 Special mention grade K-L 22.46%
WAL~ TTEE ~ B HE A Substandard, Doubtful, Loss grade M-O 100.00%

ELE TR 1R AR e 1

i g A5 ) 7 7 o e ) 7 A 1 5 4
HA S A T B A R o AR A
R ERI A SN Sk g SNV
TR o 8 [ DA % i B A KON T LA
B A5 R a\ B AR A A - B TS
& > I &6 F AN FE 255 i
HO R o A AR M) A R R A A3 Al
B 0 B K Al RS B BR R 5 A Y
t%%i&%%hﬁ SNl JEER 2R
J 5

T E {7 1 I A 77 B

A BT AR S BT AL A T B
00 i Tl 0 L AR R o A T
R B A 7 5 3 AT < TR 2 A K
AR o AR B R 3R o 2 75 1 5B

BB R RS S04 58 45 R
B -

s LB B8 A 1 00 U i DA 2 S
HEhn U R B AR I 45 LB G B
FAMRZ EERER > HoRMAEHEE &
I AT B IRE R AT R W o A A A T AR
Je i Y ) ) e g s B L - 5 A
X0 E R B o %5 R YER R TR
TEH By B A B A8 1 A

Generating the term structure of PD

Credit risk grades are a primary input into the determination
of the term structure of PD for exposures. The Group collects
performance and default information about its credit risk
exposures analysed by jurisdiction or region and by type of
product and borrower as well as by credit risk grading. For
some portfolios, information purchased from external credit
reference agencies is also used. The Group employs statistical
models to analyse the data collected and generate estimates
of the remaining lifetime PD of exposures and how these are
expected to change as a result of the passage of time.

Determining whether credit risk has increased significantly
The Group assesses whether credit risk has increased
significantly since initial recognition at each reporting date.
Determining whether an increase in credit risk is significant
depends on the characteristics of the financial instrument and
the borrower, and the geographical region. What is considered
significant differs for different types of lending, in particular
between wholesale and retail.

The credit risk may be deemed to have increased significantly
since initial recognition based on qualitative factors linked
to the Group’s credit risk management processes that may
not otherwise be fully reflected in its quantitative analysis on
a timely basis. This will be the case for exposures that meet
certain heightened risk criteria, such as exposure on a watch
list. Such qualitative factors are based on its expert judgment
and relevant historical experiences.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(i)

Amounts arising from ECL (continued)

Determining whether credit risk has increased significantly
(continued)

As a backstop, the Group considers that a significant increase
in credit risk occurs no later than when an asset is more than
30 days past due. Days past due are determined by counting the
number of days since the earliest elapsed due date in respect
of which full payment has not been received. Due dates are
determined without considering any grace period that might
be available to the borrower.

If there is evidence that there is no longer a significant
increase in credit risk relative to initial recognition, then the
loss allowance on an instrument returns to being measured
as 12-month ECL. Some qualitative indicators of an increase
in credit risk, such as delinquency or forbearance, may be
indicative of an increased risk of default that persists after the
indicator itself has ceased to exist. In these cases, the Group
determines a probation period during which the financial
asset is required to demonstrate good behaviour to provide
When
contractual terms of a loan have been modified, evidence that

evidence that its credit risk has declined sufficiently.

the criteria for recognising lifetime ECL are no longer met
includes a history of up-to-date payment performance against
the modified contractual terms.

The Group monitors the effectiveness of the criteria used to
identify significant increases in credit risk by regular reviews
to confirm that:

- the criteria are capable of identifying significant
increases in credit risk before an exposure is in default;

- the criteria do not align with the point in time when an
asset becomes 30 days past due;

- the average time between the identification of a
significant increase in credit risk and default appears
reasonable;

- exposures are not generally transferred directly from
12-month ECL measurement to credit-impaired; and

- there is no unwarranted volatility in loss allowance from
transfers between 12-month PD (Stage 1) and lifetime
PD (Stage 2).
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(i)

Amounts arising from ECL (continued)
Definition of default
The Group considers a financial asset to be in default when:

- the borrower is unlikely to pay its credit obligations
to the Group in full, without recourse by the Group to
actions such as realising security (if any is held);

- the borrower is more than 90 days past due on any
material credit obligation to the Group. Overdrafts are
considered as being past due once the customer has
breached an advised limit or been advised of a limit
smaller than the current amount outstanding; or

- it is becoming probable that the borrower will
restructure the asset as a result of bankruptcy due to the
borrower’s inability to pay its credit obligations.

In assessing whether a borrower is in default, the Group
considers indicators that are:

- qualitative: e.g. breaches of covenant;

= quantitative: e.g. overdue status and non-payment on
another obligation of the same issuer to the Group; and

- based on data developed internally and obtained from
external sources.

Inputs into the assessment of whether a financial instrument is
in default and their significance may vary over time to reflect
changes in circumstances. The definition of default largely
aligns with that applied by the Group for regulatory capital
purposes.

Incorporation of forward-looking information

The Group incorporates forward-looking information into
both the assessment of whether the credit risk of an instrument
has increased significantly since its initial recognition and the
measurement of ECL.

The Group formulates three economic scenariosa: a base
case, which is the median scenario assigned a 50% probability
of occurring, and two less likely scenarios, one upside and
one downside, assigned a 12.5% and 37.5% probability of
occurring respectively.

The Group has identified and documented key drivers of
credit risk and credit losses for each portfolio of financial
instruments and, using an analysis of historical data, has
estimated relationships between macro-economic variables
and credit risk and credit losses.

The key drivers for credit risk for loan portfolios are: Hong

Kong CPI, China unemployment rates and Hong Kong Retail
Property Price Index., etc
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

G)  EHBEHEHERS 5 ) (i) Amounts arising from ECL (continued)
ANoFE— NNE+_H=+—H R The economic scenarios used as at 31 December 2018 included
REHUEIEUTRE -E—IFERE the following key indicators for the years ending 31 December
7344@1‘ A=Z=+—HIE&FEENE 2019 to 2023.
BAGHE -
2019 2020 2021 2022 2023
7 it T 2 M 45 Hong Kong CPI Hi Base 210%  220%  240%  2.60%  2.60%
(BB 5 LE) (Percentage change) ]k Upside 7.03% 6.47% 2.13% -2.46% 6.77%
N Downside 0.56% 1.66% 3.06% 8.70% 7.39%
o B Ok S China unemployment rates %k " Base 4.00% 4.00% 4.00% 4.00% 4.00%
(8 [ 4 tb) (Percentage change) m E Upside 4.10% 4.00% 4.20% 4.30% 4.14%
LN Downside 3.60% 4.00% 4.30% 4.20% 4.20%
FETHEYEMMEIEHE  Hong Kong Retail i Base 2.26% 3.97% 3.94% -5.46% -5.46%
(ZH) [ 5 L) Property Price Index ] b Upside 27.29% 28.44% 20.52% 2.84% 1.13%
(Percentage change) ] Downside -22.06% -6.40% -7.26% -2.07% 0.59%

I SR 5 A58 B < il 7 A5 AL R A Rl
HH 25 2 [i] B9 7 A B AR % 2R 0 20 i 510
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Predicted relationships between the key indicators and default
and loss rates on various portfolios of financial assets have
been developed based on analysing historical data over the past
10 to 15 years.

The key inputs into the measurement of ECL are the term
structure of the following variables:

- probability of default (PD);
- loss given default (LGD); and
- exposure at default (EAD).

ECL for exposures in Stage 1 is calculated by multiplying the
12-month PD by LGD and EAD. Lifetime ECL is calculated
by multiplying the lifetime PD by LGD and EAD. The
methodology of estimating PDs is discussed above under the
heading ‘Generating the term structure of PD’.

LGD is the magnitude of the likely loss if there is a default.
The Group estimates LGD parameters based on the history
of recovery rates of claims against defaulted counterparties.
The LGD models consider the structure, collateral, seniority
of the claim, counterparty industry and recovery costs of any
collateral that is integral to the financial asset.

EAD represents the expected exposure in the event of a default.
The Group derives the EAD from the current exposure to the
counterparty and potential changes to the current amount
allowed under the contract and arising from amortisation.
The EAD of a financial asset is its gross carrying amount
at the time of default. For lending commitments, the EADs
are potential future amounts that may be drawn under the
contract, which are estimated based on historical observations
and forward-looking forecasts. For financial guarantees, the
EAD represents the amount of the guaranteed exposure when
the financial guarantee becomes payable. For some financial
assets, EAD is determined by modelling the range of possible
exposure outcomes at various points in time using scenario
and statistical techniques.
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4 FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(i)

Amounts arising from ECL (continued)

As described above, and subject to using a maximum of a
12-month PD for Stage 1 financial assets, the Group measures
ECL considering the risk of default over the maximum
contractual period (including any borrower’s extension
options) over which it is exposed to credit risk, even if, for
credit risk management purposes, the Group considers a
longer period. The maximum contractual period extends to
the date at which the Group has the right to require repayment
of an advance or terminate a loan commitment or guarantee.

However, for credit card facilities that include both a loan and
an undrawn commitment component, the Group measures
ECL over a period longer than the maximum contractual
period if the Group’s contractual ability to demand repayment
and cancel the undrawn commitment does not limit the
Group’s exposure to credit losses to the contractual notice
period. These facilities do not have a fixed term or repayment
structure and are managed on a collective basis. The Group
can cancel them with immediate effect but this contractual
right is not enforced in the normal day-to-day management,
but only when the Group becomes aware of an increase in
credit risk at the facility level. This longer period is estimated
taking into account the credit risk management actions that
the Group expects to take, and that serve to mitigate ECL.
These include a reduction in limits, cancellation of the facility
and/or turning the outstanding balance into a loan with fixed
repayment terms.
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4.2 Credit risk (continued)

(i) Amounts arising from ECL (continued)
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The following tables show reconciliations from the opening to

the closing balance of the loss allowance by class of financial

instrument. Comparative amounts for 2017 represent the

provision for credit losses and reflect the measurement basis
under HKAS 39.

Loans and advances to customers, banks and trade bills

[E3-3:3V8 30, % YN measured at amortised cost
FEHEAR
£ 2938 A FRAR
Z M £ 2938 A
12/ H DA 500 i R Z B
5 3% Lifetime ECL e %R
12-month not credit- Lifetime ECL st
ECL impaired  credit-impaired Total
HK$’000 HK$°000 HK$’000 HK$’000
ZF )\ 2018 T T#L T#x T#T
AR Movement in impairment:
A= F =\ FE—H—H &S Restated at 1 January 2018 2,447,088 107,646 2,107,457 4,662,191
4 2 1248 H AR IS I #H25 Transfer to 12-month ECL 15,041 (15,041) - -
RS EEARN AR Transfer to lifetime ECL
2 VMR R K not credit-impaired (8,427) 8,427 - -
EREEREARN AL Transfer to lifetime ECL
Z FEIE FHE K credit-impaired (1,914) (523) 2,437 -
M TR A 1) R T R AR Net remeasurement of loss allowance
(35 [ 5L 9 %) (including exchange adjustments) (189,704) 565,418 (54,376) 321,338
TR A SR 2 0 4 R New financial assets originated
or purchased 554,029 356,971 851,765 1,762,765
B LR 2 4 Rl Financial assets that have been
derecognised (536,673) (355,709) (170,057) (1,062,439)
€| Write off - - (609,824) (609,824)
Wi I 5 I A ) < Recoveries of amount previously
written off - - 1,897 1,897
A_E—)EFZH=1+—H At 31 December 2018 2,279,440 667,189 2,129,299 5,075,928
El = Deducted from:
wF Advances to customers 2,266,469 666,696 2,129,299 5,062,464
SRATIA] 2E B Advances to banks 8,966 - - 8,966
[T Trade bills 4,005 493 - 4,498
2,279,440 667,189 2,129,299 5,075,928
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FINANCIAL RISK MANAGEMENT (continued)
4.2 Credit risk (continued)

(i) Amounts arising from ECL (continued)
Financial investments measured at fair value through other

& comprehensive income
FEEAR
14 4930 FRAR
12 H Z B 14 930 W
LB 5iikiEPS Z B
GLLEEPS Lifetime ECL i HB%
12-month not credit- Lifetime ECL Mt
ECL impaired  credit-impaired Total
HK$’000 HK$’000 HK$’000 HKS$’000
“F )\ 2018 T T T#x T#x
W B A ) - Movement in impairment allowances:
h=F—N\FE—H—HE5 Restated at 1 January 2018 57,892 - - 57,892
128 H VA TS 485 Transfer to 12-month ECL - - - -
HMEFEEEARMEAMNZ  Transfer to lifetime ECL not
FEE HEE credit-impaired (2,539) 2,539 - -
HH#EEEARNEHMAZ Transfer to lifetime ECL
FHIE K credit-impaired - - - _
e SRR A 1) BT R VR A Net remeasurement of loss allowance
(0 455 T 50, 94 % ) (including exchange adjustments) 1,010 - - 1,010
TR B 2 8 & New financial assets originated
or purchased 37,263 - - 37,263
ERIEHERZ &M EE Financial assets that have been
derecognised (10,020) - - (10,020)
A ZF—/VEFZHZ=1—H  At31December 2018 83,606 2,539 - 86,145
DA B 8 S A I 4 i B Financial investments measured at amortised cost
FHEBEAR
45 25 M FRRAR
1248 1 Z 1 14 4930
RLRE fis R Z W
15 B Lifetime ECL i LR
12-month not credit- Lifetime ECL sk
ECL impaired  credit-impaired Total
HK$’000 HK$’000 HK$’000 HK$’000
—F— )\ 2018 T T# T#x T#x
WS Movement in impairment:
A= F— )\ FE—H —H & Restated at 1 January 2018 43,531 7,438 - 50,969
e 231240 A DAA FEI A5 FI4E 2% Transfer to 12-month ECL (89) 89 - -
EMESEEEARNALMAZ  Transfer tolifetime ECL not
T HIE RIHH credit-impaired - - - .
HHEEREARN AN Z Transfer to lifetime ECL
T HIE R credit-impaired - - - .
s AR B A 9 B R R R AR Net remeasurement of loss allowance
(45 I 509 %% ) (including exchange adjustments) (16,520) 6,971 - (9,549)
VA SO 2 0 4 New financial assets originated or
purchased 18,578 - - 18,578
O 4R FERR 2 4 i Financial assets that have been
derecognised (10,851) - - (10,851)
RF - NEFZH=+—H At 31 December 2018 34,649 14,498 - 49,147
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(i) EHBEEHARZ 25 (H) (i)  Amounts arising from ECL (continued)
B4 KA 4y Il 23 K o fb 4 b B R 2 Cash, placement with banks and other financial institutions
#ak
FHEBEAR
[ REg RN FRAR
12 A Z Wi 1 £ 2938 A
RLEE i % Z B
KRS Lifetime ECL fis %
12-month not credit- Lifetime ECL Bt
ECL impaired  credit-impaired Total
HK$°000 HK$°000 HK$°000 HK$’000
ZE N\ 2018 T#L T#xL T#x T#x
WSS Movement in impairment:
W _FE— NE—H—HEF Restated at 1 January 2018 19,178 39 - 19,217
Tl 45 788 M 1) EE T TR AR Net remeasurement of loss allowance
(45 M SL ) (including exchange adjustments) (358) (39) - (397)
U5 A= SR 20 4 New financial assets originated or
purchased 23,191 - - 23,191
B LR 2 & Rl E = Financial assets that have been
derecognised (16,020) - - (16,020)
N_F - NEF A= —H At 31 December 2018 25,991 - - 25,991

Bk Rk X s R a8 Loan commitments and financial guarantee contracts
FERARR
1 £ 930 AR
12/ H Z WM 14 &30
DALEE ] SiikEPS Z i
KPS Lifetime ECL (GHIEEES
12-month not credit- Lifetime ECL A5k
ECL impaired  credit-impaired Total
HK$°000 HK$°000 HKS$°000 HKS$’000
—F— )\ 2018 T T Tl T#i
WS Movement in impairment:

A FE— )N~ — HES Restated at 1 January 2018 88,769 1,054 - 89,823
B2 M A DL FEE HERE Transfer to 12-month ECL 24 (24) - -
BEFEEARNELHMMAZ Transfer to lifetime ECL not credit-

FIEREE impaired (74) 74 - -
BEFEARNEGHMAZ Transfer to lifetime ECL credit-impaired
G AEK - - - -
e AR BB A 1 FE R R R A Net remeasurement of loss allowance
(£ 45 [ L9 ) (including exchange adjustments) (23,213) (25) - (23,238)
TR B 2 5 & Tl New financial assets originated or
purchased 97,555 2,548 - 100,103
CA IR SR g E Financial assets that have been
derecognised (29,172) (1,031) - (30,203)
R-F—NEFZH=+—H At 31 December 2018 133,889 2,596 - 136,485
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4 FINANCIAL RISK MANAGEMENT (continued)

4.3

Market risk management

Market risk is the risk that market rates and prices on assets,
liabilities and off-balance sheet positions change, thus causing
profits or losses. Generally, the Group’s market risk is associated
with its positions in foreign exchange, the money market, debt
securities and derivatives. Most off-balance sheet derivative
positions arise from the execution of customer-related orders and
positions taken for hedging purposes. Structured products are
basically offered to customers in most cases on a back-to-back basis
to maintain the Bank’s market competitiveness at minimal market
risk, commensurate with the Group’s risk appetite.

The objective of the Group’s market risk management is to optimise
return and control market risk in ways consistent with the Group’s
risk appetite and its status as a premier provider of financial
products and services.

The Group categorises market risk exposures into either trading or
non-trading portfolios. Trading portfolios include those positions
arising from market-making and proprietary trading positions.
Non-trading portfolios primarily arise from the effective foreign
exchange and interest rate management of the Group’s retail,
corporate and commercial banking assets and liabilities.

(a) Market risk management framework

Market risk exposure for different types of transactions
is managed within risk limits and guidelines approved by
the Board RMC, the Senior Executive Risk Management
Committee (the “SERMC”) and Market Risk Committee (the
“MRC”). Exposures are measured and monitored against
limits on Value-at-Risk (“VaR”), sensitivities (FX NOP,
IR DVO01, CSO01, Option Greeks) and Stop-loss. Daily risk
monitoring is carried out independently by Market Risk
Section of the Risk Management Department, which ensures
all dealing activities are conducted in a proper manner and
within approved limits. The Group’s market risk exposures are
periodically reviewed by the Board RMC, SERMC and MRC.
Stress tests are performed regularly to estimate the possible
losses under extreme circumstances. The Group’s Internal
Audit Department also performs regular review and testing
on dealing activities to ensure compliance with all internal
guidelines.
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FINANCIAL RISK MANAGEMENT (continued)

4.3 Market risk management (continued)

(b)

(c)

Measurement of market risk

Measurement techniques used to quantify the market risk
arising from the Bank’s trading and non-trading activities
include VaR metrics, sensitivity analysis and stress testing.
Sensitivity measures, concentration and stop-loss limits are
also used as the risk management tools. Limits are set for each
portfolio, product and risk type. Stress tests are performed
regularly (at least monthly) to assess the potential losses under
extreme circumstances. The Board RMC, SERMC and RMC
review stress test results on a regular basis.

Interest rate risk

Interest rate risk is the risk that the Group’s position may
be adversely affected by a change in market interest rates.
Interest rate risk arises mainly from the mismatch of repricing
tenors of interest-bearing assets and liabilities and yield curve
movements. Interest rate risk exposures are managed within
risk limits approved and monitored by the ALCO. Interest rate
risk exposures in the non-trading portfolio are measured on a
daily basis and the results are reported to the ALCO monthly
and SERMC and the Board RMC quarterly.

The Group manages its interest rate risk by way of entering
into on- or off-balance sheet interest rate risk hedging
instruments. The effectiveness of the hedging activities is
assessed regularly in accordance with HKFRS 9.

The Group will use and count on stop-loss limits,
management trigger limits, stress testing and a software system
in installation to manage its interest rate risk.

The table below summarises the Group’s exposure to interest
rate risks. Included in the table are the Group’s assets and
liabilities at carrying amounts, categorised by the earlier of
contractual repricing or maturity dates.
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4.3 Market risk management (continued)

(c) FIZE S (4) (c) Interest rate risk (continued)
~WAl —EZRA ZEFCMA ~g1i%  HERLE Hit &
Upto 13 3-12 1-5 Over  Non-interest it
1 month months months years 5 years Bearing Total
T T#L T T#i T T#i T
ZB- Mt AE -0 31 December 2018 HK$000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
43 Assets
BARERTAERLMARBBEZESR  Cashand balances with banks and other financial institutions 121,803,709 - - - - 2957083 151374532
FRAFRER LS REE FHRBH Placements with and advances to banks and
other financial institutions - 63,630,572 10,586,741 - 74217,313
DATEEARGEAESHER Financial assets at fair value through profit or loss - - - - 525,689 - 525,689
ik EMIR Derivative financial instruments - - - - - 9,144,877 9,144,877
BRI IRE Advances and other accounts 50141 44672479 64023466 43,095,624 13,700,962 5005620 475,789,393
WATRESKM2 TS AREREE  Financialinvestments measured at fair value through other
comprehensive income 278,721 1317069 7921571 5L608,003 32955395 4535151 101065910
DERHAARSREE Financial investments measured at amortised cost 5359106 16327,602 9205731 26,606,259 8,716,111 - 66,214,809
Hipge Qg mRETRELE Other assets, including current and deferred tax assets - - - - - 15,285,864 15,285,864
gt} | Total assets 135180777 425947720 OLTATS09 121309886 55,898,157 63,542,336 893,618,387
fifk Liabilities
EGEEY SN vaid Depositsfrom banks and other financia institutions 60,298,148 23868257 49,796,627 27,470,028 - - 161,433,060
MEEMTE Derivative financial instruments - - - - - 6,920,387 6,920,387
aalis Depositsfrom customers 285,072,800 111879440 125,656,796 10,722,682 - 53,531,808
CEIENE Certificates of depositissued 2546806 11400001 11,001,574 - - - 24948381
REMATHRESEERARZCEIRS  Debtsecurities inissue designated atfai value
through profit or loss - - 108,794 2,533,396 - - 2,642,190
DEREAARZ C BT Debt securities n issue measured at amortised cost 1,173,513 4660270 4,438,807 9,993,590 - - 20,266,180
DB RA AR B EER Subordinated debts measured at amortised cost - - - 3,909,718 3,915,825 - 7,825,543
Keg s GRERGREEREAR Otherliabilites, including current and deferred tax iabilities 852,747 - - - S 17880602 18733349
AREH Total liabilities 350,144,104 151,807,968 191,002,598 54629414 391585 24800989 776,300,898
HERB LB Total interest sensitivity gap (214961327) 274139754 (99265,089) 66680472 51982332 38741347 117317489
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4 HR R KA B (50 4  FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 A B () 4.3 Market risk management (continued)
(c) FIZE S (4) (c) Interest rate risk (continued)
~WAR  —EZEA ZE+6 —ERE HENE Fith
Upto 13 31 15 Over  Non-interest st
1 month months months years 5 years Bearing Total
T i Fibx i Fibx i Fibx
e S 3 e S o | 31 December 2017 HK$000 HKS'000 HK$000 HKS'000 HK$'000 HKS'000 HK$'000
43 Assets
BARERTAERLMABBEZER  Cashand balances with banks and other financial institutions 130,805,511 = . s - 30120390 160925901
ERAFER LS REE FHRBH Placements with and advances to banks and
other financial institutions - 32,910,195 45,760,789 - - 78,670,984
RELH AR EHERE Financial assets held for trading - - - - - - -
KEUATEEERGEAESHER Financial assets designated at fair value through profit or loss = = = = 731,157 = 731,157
fEEMTR Derivative financial instruments - - - - - 15394138 15394138
BRI RE Advances and other accounts 556103 38769636 52085241 41691727 13041117 8681245 459,830,199
fiflk & SR Available-for-sale financial investments 3,719,660 1,564.273 5893591 38143450 28,052,504 W36 77623934
HEIMARRE Held-to-maturity financial investments 1394365 14540233 21996663 31504634 13,199,448 - 9518463
g Other assets = = = = - 9,748,080 9,748,080
HrMH Total assets 154030060 387784337 125736284 111339813 55024316 64194217 898,109,027
fif Liabilities
RIERERI S RERZ 5 Depositsfrom banks and other financia institutions 68468114 48423016 32324242 28415539 = - ITeLlL
MEEMTE Derivative financial instruments = = = = = 8,617,305 8,617,305
R Deposits from customers W898670 76000154 112758216 18573772 20,971 - 196311783
CEIENE Certificates of deposit issued 2954562 TLUTLG 16,193,384 620,906 - N KT
REMATFHRESBEZARZCEIRS  Debtsecurities inissue designated atfair value
through profit or loss - - 3,320,760 3,264,422 - - 6,585,182
HELEHIA AR SRS Debt securities inissue designated at amortised cost - 467392 1,000 1,062,300 - - 1,530,692
DI RA AR B Subordinated debts measured at amortised cost . = . 3,897,774 7,800,709 - 11698483
H & Other liabilities 852,747 = = = - DM 13007889
fREH Total liabilities 36134093 196162452 164597602 55,834,713 TRLG80 2077447 806,420,987
PEST R Total interest sensitivity gap (07204033) 191621885 (38861318) 55505100 47002636 43421770 91,686,040
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FINANCIAL RISK MANAGEMENT (continued)

4.3 Market risk management (continued)

(c)

Interest rate risk (continued)

Trading portfolio

The Group’s control of interest rate risk is based on restricting
individual operations to trading within the market risk limits,
and a list of permissible instruments authorised by the Board
RMC, and MRC where authority delegated. In particular,
trading in the derivative products is supported by robust
control systems whereas more complicated derivatives are
basically undertaken on a back-to-back basis. VaR, sensitivity
measures, concentration and stop-loss limits are used as risk
management tools. Risk limits are independently monitored
by Market Risk Section of Risk Management Department on a
daily basis.

Non-trading portfolio

The principal objective of interest rate risk management of
non-trading portfolios (also known as “banking book”) is to
optimise net interest income but without exposure to excessive
risk. This is done on a daily basis by the Global Markets
Department (“GMT”) taking over the interest rate risk in non-
treasury business under the supervision of the ALCO. When
the behavioural characteristics of a product differ from its
contractual characteristics, the behavioural characteristics
are assessed to determine their actual underlying interest rate
risk. The ALCO monitors all such behavioural assumptions
and interest rate risk positions to ensure they comply with the
prevailing interest rate risk limits which are set for the purpose
of governing the interest rate risk arising from the non-
trading portfolio. The limits are measured and independently
monitored on a regular basis.

There are four primary forms of interest rate risk faced by
the Group with regard to its banking book: re-pricing risk,
yield curve risk, basis risk and option risk. Interest rate risk
is measured in relation to the impact of changes in interest
rates on earnings or economic values assuming all other
factors remained constant, e.g., no action taken by GMT or
other business units to mitigate the impact of this interest
rate risk and interest rates at all term points move by the same
amount. Prepayment and early withdrawal of customer loans
or deposits are usually not entertained or will incur fees.
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# 0
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FINANCIAL RISK MANAGEMENT (continued)

4.3 Market risk management (continued)

(c)

2018
LT
EUR

Interest rate risk (continued)

Interest rate exposures in banking book

Sensitivities of earnings or economic value to interest rate
changes are summarised below:

W8 01807 07 007 00 07 07
¥i WX #x X ARE Bz #n i
AUS Y HKS US  ONY  BURAUS JPY

WL WERG AElC mEkc BEkc BEb AEbr AEkc AEkc
HKS million HKSmillon HKSmillion HKSmillion HKSmillion HKSmillion  HKSmillion ~ HKS million ~ HKS million

{2 | 00 AL Tmpact on earnings over the
ARLAANEAZE next 12 months if interest rates
rise by 200 basis points 1,908 (436)
o8 b ool AR Impact on economic value if
RREENYE interest rates rise by 200

basis points (661) 1,180
3T TI AR DA AR BT

(1) Wods A B B B AT R E)

() A4 ML
(i) WA R R &

(iv) B E 2 H Y FF00 2 H #E
B .
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JA]
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5 -1 (414) () (81 - -

) . (1) 3105 ] 168 . .
The analysis is based on the following assumptions:

(i)  there is a parallel shift in the yield curve and in interest
rates;

(ii) there are no other changes to the portfolio;
(iii) there is no loan prepayment; and

(iv) deposits without fixed maturity dates are repriced on the
next day.
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4 Efj‘%m Fﬁ% I@ (%) 4 FINANCIAL RISK MANAGEMENT (continued)
4.3 T8 A B () 4.3 Market risk management (continued)
(c) FIZFE Sz (4) (c) Interest rate risk (continued)
B SE T Sensitivity analysis
N RERA B AREITD RN ZF— )\ 4F The tables below show the last stress tests on the Bank’s trading
Ko F—tE+ AR RELARE and investment portfolios conducted in December 2018 and
A HEAT R — WK Z TR ST B o R 7 M) 2017 respectively. The testing scenario (bps of yield curve
S22 B E UL A b (e 2 2Rt AR A B > shift) of the stress test represents the sensitivity to a reasonable
L) ARAEPT A H A2 B AR A1 possible change in interest rates, with all other variables held
TBUT > AT 2 Uk te FE A R 53 constant, of the Bank’s income statement:
A i 22 ) 1) BURR
RN\ 2018
328 Ty 2 ) 3 W g 0k Interest rate stress test for interest rate trading
(T#5) %9 5 b
(HK$°000) Scenario
L401 A i 1
Light Moderate Extreme
e 4 2 fH £ 5 ) Yield curve shift -100fH 25 % +100fAAE S 200028 M +200fA M -300fEEMT  +300MH 28 M
-100 bps +100 bps -200 bps +200 bps -300 bps +300 bps
—E—-NE+H December 2018 (8,118) 8,118 (14,892) 14,892 (21,667) 21,667
B R I A5 2 2 ) 2% B B Interest rate risk for investment book debt securities
(LA 7 5 A A AR 7 R EFNE A1) (exclude measured at amortised cost book and EFNs)
(T#x) 5 43 A
(HK$’000) Scenario
B A i T W it % ol 43¢ & 7+ Wik 5%l 4 5 °F-
Light Moderate Extreme Yield curve steepen Yield curve flatten
+100fH 7 M 20028 +300fA 2N 1o0fZEME  00fAJEME  100fZEME 300 FEM;
Wi 4 2% i AR5 ) Yield curve shift +100 bps +200 bps +300 bps 100 bps 300 bps 100 bps 300 bps
—E—NEFZA December 2018 (348,055) (696,110)  (1,044,165) (405,362)  (1,216,086) 57,307 171,922
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4 E?J‘%EL Fﬁ%ﬁ (%) 4 FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 A B () 4.3 Market risk management (continued)
(c) FIZE S (4) (c) Interest rate risk (continued)
B JE 7T (1) Sensitivity analysis (continued)
e 2 e 3 2017
F R 38 By 2 P Bk Interest rate stress test for interest rate trading
(F¥#78) Ry
(HK$°000) Scenario
LT i &
Light Moderate Extreme
e 2 2 h 47 5 B Yield curve shift ~100fE 53 +100fE 2 —200fHA R +200fHHE  -300fE B +30018 &2
-100 bps +100 bps -200 bps +200 bps -300 bps +300 bps
“E—-EFET A December 2017 (9,894) 9,894 (19,788) 19,788 (29,682) 29,682
B IR T A 2 =2 A 2 B Interest rate risk for investment book debt securities
(HTMAR 7 X EFNF:4)) (exclude HTM book and EFNs)
(T#78) 15 W53 #r
(HK$°000) Scenario
i i 1 e B e g =l AR b T i i 3R i 4% 4 -
Light Moderate Extreme Yield curve steepen Yield curve flatten
i i R 4R 5 ) Yield curve shift +100fHZEHE  +200ff AL R +300MH 2% 100f@JEEE  300fAAEET  100fHJEEE  300fH AR
+100 bps +200 bps +300 bps 100 bps 300 bps 100 bps 300 bps
—F—tE+ A December 2017 (661,322) (1,322,645) (1,983,968) (324,828) (974,484) (336,494) (1,009,484)

(d) HEHEE
B e LB G < T R 2 (TR A 4 A
544 25 9 B 2 Ja g

AR [ 22 A1 B i o BB A < il T 3
HEAT 2 SN AL 5 S U A A4 [ 4R AT 3
B2 B R o RIS T A 2 B
W g T s 2 < T 35 A > DA T35
Wx 22 B @ BT e 2 A B A M BR B AT 42
AL EE o A5 I 41 W B AR E IR
R o J g A LV 0 AR A o R R A
HEATIZ H B SL B o
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(d)  Currency risk
Currency risk is the risk that the value of a financial
instrument will fluctuate due to changes in foreign exchange

rates.

The Group’s foreign exchange exposures mainly comprise
foreign exchange dealing by GMT, and currency exposures
originated from the Group’s banking business. Currency
exposures arising from non-trading businesses are transferred
to GMT for centralised management within foreign exchange
position limits approved by the MRC. Management has set
limits on positions by currency. Positions are independently
monitored by Risk Management Department against the
approved limits on a daily basis.
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FINANCIAL RISK MANAGEMENT (continued)

4.3 Market risk management (continued)

(d) BB 4 (d)  Currency risk (continued)
T M Al A B JE T 2 AP MR B o 7% R The tables below summarise the Group’s exposure to foreign
A 455 74 A ] 4 B T (8 MR 2 e K A currency exchange risk. Included in the tables are the Group’s
(FTAE APl THEERAN) > B W T - assets and liabilities at carrying amounts, excluding derivative
financial instruments, categorised by currency.
#IL i AR Hfb Bk
HKS$ US$ CNY Other Total
T T T#x SR T#T
ZZ-MNEFZHZ+—H 31 December 2018 HK$’000 HK$’000 HK$°000 HKS$’000 HK$°000
43 Assets
B4 A 84T 7] 3 T oA Cash and balances with banks
SR 2 &k and other financial institutions 40,560,299 76,275,026 24,473,237 10,065,970 151,374,532
e SRAT [R] 3 B L Ath 45 Placements with banks and other
et 2 f7 5K financial institutions 6,774,381 62,792,525 2,709,483 1,940,924 74,217,313
PIATEESHEG R Financial assets at fair value
R i through profit or loss - 386,067 139,622 - 525,689
LR A R TH Advances and other accounts 223,684,257 114,084,603 109,894,630 28,125,903 475,789,393
DL TE A A2 MUt Financial investments measured
YN EA e at FVTOCI 4,560,554 78,775,561 11,698,782 6,031,013 101,065,910
DL B A A 4 A% Financial investments measured
at amortised cost 12,970,083 17,615,376 35,539,916 89,434 66,214,809
A ARG Investments in associates 97,984 - - - 97,984
TR T HL At 2 Goodwill and other intangible assets 1,017,797 - - - 1,017,797
BEYE Investment properties 102,800 - 37,335 - 140,135
ENE L] Property, plant and equipment 721,905 - 179,346 - 901,251
HA 7 - BT R Other assets, including current and
TERLIEE = deferred tax assets 2,434,843 8,157,542 2,228,268 308,044 13,128,697
B (AT & Total assets (excluding derivative
£WITH) financial instruments) 292,924,903 358,086,700 186,900,619 46,561,288 884,473,510
145 Liabilities
SRAT IR] 3 B Atb < il Deposits from banks and other
A 2 7K financial institutions 15,749,747 77,614,422 58,195,883 9,873,008 161,433,060
& F R Deposits from customers 224,956,837 198,423,896 92,672,897 17,478,178 533,531,808
O 817 A7 Certificates of deposit issued 1,091,564 23,477,800 379,017 - 24,948,381
1678 DV B H 4818 15 R Debt securities in issue designated at
ANEZ B #1715 % fair value through profit or loss - 2,533,396 108,794 - 2,642,190
DL A AR 2 Debt securities in issue at amortised cost
BT 3,547,967 9,527,247 6,743,146 447,820 20,266,180
DLHESY AR AR Z 28 @H  Subordinated debts measured at
amortised cost - 7,825,543 - - 7,825,543
HA a6 BTk Other liabilities, including current and
RSB TH A deferred tax liabilities 5,378,139 5,430,706 7,307,110 617,394 18,733,349
B (A& Total liabilities (excluding derivative
LM H) financial instruments) 250,724,254 324,833,010 165,406,847 28,416,400 769,380,511
A ELR AR AT IR Net on-balance sheet position 42,200,649 33,253,690 21,493,772 18,144,888 115,092,999
f5 SRRl Credit commitments 86,805,398 108,548,109 7,278,435 34,856,339 237,488,281
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4 E?J‘%EL Fﬁ%ﬁ (%) 4 FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 A B () 4.3 Market risk management (continued)
(d) BB 4 (d)  Currency risk (continued)
T EH NG HAt K5t
HK$ US$ CNY Other Total
T T Tt Tt ot T 0 Tt ot
“F—tHEFH=1—H 31December2017 HK$°000 HK$°000 HKS$’000 HK$°000 HK$’000
¢ Assets
B4 J e 8347 ) 2 T oA Cash and balances with banks and other
& R 2 & B financial institutions 41,635,264 89,529,838 28,632,466 1,128,333 160,925,901
TESRAT [ 28 K Ho A 4 il Placements with banks and other
Wz A financial institutions 15,380,000 59,125,180 2,499,240 1,666,564 78,670,984
FER 5 R &g Financial assets held for trading - - - _ _
EUAFHEELHER Financial assets designated at fair
N value through profit or loss - - 731,157 - 731,157
AR A R IR Advances and other accounts 187,207,065 135,670,256 113,112,054 23,840,824 459,830,199
i S R Available-for-sale financial investments 388,075 57,770,774 13,012,305 6,452,780 77,623,934
ARSI ERRE Held-to-maturity financial investments 18,993,711 43,415,394 32,028,527 747,002 95,184,634
N - UNEIP& S Investments in associates 405,722 - - - 405,722
T T LAt ST Goodwill and other intangible assets 1,017,282 = = = 1,017,282
[id-C/Ed Investment properties 78,100 = 39,307 = 117,407
VENE L Property, plant and equipment 725,738 - 180,030 - 905,768
HibE > TR Other assets, including current and
R HE i TE I deferred tax assets 1,303,859 3,199,849 2,649,383 148,810 7,301,901
b3 b TN R Total assets (excluding derivative
LRTH) financial instruments) 267,134,816 388,711,291 192,884,469 33,984,313 882,714,889
15 Liabilities
ST R 3 % A <55 Deposits from banks and other
Wt 2 fF 3K financial institutions 16,267,019 88,572,113 63,052,464 9,739,515 177,631,111
EFAE Deposits from customers 192,459,695 170,182,978 99,933,375 33,735,735 496,311,783
B BT A Certificates of deposit issued 14,070,626 69,910,030 6,002,726 1,057,160 91,040,542
EUAFEELHEER Debt securities in issue designated at
AR EBITES fair value through profit or loss - - 107,548 6,477,634 6,585,182
DA 85 A A TR 2 Debt securities in issue at amortised cost
o BT S 1,000 = 1,062,300 467,392 1,530,692
DLBESS U A G 2 8578 Subordinated debts measured at
amortised cost - 11,698,483 - - 11,698,483
HA AR > ARSI R Other liabilities, including current
% HE i JH £ % and deferred tax liabilities 2,800,542 5,038,841 5,027,556 140,950 13,007,889
BB (R AT Total liabilities (excluding derivative
£WTR) financial instruments) 225,598,882 345,402,445 175,185,969 51,618,386 797,805,682
£ AT Net on-balance sheet position 41,535,934 43,308,846 17,698,500  (17,634,073) 84,909,207
15 SE R Credit commitments 90,620,961 121,100,760 7,469,579 38,957,258 258,148,558
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4 FINANCIAL RISK MANAGEMENT (continued)

4.3 Market risk management (continued)

(d)

Currency risk (continued)

Stress test

The tables below show the last stress tests conducted in
December which calculated the change in dollar term of
a reasonably possible movement of spot rates and foreign
exchange volatility for 2018 and 2017, with all other variables

et 2 g1k -

held constant.

ZF N 2018
A HE 47 ¢ Bl B JE )y 05 Risk stress testing for foreign exchange position
(T#1) W5 Bt 2 B
(HK$°000) Scenario
L3 it A1 Jik T
Light Moderate Extreme
W (10%) W49 (12%) W (15%)
Spot (10%) Spot (12%) Spot (15%)
el (4%) Ve 1 (6%) e W (10%)
Volatility (4%) Volatility (6%)  Volatility (10%)
S A B K e i g B (N RRBEBRAP)  Worst of spot and volatility change
(excluding CNY) (58,080) (90,757) (95,018)
(T-#5t) B Bie
(HK$’000) Scenario
g it A1 Jik T
Light Moderate Extreme
B 381 (3%) 38 (5%) W81 (7%)
Spot (3%) Spot (5%) Spot (7%)
Y (3%) e i (4%) Wi (6%)
Volatility (3%) Volatility (4%) Volatility (6%)
5 1% BRIV e i 42 ) (N R H) Worst of spot and volatility change (CNY) (329,523) (537,890) (739,683)
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4 B R B A BE om0 FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 A B () 4.3 Market risk management (continued)
(d) BB 4 (d)  Currency risk (continued)
JEE Ty Bt (4) Stress test (continued)
S 2017
H1 REE A 8 JL oz B 7 ) 7l Risk stress testing for foreign exchange position
(F#T) 15§ P43 A
(HK$°000) Scenario
K i A fige E
Light Moderate Extreme
R (10%) I3 (12%) R (15%)
Spot (10%) Spot (12%) Spot (15%)
W (4%) % 1 (6%) P R (10%)
Volatility (4%) Volatility (6%) Volatility (10%)
S AR B K P i A2 8 (N IR HEBRAP)  Worst of spot and volatility change
(excluding CNY) (149,982) (671,387) (1,582,811)
(F#58) 15543 7
(HK$’000) Scenario
HEHR A fie H
Light Moderate Extreme
RT3 (3%) HIHA(5%) HIHA(7%)
Spot (3%) Spot (5%) Spot (7%)
P (3%) P (4%) P (6%)
Volatility (3%) Volatility (4%) Volatility (6%)
5 A1 BRIV e i A ) (N R H) Worst of spot and volatility change (CNY) (310,145) (516,909) (723,672)
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4 FINANCIAL RISK MANAGEMENT (continued)

4.3 Market risk management (continued)

(e)

Equity price risk

Equity price risk is the risk that the fair values of the equity
portfolio decrease as the result of changes in the levels of
equity indices and the value of individual stocks. Market risk
positions on equity are relatively not sizeable at this stage.

The Group’s equity exposures in 2018 and 2017 are mainly
long-term strategic equity investments which are included in
“measured at FVTOCI financial investments” (2017: available-
for-sale financial investments ) set out in Note 27. These are
subject to risk management control procedures.

The Group takes into account its equity exposure as part of
risk-weighted assets for the purpose of calculating the capital
adequacy ratios.

Valuation and technique methodologies applied on equity
investments are detailed in Note 2 of the financial statements.

2018 2017
T#L T
HKS$°000 HK$’000
A B R R Y Cumulative realized gains arising from sales and
ARE B & liquidations of equity exposure (8) (38)
AEAS G T 1 ik 5 TR RERR. - (R A Total unrealized gains recognised in the Group’s
A 25 26 A MR IY oR B R i 2 10 AR T reserve but not through the income statement (17,209) 87,747
Byt S B AR 5T AR b T AL 4 A Unrealised gains included in the Group’s supplementary
7 B2 1 1) BRSNS A 11 R B B AL i capital for capital adequacy ratio purpose (17,209) 87,747
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk

Liquidity risk is the risk that the Group cannot meet its financial
obligations as and when they fall due. A sound liquidity risk
management framework is therefore essential to ensure there is
adequate cash flow to meet all financial obligations, including
matured borrowings, deposits withdrawal either on demand or
at contractual maturity, etc under both normal and contingency
circumstances in a cost-effective manner. The Group must
comply with the statutory LCR, net stable funding ratio (NSFR)
and regulatory liquidity-related ratio. To ensure this, the Group
maintains a stable and diversified funding base of retail and
corporate customer deposits and a strong portfolio of highly liquid
assets.

To manage liquidity risk, the Group has established liquidity risk
management policies that are reviewed and approved by ALCO,
SERMC and Board RMC. Liquidity is managed and forecasted
on a daily basis to enable ALCO and relevant departments to act
proactively in view of changing market conditions and to implement
contingency plans on a timely basis. Also, liquidity risk management
reports are prepared and reported to ALCO on a monthly basis; to
SERMC and Board RMC on a quarterly basis for effective liquidity
risk management oversight. Stress tests, with various crisis scenarios
covering bank-specific, general market and a combination of both,
are regularly conducted for both internal and regulatory purposes
in order to assess the adequacy of the Group’s liquidity to meet
any contingent funding needs under severe conditions. ALCO
examines and discusses the stress test results to consider the need
for preventive and mitigating actions. These actions include but are
not limited to limit the Bank’s exposures, build up more liquidity
cushion, and/or adjust the structural maturity profile of the Bank’s
assets and liabilities. Stress tests are conducted for all currencies in
aggregate and separately for positions in significant currencies (e.g.
HKD, USD, CNY).

Management information systems are in place to extract data from
various sources and produce the essential management information
reports, including statutory LCR, NSER, other regulatory liquidity-
related ratios and cash flow positions on a daily basis for timely
monitoring by relevant parties and reporting to management.
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk (continued)

The Bank maintains a diversified portfolio of liquidity cushion
that is largely made up of the most liquid and readily marketable
assets (“tier 1 assets”), such as cash, EF debt securities and other
high quality government debt securities or similar instruments,
that can be easily or immediately monetized with little or no loss
or discount at all times. The Bank also widens the composition of
the liquidity cushion by holding other liquid and marketable assets
(“tier 2 assets”) which can be used to cater for the longer end of the
stress period without resulting in excessive losses or discounts. The
Bank calculates the required liquidity cushion, which is compared
to the liquidity cushion held by the Bank to ensure that the latter is
sufficient in all circumstances.

The ALCO, constituted by CEO, is delegated by CEO and appointed
by SERMC to manage liquidity risk. This includes but is not limited
to:

Asset and Liability Management
. monitor and manage the Bank’s assets and liabilities

. review the assets and liabilities mix and formulate appropriate
assets and liabilities management policies and strategies

. review and discuss items or matters that have significant
impact on assets and liabilities as well as capital

Liquidity Management

. identify, assess, monitor and control the liquidity risk

. formulate, review and update the liquidity risk management
policy

. strengthen the Bank’s liquidity and monitor the liquidity risk
indicators, cash flow and intraday liquidity
. review the liquidity stress testing on a regular basis

. build up contingency plan on liquidity, including but is not
limited to solicit customer deposits, issue CDs, sell bonds, etc.

Funding Management

. review the funding needs and enhance the sources and uses of
funds

. review the internal FTP policy and plan
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk (continued)

To ensure an effective liquidity risk management, frontline business
units:

. report the customer fund in/out flow in time and monitor the
trend of deposits withdrawal

. attract relatively stable deposits at reasonable rate (e.g. longer
tenor, larger depositor base, etc.)

. fulfill the deposit growth targets set by senior management

. simultaneously comply with the deposit growth target when
developing assets business which consumes liquidity

. implement liquidity management plans as agreed in ALCO or
CEO when the liquidity is relatively tight

. price lending properly, taking into account the Bank’s liquidity
cost and availability

. slow down or cease committing to new loans, and/or defer or
regulate loan drawdown, and/or work together on loan sale
during times of liquidity stress

The Hong Kong Monetary Authority (“HKMA”) has updated
the Banking (Liquidity) Rules (“BLR”) in 2018, detailing the
implementation of the LCR and NSFR in Hong Kong. The BLR
stipulates the minimum LCR and NSFR with which all Category 1
authorised institutions (“Als”) need to comply. Also, new versions of
Supervisory Policy Manual LM-1 and LM-2 have been issued by the
HKMA in 2016 to provide guidance to the Als on the application of
the BLR and the key elements of a sound liquidity risk management
framework respectively.

The Group continues to seek to diversify its funding channels
to control excessive concentration on funding sources. Funding
support from the Parent Bank, ICBC, has also proven to be efficient
in strengthening the Group’s liquidity capability.
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk (continued)

The matching and controlled mismatching of assets and liabilities
are fundamental to the liquidity management of the Group. It is
unusual for bank’s assets and liabilities to be completely matched
in tenors, as transactions often entail uncertain terms and are
frequently of different types. While an unmatched position
potentially enhances profitability, it increases the liquidity risk (as
well as the interest rate risk) of an entity.

A substantial portion of our assets is funded by customer deposits.
Of total customer deposits, 8% consist of demand and current
account deposits, 17% of savings deposits, and 75% of time, call and
notice deposits (2017: demand and current account 10%, savings
24%, time, call and notice 66%). These customer deposits, which
are widely diversified by type and maturity, represent a stable
source of funds. The Group places great emphasis on the stability
of these deposits, which are sustained through the Group’s retail
banking activities and by maintaining depositor confidence in the
Group’s capital strength. Although many customer accounts are
contractually due for repayment on demand or at short notice, in
practice inflows and outflows are broadly matched, keeping short-
term deposit balances stable.

As the financial investments held for trading and financial
investment measured at fair value through other comprehensive
income may be sold before maturity, or deposits from customers
may mature without being withdrawn, the contractual maturity
dates do not totally represent the expected timing and availability of
future cash flows.

Liquidity requirements to support calls under guarantees and
standby letters of credit are considerably less than the amount of the
commitments because the Group does not generally expect its third
parties to draw funds concurrently under the agreements. The total
outstanding contractual amount of commitments to extend credit
does not necessarily represent future cash requirements, as many
of these commitments will expire or be terminated without being
funded.
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk (continued)

The Bank’s Asset and Liability Management Department manages
the liquidity risk according to established policies and supports
ALCO by implementing liquidity risk monitoring and control. The
Group has always maintained high vigilance with regard to liquidity
risk management, relying much more significantly on customer
deposits than on inter-bank funding, particularly at volatile
times. The Group will continue to take the necessary measures
commensurate with its scale and complexity of operation to
strengthen its liquidity capability, including meeting various stress
scenarios and any new liquidity risk requirements.

The contingency funding plan (“CFP”) is reviewed and approved
by ALCO, SERMC and the Board RMC at least annually with the
objective of ensuring that the Group has practical and operational
plans in place to enable it to cope with a liquidity crisis. The CFP
is a practical tool for managing liquidity during a crisis event. It
sets out the options available to the Group for garnering liquidity
and funding, and an agreed course of action in the event of an
unexpected crisis. The CFP includes detailed action steps as well
as roles and responsibilities of relevant parties. As a practical set of
guidelines for the crisis management team and its support team to
evaluate the liquidity crisis situation and execute action steps during
any crisis, the CFP also consists of a sound balance sheet maturity
analysis, and spells out all potential funding sources giving due
consideration to their reliability, priority and the lead time during a
crisis.
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4 ,ﬁj%m Fﬁ%ﬁ (#9) 4 FINANCIAL RISK MANAGEMENT (continued)
4.4 {ﬁyj ﬁﬁlﬂ Fﬁ (%) 4.4 Liquidity risk (continued)
T 2% 3 R A A R R = A AR ) H 2 R iR The tables below analyse assets and liabilities of the Group as at 31
MMM AEEMRA T —H=1T—HZ&E X December into relevant maturing groupings based on the remaining
BB AE D - period at the end of reporting period to the contractual maturity
date.
ERK
WIsEE  —WAW
Repayable Upto —2=MA Z2T-MA &1k TR E RN it
ondemand  onemonth  I-3months  3-12months 1-5years  Over5 years Indefinite Total
HE b PhE fe P PBE B T
= A B 31 December 2018 HKS000  HKSO00  HKSO00  HKS000  HK$000  HKS000  HKS000  HKS000
{4 Assets
R4 Flﬁﬁﬂﬂ ERULHER Cash and balances with banks and
{45 other financial institutions 50,252,489 101,122,043 - - - - - 151,374,532
ERAAERAMERBRE 2 HH Placements with banks and other
financial institutions - - 63,630,572 10,586,741 - - 74,217,313
UATEESREZARZ Financial assets at fair value
28 é‘% through profit or loss
-Hib % - other debt securities - - - - - 525,689 - 525,689
fitk ﬁ MIA Derivative financial instruments 227,548 784,736 858,874 2,078,651 4,236,853 958,215 - 9,144,877
BRI RE Advances and other accounts 10,705,007 15,433,226 25,037,054 104,805,533 205,738,792 114,069,781 - 475,789,393
DATEESEBAHREAESBEE Measured st EVTOCI financial investments
—Eﬁm - treasury bills 1,565,389 - LIETS 1556020 3443305 S NEX )
~MEE - equity securities - - - - - 1,748,449 2,786,702 4,535,151
~fi %Hzﬁ%ﬁ% - certificates of deposit held - - - - 149,291 - - 149,291
~ bk - other debt securities - LI 13706090 6753685 49902692 29,512,070 - 88,648,848
~MEERER - Wealth management product - - - - - - -
DERRAARERTE Measured at amortised cost financial investments
1 - treasury bills - 2,510,861 8,926,081 995,045 6,874,918 733,080 - 20,039,985
AT - certificates of deposit held - LA 679749 562,400 - - - 10,100,067
—JlbfEA - other debt securiies - 107,826 604272 7648287 19731341 7,983,031 - 36074757
REENTZRE [nvestments in associates - - - - - - 97,984 97,984
TR R G Goodwill and other intangible assets - - - - - - 1,017,797 1,017,797
I Investment properties - - - - - - 140,135 140,135
VEVEL] Property, plant and equipment - - - - - - 901,251 901,251
Rl @RERTLEE Other assets, including current and deferred
FifaB income tax assets 298548 3678836 1336240 435554 3,032,867 124,679 BLIB 13,128,697
g Total assets 61,483,592 129,106,667 108,507,411 138,923,782 291,222,774 159,098,319 5275842 893,618,387
il Liabilities
BIMERLDER Deposits from banks and other financial
{72 intitutions 39618050 37408489 15,685,605 41250888 27,470,028 - - 161,433,060
fit4MIH Derivative financial instruments 32,807 883,170 1,003,093 2,207,693 2,102,567 691,057 - 6,920,387
KRl Deposits from customers 139,899,282 145,373,608 111,879,440 125,656,796 10,722,682 - - 533,531,808
EEffE Certifcates of depositissued - 2546806 11282534 1,119,041 - 24,948,381
ERTHRA Debt securities in issue
~BEUATREZEERAR - Designated at fair value through profitor loss - - - 108794 2,533,396 - - 2640090
i EIN - Atamortised cost LIZ35I3 4660270 4438807 9,993,590 - - 2066180
DBRBAARZ &R Subordinated debt measured at amortised cost - - - - 3,909,718 3,915,825 - 7,825,543
Kliaf ARRTREL Other liabilities, including current and
Es -t deferred income tax liabilities 2,699,136 8,013,534 1,208,061 5,097,200 469,846 293,163 952,409 18,733,349
ARHH Total liabilities 182,249,275 195,399,120 145,719,003 189,879,219 57,201,827 4,900,045 952,409 776,300,898
Ik T Net liquidity gap (120765,683) (66,292,453 (37211592)  (50955437) 234020947 154198274 4323433 117,317,489
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4 BB B B (a0 4 FINANCIAL RISK MANAGEMENT (continued)
4.4 ﬁ@lﬁﬁlﬂ Fﬁ (%) 4.4 Liquidity risk (continued)
HERE
G —fiRR
Repayable Upto —Z=fif =Z+ZMHA Sk TN R 5t
ondemand  onemonth  1-3months  3-12months 1-5years  Over 5 years Indefinite Total
Fib T i Fibr i Fibr i Fibx
Y Sl 1 iy 31 December 2017 HKS 000 HK$000 HKS000 HK$000 HKS000 HK$000 HK$000 HK$000
% Assets
e RERTRLRL LA Cash and balances with banks and
Bz &R other financial institutions 55749319 105,176,582 = = = = - 160925901
ERGAERLMERBEZ T Placements with banks and other
financial institutions - - 32,910,195 45,760,789 - - - 78,670,984
REMATREREERARL Financial assets designated at fair
SHEE value through profit or loss
- fbfE% - other debt securities = . = . = 73L157 = 73157
fit4MTE Derivative financial instruments 295,446 907,134 3,337,108 5,642,566 4,620,232 591,652 - 15,394,138
Lo el Advances and other accounts TIS3077 14654068 32759366 113695650 19120587 100447451 - 459830199
Mt e SR E Available-for-sale financial investments
~ - treasury bills - - - - LIGS369 2769757 - 396
~REd - equity securities - - - - - - 250364 250,364
Lk LrA - certificates of deposit held - 274,758 781,311 595,958 164,828 - - 1,816,855
- {5 ~ other debt securities = 3444902 78,962 500763 36813254 2580838 - 71621589
- ERER - Wealth management product - - - - - - - -
WHEIMERRE Held-to-maturity financial investments
— W - treasury bills S AGSI95 TISTI05 10814000 6794922 4973 -0
- B R 2 - certificates of deposit held - 8,408,359 5,304,409 3,049,429 - - - 16762197
- Lk - other debt securities s 883,383 2048718 8133154 4709712 12474475 I
REEATZ RS [nvestments in associates - - - - - - 405,722 405,722
L &L RS Goodwill and other intangible assets = = = = - - 1,017,282 1,017,282
REE Tnvestment properties - - - - - - 117,407 117407
VEYE ] Property, plant and equipment - - - - - - 905,768 905,768
HibgE  AFETREE Other assets, including current and deferred
MEREE income tax assets 37,862 2,836,366 473309 1,062,547 2,520,628 337,07 33,962 7,301,901
HEsH Total assets 63235704 141237467 85584483 194051806 267909532 143,359,530 2730505 898,109,027
A Liabilities
REFXR AR Deposits from banks and other financial
Bz ingitutions 3062705 50142808 36463220 31982329 28415539 - - I8l
fEEHTR Derivative financial instruments 35,587 1,114,198 3,239,786 2535910 1,439,437 252,387 = 8,617,305
KRR Deposits from customers 168633527 115764838 80457465 112861210 18573772 20971 - 196311783
BRI 6 Certificates of deposit issued = 2954560 38452470 1119338 38,440,126 s - 9L04054
REL v Debt securities in issue
~HEUATRESBERAR - Designated at fair value through profitor loss - - - 30760 326442 - N A
— DA AR - At amortised cost = = = 1,000 1,529,692 = - 1,530,692
DB RA AR B ERER Subordinated debt measured at amortised cost - - - - 3,897,774 7,800,709 = 11,698,483
At ARRTREL Other liabiities, including current and
ERaR deferred income tax liabilities 3,647,954 464743 943,724 2,882,052 692,763 187,647 6326 13,007,889
AREH Total liabilities 2944283 174623829 159356,665 164776645 96,253,525 8,261,714 6326 806:422,987
T AN Net liquidity gap (139708579)  (33386,362)  (BI72,182) 29275161 171,656,007 135,097,816 4179 91,686,040
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4 B R B e 4  FINANCIAL RISK MANAGEMENT (continued)
4.4 {ﬁyj ﬁﬁ’-ﬁ Fﬁ (%) 4.4 Liquidity risk (continued)
TRETIRAEEHZG AW A AT The table below presents the cash flows payable by the Group under
AR e DL SRR A AT AR B B AR M non-derivative financial liabilities, derivative financial liabilities that
D) A g Ve A A AT A R D B IE R A AR will be settled on a net basis and derivative financial instruments that
JRE A B 4 Ui R o 9 A A 4 [ T AR R T A R will be settled on gross basis by remaining contractual maturities at
AL B I 4 A KR A B A TE T B 4 JE R the balance sheet date. The amounts disclosed in the table are the
TE 2 TR T 6 i 22 46 8 1y A 0 A SC R 3R A B 4 contractual undiscounted cash flows, whereas the Group manages
i o the inherent liquidity risk based on expected undiscounted cash
inflows.
A UIR A B AL BT E TR The Group’s derivatives that will be settled on a net basis include:
= AMEMTAETH : A5 BIARE 5 & - Foreign exchange derivatives: over-the-counter currency

options; and

—  FIEfrA T H - M=l B R = Interest rate derivatives: interest rate swaps, forward rate
ik M35 51 38 Ty ) 2 agreements and OTC interest rate options

G DA BE R A S AR R AT A T ELA S - The Group’s derivatives that will be settled on a gross basis include:

—  SMEMATH B EEE - B - Foreign exchange derivatives: currency forward, currency
W K& swaps; and

—  FIEfrAE TH 2 R R o - Interest rate derivatives: cross currency interest rate swaps.
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4 HR R KA B (50 4 FINANCIAL RISK MANAGEMENT (continued)
4.4 {ﬁyj ﬁﬁ’-ﬁ Fﬁ (%) 4.4 Liquidity risk (continued)
R K I =MA =7
WP 4R U FSMA —Ehi%E HEDE
Repayable on 3 months 3-12 1-5 Over 5 SR At
demand or less months years years  Indefinite Total
T#L T T T#L T#L THL T
ZZ—-N\#+ZH=+—H Asat31December2018 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$’000
5L Financial liabilities
SRAT I 3 R HoA Deposits from banks and other
S M 2 7F 3K financial institutions 46,188,455 59,214,859 57,291,880 22,693,462 - - 185,388,656
KFEH Deposits from customers 119,290,583 277,447,823 130,001,477 16,578,034 521 - 543,318,438
E BTk Certificates of deposit issued - 13345413 10,690,318 376,789 4,370,351 - 28,782,871
DVATEE SRR Debt securities in issue at fair value
AlRZ B BT S through profit or loss - - - - - - -
DA S A A TR 22 Debt securities in issue at amortised
SRR cost - 51,099 344,614 17,527,137 - - 17,922,850
DU AR A B 2 %8 657H  Subordinated debts measured at
amortised cost - 659,420 1,047,447 9,535,216 5,873,738 - 17,115,821
Hoh 4 £ A5 Other financial liabilities 2,798,724 11,310,565 4,744,890 295451 1,597,136 90,541 20,837,307
SRRk Total financial liabilities 168,277,762 362,029,179 204,120,626 67,006,089 11,841,746 90,541 813,365,943
i 4 B4 ik Derivative cash flow
DFREEMESM TR Derivative financial instruments
settled on net basis 943 169 617,713 415,317 194,192 - 1,228,334
WAL Total inflows 7,287 1,690,159 7,191,212 73,334,079 150,004,189 - 232,226,926
i 48 Total outflows (6,344)  (1,689,990)  (6,573,499) (72,918,762) (149,809,997) - (230,998,592)
DR SR TR Derivative financial instruments
settled on gross basis
AL Total inflows 1,276 183,406,276 73,691,765 198,566,073 55,634,114 - 511,299,504
i o 48 Total outflows (857) (183,440,028) (73,662,063) (198,784,374) (55,760,032) - (511,647,354)
HEAREMNEE Off-balance sheet items
—AEE AT
No later — & h4E T4 E L
than 1 year 1-5 years Over 5 years Total
ZE-NETZAZET—H At 31 December 2018 HK$°000 HK$°000 HK$°000 HK$°000
BFUR Loan commitments 168,194,627 14,220,287 34,500,417 216,915,331
iR BRAE R LI B RE Guarantees, acceptances and other
financial facilities 20,572,950 - - 20,572,950
G Total 188,767,577 14,220,287 34,500,417 237,488,281
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4 HR R KA B (50 4 FINANCIAL RISK MANAGEMENT (continued)
4.4 {ﬁyj ﬁﬁ’-ﬁ Fﬁ (%) 4.4 Liquidity risk (continued)
IR I =1 A =%
et 2 gUT A —ERE EENLE
Repayable on 3 months 3-12 1-5 Over 5 e B 81 st
demand or less months years years Indefinite Total
T T T T T T T
ZZ—t#+ZH=+—H Asat31December2017 HKS$'000 HK$'000 HK$'000 HK$000 HK$'000 HKS$'000 HKS$'000
5L Financial liabilities
SRAT I 3 R HoAe Deposits from banks and other
S B 2 7F 3K financial institutions 34,659,390 100,505,868 30,467,953 25,292,018 = - 190,925,229
KFEHR Deposits from customers 166,207,607 200,665,826 116,773,163 24,359,273 21,195 - 508,027,064
B BTk Certificates of deposit issued - 39,732,034 11,016,687 37,020,439 4,808,532 - 92,577,692
DATEEGHEZREAIRZ  Debt securities in issue at fair
EET S value through profit or loss - - - 3320760 3,264,422 - 6585182
DA S R A A TR 22 Debt securities in issue at
SRR amortised cost 467,599 1,623 1,063,755 = = 1,532,977
DU AR A B 2 %8 657H  Subordinated debts measured at
amortised cost = = 559,536 5,730,859 8,334,510 - 14,624,905
Hoh 4 £ A5 Other financial liabilities 3,690,050 6,511,318 2,002,208 241,418 375,294 6326 12,826,614
LA AR Total financial liabilities 204,557,047 347,882,645 160,821,170 97,028,522 16,803,953 6,326 827,099,663
i 4 B4 ik Derivative cash flow
DFREEMESM TR Derivative financial instruments
settled on net basis 651 100,892 383,115 (401,988) (119,697) = (37,027)
WAL Total inflows 2,493 8,290,018 5,867,344 35,604,727 94,968,310 - 144,732,892
it 4 Total outflows (1,842)  (8,189,126)  (5484,229)  (36,006,715)  (95,088,007) - (144,769,919)

DVBEAE R AT S TR Derivative financial instruments

settled on gross basis
AL Total inflows 851 109,137,702 140,449,948 163,392,113 55,738,893 - 468,719,507
Jii b A% Total outflows (380) (109,480,013) (141,010,439) (164,279,211)  (55,698,439) - (470,468,482)
HEAREMNEE Off-balance sheet items
—AEHUUT

No later —ZH4E HEMUE Mgt
than 1 year 1-5 years Over 5 years Total
it S ey IS e o] At 31 December 2017 HK$'000 HK$000 HK$'000 HKS$'000
BFUR Loan commitments 188,027,823 13,082,580 32,616,759 233,727,162

R BRAE R LI B RE Guarantees, acceptances and
other financial facilities 24,421,396 - - 24,421,396
&t Total 212,449,219 13,082,580 32,616,759 258,148,558

209



o R R SRAT () A R4

Industrial and Commercial Bank of China (Asia) Limited

BEEZ-NAFE+A=+—HILFE
For the year ended 31 December 2018

4 B E| B A B (an)
4.5 R 4R T H R m

AL 2 SEH I L B TR (B
AL A B o AL E B S0F B AR
M E P AR DB R S SR
MERZAEBILEZRA - AEMIFRE
A0 2 L O e B A A o A R R
ZARIER N LSS B 2R A > R IR TE AR AR op A
TR E SR P AN TE -

AR B TR R 1) 2 5K R AR B AR 2 1 3 K
T OB o DU IR R 458 4 1% 0 2
B2 IR R EZ YA o AT B E R A R
FEWEEAMEN 2R B HAIREA - 58
5 48 OR B HCAMRFE - 91 3005 T o D AR bR 2
AR o

ALEMINE B SN TR 2 A #E W
Rl 3 R 8 o5 (A% 2 J 400 9 Bl DA B TR
L T < T L LB o TR L
Z BB K BUE 2 g BRI -

(a) L FEEH M
A A [ 37 o ) SR s > S L E B
7 R4y BLA S 0 S A ) SR JE B o A
MR —FE—-AFET_H=1T—HZA
TR EAE2TSHEB G (ZE—LFE:
EEsT2H & T) ©

(b) B

BE 5 EE R AR R AR B &
TR R ER o R F N ET A
Zt—H > WEERZAPEERIET
S5HEEIT (ZF— B4 - IEME3T #i
Jo) ©

210

4

Ak
Annual Report 2018

FINANCIAL RISK MANAGEMENT (continued)

4.5 Strategy in using financial instruments

By their nature, the Group’s activities are principally related to
the use of financial instruments including derivatives. The Group
accepts deposits from customers at both fixed and floating rates,
and for various periods, and seeks to optimise the interest margins
by investing these funds in high-quality assets. The Group seeks to
increase these margins generally by consolidating short-term funds
and lending for longer periods at higher rates, while maintaining
sufficient liquidity in the process to meet all claims that might fall
due.

The Group also seeks to raise its interest margins, net of allowances,
through lending to commercial and retail borrowers with a range of
credit standings. Such exposures involve not just on-balance sheet
loans and advances but also guarantees and other commitments such
as letters of credit and performance and other bonds.

The Group also manages the risk of financial instruments by
taking positions in OTC instruments to take advantage of short-
term market movements in currencies, interest rates and securities
prices. The management places risk limits on the level of exposure to
financial products.

(a)  Fair value hedges
The Group hedges part of the existing Hong Kong dollar and
foreign currency interest rate risk in its fixed rate assets by
means of interest rate swaps. The net fair value of these swaps
as at 31 December 2018 was HK$25 million negative (2017:
HK$152 million positive).

(b)  Cash flow hedges
The Group uses interest rate swaps to protect against
exposures to variability in future cash flows on non-trading
assets and liabilities which bear interest at variable rates.
The net fair value of these swaps as at 31 December 2018 was
HK$95 million positive (2017: HK$130 million positive).
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FINANCIAL RISK MANAGEMENT (continued)

4.6 Fair values of financial assets and liabilities

Financial instruments measured at fair value using a valuation
technique

Fair values of standardized financial assets and financial liabilities
that are traded in active market are based on quoted market prices.
For all other financial instruments, the Group determines fair
values using valuation techniques. In general, quoted prices in
active market will be used if available. When quoted prices in active
markets are not available, an appropriate valuation technique will be
employed.

Valuation techniques include net present value and discounted cash
flow models, comparison to similar instruments for which market
observable prices exist, Black-Scholes and polynomial option pricing
models and other valuation models. Assumptions and inputs used in
valuation techniques include risk-free and benchmark interest rates,
credit spreads and other premia used in estimating discount rates,
bond and equity prices, foreign currency exchange rates, equity and
equity index prices and expected price volatilities and correlations.
The objective of valuation techniques is to arrive at a fair value
measurement that reflects the price of the financial instrument that
would be received to sell the asset or paid to transfer the liability in
an orderly transaction between market participants at the reporting
date.

The Group uses widely recognised valuation models for determining
the fair value of the common financial instruments. The market
data inputs are independent and observable in the market which
avoids any manipulation of the fair values. The Group has also an
established Valuation Committee to set up control framework with
respect to the measurement of fair values. Valuation Committee is
responsible for review of all market prices and rate sources used as
well as curves, methodology and models for valuation of financial
instruments.

A Credit Valuation Adjustment (CVA) is applied to the Group’s
over-the-counter derivative exposures to take into account the
counterparty’s risk of default when measuring the fair value of
the derivatives. CVA is the mark-to-market adjustment to the fair
value to reflect potential credit risk from counterparties in the
Group’s over-the-counter derivative portfolio. CVA is calculated
by multiplying the expected loss rates and the exposure value of the
instruments at deal level.

The Group estimates the expected loss rates by referencing the
historical loss rates of the counterparties at similar internal credit
grading level. A Debit Valuation Adjustment (DVA) is applied
to incorporate the Group’s own credit risk in the fair value of
derivatives, using same methodology as for CVA.
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FINANCIAL RISK MANAGEMENT (continued)

4.6 Fair values of financial assets and liabilities (continued)

Determination of fair value hierarchy
The following table presents the fair value of the Group’s financial

instruments measured at the end of the reporting period on a

recurring basis, categorised into the three-level fair value hierarchy

as defined in HKFRS 13, Fair value measurement. The level into

which a fair value measurement is classified is determined with

reference to the observability and significance of the inputs used in

the valuation technique as follows:

Level 1 valuations:

Level 2 valuations:

Level 3 valuations:

Fair value measured using only Level 1 inputs
i.e. quoted prices in active markets for identical
assets or liabilities at the measurement date.

Fair value measured using Level 2 inputs i.e
inputs other than quoted market prices included
within Level 1 that are observable for the asset or
liability, either directly or indirectly.

Fair value measured using unobservable inputs.
Unobservable inputs are used to measure fair
value to the extent that relevant observable
inputs are not available.
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4.6 Fair values of financial assets and liabilities (continued)

Determination of fair value hierarchy (continued)

- FH= FH= A
Level 1 Level 2 Level 3 Total
. o TH T#T T#L T#L
A Y = 31 December 2018 HK$’000 HK$’000 HK$’000 HK$’000
SN PE AP B Recurring fair value measurements
EREE Financial assets
ik & @ TR Derivative financial instruments
M A A Forward foreign exchange contracts - 3,338,499 - 3,338,499
SRR 5 4 Structured foreign exchange contracts - 391 - 391
& W Currency swaps - 1,185,796 - 1,185,796
AN HE S0 EX options - 192,274 - 192,274
ESEE Interest rate swaps - 1,677,753 - 1,677,753
T i 2 Commodity forward - 3,889 - 3,889
R 1 Interest rate futures - 2,305 - 2,305
i 5 45 1] Equity swaps - 2,743,970 - 2,743,970
i S0 Equity options - - - -
- 9,144,877 - 9,144,877
DL A8 (B 68 At 22 1A W i A IR Loans and advances to customers, banks and trade
EE -~ #17 I Eva ¢ 98N] bills measured at fair value through
HRIE DL J 7 22 52 4% other comprehensive income
%P Advances to customers - 700,946 - 700,946
EE Trade bills - 11,854,473 - 11,854,473
- 12,555,419 - 12,555,419
FHER S Mg e Mg E Financial assets held for trading
fi 7 Debts securities - - - -
&S Equities - - - -
DA EERIBAERARL Financial assets at fair value through profit or loss
SREE
Edcg T Investment funds - 139,622 - 139,622
HAty Others - 386,067 - 386,067
- 525,689 - 525,689
PAAP IR A 2 MU AHR 2 Financial assets measured at fair value through
& G other comprehensive income
% Debt securities 86,951,383 9,579,376 - 96,530,759
I 55 78 A5 Equity securities 790,024 882,954 2,862,173 4,535,151
87,741,407 10,462,330 2,862,173 101,065,910
SREERR Total financial assets 87,741,407 32,688,315 2,862,173 123,291,895
ﬁ'—g WA Financial liabilities
liga st Derivative financial instruments
W ANE A £ Forward foreign exchange contracts - 3,356,026 - 3,356,026
AEMEVESME G 4 Structured foreign exchange contracts - 391 - 391
g ) Currency swaps - 1,356,306 - 1,356,306
4 T 39 1 FX options - 204,960 - 204,960
Qe Interest rate swaps - 1,319,190 - 1,319,190
7 i 7 0 Commodity forward - 4,077 - 4,077
ES TN Interest rate futures - 6,669 - 6,669
I B 45 Equity swaps - 672,768 - 672,768
i S Equity options - - - -
- 6,920,387 - 6,920,387
P LA B E A i R AR Financial liabilities designated at fair value
& [ ffa through profit or loss
CRITHE Debt securities in issue - 2,642,190 - 2,642,190
- 2,642,190 - 2,642,190
SRARER Total financial liabilities - 9,562,577 - 9,562,577
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Fair values of financial assets and liabilities (continued)

i TE LT (3 (4#) Determination of fair value hierarchy (continued)
EH— Fh— Em= M
Level 1 Level 2 Level 3 Total
B T T T T T T
ZZ b4+ ZHA=Et—H 31 December 2017 HK$’000 HK$000 HK$000 HK$’000
SN PE AP A Recurring fair value measurements
SR E A Financial assets
i Az il TR Derivative financial instruments
7 1A Ah E 5 4 Forward foreign exchange contracts = 6,261,779 - 6,261,779
&N S BE A 4 Structured foreign exchange contracts - 1,277 - 1,277
Bk Currency swaps - 1,328,373 = 1,328,373
4 B 0 e FX options - 103,196 - 103,196
) % 451 4] Interest rate swaps - 1,097,815 - 1,097,815
7 i 722 40 Commodity forward - = - -
R & Interest rate futures - 4,128 - 4,128
Jic 5 4 11 Equity swaps = 6,597,564 = 6,597,564
Jie S RE Equity options - 6 - 6
- 15,394,138 - 15,394,138
TR 22 o o 4 Financial assets held for trading
Ly Debts securities - - - -
= Equities = - = -
16 LA T EE A R AR Financial assets designated at fair value
2 4 B through profit or loss
HoAth Others - 731,157 - 731,157
- 731,157 - 731,157
AL E SR E Available-for-sale financial investments
&5 Debts securities 65,575,454 11,798,116 - 77,373,570
g 2 Equities - - 250,364 250,364
B L Wealth management products - - - -
65,575,454 11,798,116 250,364 77,623,934
<l E AR Total financial assets 65,575,454 27,923,411 250,364 93,749,229
£ il £ A Financial liabilities
i AE 4 i TR Derivative financial instruments
7 AN RE 5 £ Forward foreign exchange contracts - 6,246,844 - 6,246,844
#hh SN & 4 Structured foreign exchange contracts - 1,278 - 1,278
£ 4 1 Currency swaps = 1,358,960 - 1,358,960
A1 HEE 1 HE FX options = 139,508 = 139,508
| 2 451 11 Interest rate swaps - 583,374 = 583,374
7 i 722 ) Commodity forward - = - -
Fll Z B Interest rate futures = 82 = 82
Jic 5 45 11 Equity swaps = 287,253 = 287,253
i 2 1 Equity options - 6 - 6
- 8,617,305 = 8,617,305
HEE A FEEAH R R AN Financial liabilities designated
Z 4 AR at fair value through profit or loss
C AT Debt securities in issue - 6,585,182 - 6,585,182
- 6,585,182 = 6,585,182
A AR Total financial liabilities - 15,202,487 - 15,202,487
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4 FINANCIAL RISK MANAGEMENT (continued)

4.6 Fair values of financial assets and liabilities (continued)

Movements in level 3 financial instruments measured at fair value

The following table shows a reconciliation of the opening and

closing amounts of Level 3 financial assets and liabilities which are

recorded at fair value:

=2 N4 2R HF N4
—H—H iRzl +F-H=+—H
At WK () Total gains At
1 January Addition/ recorded 31 December
2018 (disposal) in equity 2018
T#T T#x T#T T#x
HK$°000 HK$°000 HK$’000 HKS$’000
£ b Financial assets
DA P18 (458 H At 4 T i 4 Financial investment measured at
AIEZ 4Rk % fair value through other
comprehensive income
JBe 5 Equities 250,364 2,940,803 (328,994) 2,862,173
SR = 4 G AL Total level 3 financial assets 250,364 2,940,803 (328,994) 2,862,173
W oF—tF ARE SR N N oF—LE
—H—H IRz - H=+—H
At WE (e Total gains At
1 January Addition/ recorded 31 December
2017 (disposal) in equity 2017
T T T T T T
HK$000 HK$°000 HK$000 HK$°000
A ¥ Financial assets
511 8 B <5 % Available-for-sale financial
investments
&% Debts securities = - - -
M5 Equities 128,572 121,929 (137) 250,364
SR = 4 A AR Total level 3 financial assets 128,572 121,929 (137) 250,364
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Fair values of financial assets and liabilities (continued)

Movements in level 3 financial instruments measured at fair value

(continued)

Gains/losses on Level 3 financial instruments included in the income

/R A statement for the year comprise:
& 8 3Ll 1 o 5 B 2
Unrealised Unrealised U
losses gains Total
T#L T#L T#L
e SIS 3 2018 HK$ 000 HK$’ 000 HK$’ 000
FEAAERE s F 2 Ukt Total gains/(losses) included in income
(F518) statement for the year - - _
7 5 Bl 4R R 5 BN 2
Unrealised Unrealised HEE
losses gains Total
T o T oo T oo
—F L 2017 HKS$’ 000 HKS$’ 000 HKS$’ 000
FEAAAEFE it R 2l ds Total gains/(losses) included in income
(5 48) #8758 statement for the year - - -
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FINANCIAL RISK MANAGEMENT (continued)
4.6 Fair values of financial assets and liabilities (continued)
Significant transfers between Level 1 and 2

The following tables show significant transfers between Level 1 and
Level 2 of the fair value hierarchy for financial assets and liabilities

PNV which are recorded at fair value:
(RS E LY S
Transfers from Level 1 to Level 2
ZR— N\ S iR
+=ZH=+—H +=ZA=+—H
31 Dec 2018 31 Dec 2017
T#n TH#TT
HKS$’000 HK$000
DA~ 15 1 266 Al 2 17 Ui 4 Financial investment measured at fair value through
AR &R E other comprehensive income
i 5 Debt securities - -
88 & S R E Available-for-sale financial investments
&% Debt securities - -

BAHCHMEEN SR B EER = ER
BZEEENRAFECABAERES - M
B 2 P (L 7 A AR 28 T R I G i i A
B T LA (77 B5 U

No financial assets were transferred from Level 1 to Level 2 as they
ceased to be actively traded during the year and fair values were
consequently obtained using valuation techniques using observable
market inputs.

A B MR B A —
Transfers from Level 2 to Level 1
e 2% 3 ZE b
+=H=Z=+—H +ZHA=+—H
31 Dec 2018 31 Dec 2017
T#x THkoT
HK$’000 HK$’000
DA T8 (B 58 Ath 42 17 0 4 Financial investment measured at fair value through
AMRZ S MBE other comprehensive income
&% Debt securities 431,615 -
L8 SRl E Available-for-sale financial investments
545 Debt securities - 986,360

Lol G R R f R M EER— ER
R EINAE LA GRS > B AT
(L 0 A8 125 1) T AL 199 i O i A S A
i {E 77 5 UG o

TE 2 Y-8 8 45 8 2 T B RS i A6 5 T ik o5 4
B RIRFBEAE o

The above financial assets were transferred from Level 2 to Level
1 as they have been actively traded during the year and fair values
were no longer obtained using valuation techniques using observable
market inputs.

Transfers between levels of the fair value hierarchy are deemed to
occur at the end of the reporting period.
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& F RERAT IR 26 2 SR B HABIRIH 2 4
SRR IRF 25 R A B 22 i 45 ) 3 2 411 B
WAL > Sl T B 1 (2 AR B R
T AR (BN i TR 2 5 o

(c) LIHEH ISR B
DA 6 PR AR A BR A5 PR 2 AR (D 2 TR
T TR E o A S W ARSI AN T
FUJ 2 S8 (AR 482 5 {8 A6 X At il (B 77
At

(d) KA ET - 8177 R H A2 2
Vg 0413
TR EE W2 1 B A AE B S B Al A
B REREFEBNEH > 2%
ZEGR I 28 T8 {E BD 25 AR T -

R TF] AT B % F A K T T 35 4R
B > HCAl 3 11 B2 A Al B 3 < i
R T IR AR 6 B0 R A
a FHE’%Z% A S R 0 A R e
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FINANCIAL RISK MANAGEMENT (continued)

4.6 Fair values of financial assets and liabilities (continued)

Financial instruments not measured at fair value
The fair values of financial assets and liabilities are estimated as

follows:

(a)

(b)

(c)

(d)

Balances and placements with banks and other financial
institutions

The fair values of floating rate placements and overnight
deposits are their carrying amounts. The estimated fair value
of fixed interest-bearing deposits, all of which are less than one
year, is based on the discounted cash flows using prevailing
money-market interest rates and the remaining maturity.
Therefore, the fair value is approximately equal to the carrying
value.

Advances and other accounts measured at amortised cost
Advances and other accounts are net of allowances for
impairment. All items, except a very insignificant portion of
loans and advances to customers, bear interest at a floating
rate. The Group has assessed the fair values of loans and
advances to customers and banks, after taking into account
the relevant market interest rates and net of allowances for
impairment. noted that the total fair value is not materially
different from the total carrying value.

Investment measured at amortised cost

The fair value of investment measured at amortised cost
determined with reference to the available market value. If
quoted market prices are not available, then the fair value
is estimated on the basis of pricing models or using other
valuation techniques.

Deposits and balances from customers, banks and other
financial institutions

The estimated fair value of deposits and balances with no
stated maturity is the amount repayable on demand. The fair
value of those balances having an interest at a floating rate is
their carrying value.

The estimated fair values of the fixed interest-bearing deposits
of banks and deposits from customers without quoted market
prices is based on discounted cash flows using interest rates for
new debts with similar remaining maturity. As their maturity
is normally less than one year from the end of the reporting
period, their fair values are approximately equal to their
carrying values.
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4 FINANCIAL RISK MANAGEMENT (continued)

4.6 Fair values of financial assets and liabilities (continued)

Financial instruments not measured at fair value (continued)

(e)

Certificates of deposit issued

The Group has assessed the fair value of certificates of deposit
issued after taking into account the relevant yield curve and
noted that the total fair value is not materially different from
the total carrying value.

Other assets and other liabilities

The estimated fair value of the other assets and other liabilities,
which are normally non-interest-bearing, is their carrying
values.

The carrying amounts of the Group’s financial instruments
carried at cost or amortised cost are not materially different
from their fair values as at 31 December 2018 and 2017
except for the following financial instruments, for which their
carrying amounts and fair value and the level of fair value

N TEES R E W T hierarchy are disclosed below:
M Wi L
Carrying 2R S S - FH=
amount Fair value Level 1 Level 2 Level 3
T T T#1L T# T T
SR\ 2018 HK$’000 HKS$000 HK$°000 HK$°000 HK$’000
& A Financial liabilities
DL 85 A A A B 15 15 & R Subordinated debts measured
at amortised cost 7,825,543 8,013,697 4,021,200 3,992,497 -
HR T A
Carrying NP FH— £ - L=
amount Fair value Level 1 Level 2 Level 3
AR P RSP AR AR AR
it Sl i 2 2017 HK$°000 HK$’000 HK$’000 HK$’000 HK$’000
4l A Financial liabilities
DL B A A B AR M8 5 08 Subordinated debts measured
at amortised cost 11,698,483 11,967,021 8,059,971 3,907,050 -
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FINANCIAL RISK MANAGEMENT (continued)

4.7 FE@EERAFEZ A FEE 4.7 Fair values of non-financial assets and liabilities
LT (AR Fair value hierarchy
T 3R 25 A R A A ORI 4 A M e S The following table presents the fair value of the Group’s bank
AR 2 SRATW) N7 B LA R BB 2 A premises and properties and investment properties measured at the
SRR - NI e s A 5 i B R 25139 T end of the reporting period on a recurring basis, categorised into
TEE = | B 2 RN TS S T4 the three-level fair value hierarchy as defined in HKFRS 13, Fair
oo NFEER B ZERTT2 % T E value measurement. The level into which a fair value measurement
T3 57 F 2 i A B 2 mT A M R o 43 is classified is determined with reference to the observability and
B significance of the inputs used in the valuation technique as follows:
L — A5 E BB AT REAE N A — R Level 1 valuations: Fair value measured using only Level 1 inputs
AEH - BIRAFEH T BTG A A i.e. unadjusted quoted prices in active markets for identical assets or
35 0 B (R 3 ) liabilities at the measurement date
SERR AR E R A PEE SR S A Level 2 valuations: Fair value measured using Level 2 inputs
{H > BPARFF G4 4k — i n] sl A(E > KAE i.e. observable inputs which fail to meet Level 1, and not using
FHE 0 AS W] LA A (B o AS T B A (B significant unobservable inputs. Unobservable inputs are inputs for
b A 4 AR 7 555 R A i A o which market data are not available
GHEAGE T EA T EESE EEAFE Level 3 valuations: Fair value measured using significant
FEWAAE unobservable inputs
R )NSEFHZE T —HZ A PR Fair value at 31 December 2018
HFHh— FH FH=
Level 1 Level 2 Level 3
T#xT T#T T#T T#x
HK$’000 HK$’000 HK$’000 HK$’000
FEH PR A PRI Recurring fair value measurement
SRATY R 5 R Bank premises and properties 627,090 - - 627,090
BEWE Investment properties 140,135 - - 140,135
W _E—tEF_HA=+—HZAVEE Fair value at 31 December 2017
FHR— £ FH=
Level 1 Level 2 Level 3
T T Tt T T T T
HKS$’000 HKS$°000 HK$°000 HK$’000
KA A R = Recurring fair value measurement
SRATY R 5 R Bank premises and properties 645,804 - - 645,804
BEWE Investment properties 117,407 = = 117,407
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During the year ended 31 December 2018, there were no transfers
between Level 1 and Level 2, or transfers into or out of Level 3. The
Group’s policy is to recognise transfers between levels of fair value
hierarchy as at the end of the reporting period in which they occur.
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FINANCIAL RISK MANAGEMENT (continued)

47 FEEREEKRAMEZ A FEE @) 4.7 Fair values of non-financial assets and liabilities (continued)
DS FAE (E FE R () Fair value hierarchy (continued)
A 55 [ i A 1% B W) 26 DA O SRAT W SN E R All of the Group’s investment properties and bank premises and
ZEFRETZHE T HERGE - AR properties were revalued as at 31 December 2018. The valuations on
AT BCE W 3 DL B SRAT W SN [ 7 22 Ak M el the Banks’s investment properties and bank premises and properties
7 BLSE A M A (L P 2 R A ) AR AT A BR A were carried out by an independent professionally qualified valuer,
A HEAT o AERAT T A F 1% W 2 A B SR AT A.G. Wilkinson & Associates. The investment properties and bank
VSN J5 B 2 A (B e v B A 2 L BSE premises and properties of the Bank’s subsidiary were carried out
AR i B A R N i [ A T WA by an independent professionally qualified valuer in the Mainland
T At (B s 0 A R R AEAT o UGS Ak Pl 2 B China, Shenzhen GuoZhongLian Asset and Real Estate Appraisal
i T A (L 400 S T A b B 0 ) S I 2 a0 A Consulting Co., Ltd. The valuers are with recent experience in
B 4855 o A< AR 1) 2 A& 31 BRI A gk R A% the location and category of property being valued. The Group’s
o ) B A B R H A A AT Al (ELIRE BT A management has discussion with the surveyors on the valuation
B3 B Ak (B 45 R HEAT 7o o assumptions and valuation results when the valuation is performed
at each interim and annual reporting date.
B = 2B Rt 72 EH Information about Level 3 fair value measurements
165 ¥ A ] L5 A
Valuation Unobservable i 1
techniques input Range
HREY R
- HeF ik Tl
— [ A7 St B B R JEL g 58 2 it B 4
YT R
T A AR
Investment properties
- Hong Kong Investment method Market yield 2.65% - 2.95%

- Mainland China

RITY HF 7 B
— &
— 1 Ay s 7y A T

— 15 [A] 4 T 72

Bank premises and properties
- Hong Kong

- Mainland China method 1

- Mainland China method 2

Discount cash flow

H B
it B B 4V

T H s

Direct comparison approach

Discount cash flow

Direct comparison approach

Risk adjusted discount rate
Expected market rental growth
Expected occupancy rate

YIS 2 M8 (P i)
JEL B i 2 it B %
T LA SR

e o AR R

i 355 {2 3 B ¢

Premium/(discount) on
characteristic of the properties

Risk adjusted discount rate

Expected market rental growth

Expected occupancy rate

Market value discount rate

4.7%
3% - 5%
95%

9.87% to (17.54%)

4.5%
5%
97%
6%

221



o R R SRAT () A R4

Industrial and Commercial Bank of China (Asia) Limited

WEE - /N\FHZH =+ R IEE
For the year ended 31 December 2018

4 B E| B A B (an)
47 FEEREE KA MEZ A FEME @)

BT SR = L E (1 2 BH ()
MABBER =2 REYENF > ~AFHE
VAR 81 75 35 fl (8

i) DHREBETME R T RS
WS AP T R A T R A B M A (S 2
W% i 85 < YU 2 A i 45 i 3 S e AN
AERE DR T ZAF A 1R)

i) TR A B O B R A ) A
B 2 TR B i I BL © fEE R RS
&2 TEIA T (A FE A B R SRR AL R o B
T 2 3 B A 5 2 B 3R A i 7 M B
VA RS 2 A5 BB R AR i B o 221
(B R B TR i (B AR < 1 R 6 % il AR
I L B AR > Sz B B R G B R
HBAR -

MO BER =2 RITFERYENS > A
SPABE TS # DLT 7 A E

i) R A R B R I B R )
B2 TR B 4 TR R AN o A (B RS
2 TE W (L 4 3R R0 AL R o T
P 2 B ER R B A 5 2 RO i A b B
DI RALF 2 (5 S8 R AE B a3 - A TE
(B w5 B 78 U Tl (R AL 4 046 4 o S AL R
B IE LU BRI AR > S BEL L gy o % B 3R 2R A S
RAR 5 I

i) T R LRk R A 36 2 AT AR UL AN
P - R e AT RIVIRE 2275 4 e 225 7T 1
2 2 GG o AT 35 S AT Al (H o Al (H
TRt RYISE 2 F B - ELA6 B - RS
TR ~ BB~ METE v AR £ A A R
? AR 5 R o IR A AR i
R 5 i M 2 ) S A e 2 A PR
EJrE o

222

4

Ak
Annual Report 2018

FINANCIAL RISK MANAGEMENT (continued)

4.7 Fair values of non-financial assets and liabilities (continued)

Information about Level 3 fair value measurements (continued)
For investment properties classified under level 3, the fair values are

valued by:

i)

investment method of valuation and have assessed the
contractual rental income and the expected future market
rental income after allowing for outgoings and maintenance
requirements at appropriate market yields as perceived in the
actual market; and

discounting a projected cash flow series associated with the
properties using risk adjusted discount rates. The valuation
takes into account expected market rental growth and
occupancy rate of the respective properties. The discount
rates used have been adjusted for the quality and location
of the buildings and the tenant credit quality. The fair
value measurement is positively correlated to the expected
market rental growth and the occupancy rate, and negatively
correlated to the risk adjusted discount rates.

For bank premises and properties classified under level 3, the fair

values are determined by:

i)

discounting a projected cash flow series associated with the
properties using risk adjusted discount rates. The valuation
takes into account expected market rental growth and
occupancy rate of the respective properties. The discount
rates used have been adjusted for the quality and location
of the buildings and the tenant credit quality. The fair
value measurement is positively correlated to the expected
market rental growth and the occupancy rate, and negatively
correlated to the risk-adjusted discount rates; and

using direct comparison approach to value properties in
their respective existing states and uses on the market basis
assuming sale with immediate vacant possession and by
making reference to comparable sales evidence. The valuations
take into account the characteristic of the properties which
included the location, size, shape, view, floor level, year of
completion and others factors collectively. Higher premium
for properties with higher characteristic will result in a higher
fair value measurement.
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4 FINANCIAL RISK MANAGEMENT (continued)

47 FEEREEKRAMEZ A FEE @) 4.7 Fair values of non-financial assets and liabilities (continued)
Bk = 2B (7l 22 B () Information about Level 3 fair value measurements (continued)
S B = 08 1 (R R B A R 2 ] TR 2 A T A The movements during the period in the balance of these Level 3 fair
T value measurements are as follows
T#L
AT ERDE Bank premises and properties: HK$°000
A —NFE—H—H At 1 January 2018 645,804
GRWE N Addition for the year -
[LLUNE'S L7/ Transferred to investment properties (24,000)
T 232 ) ¢ Exchange adjustment 1,581
NPT Depreciation charge for the year (17,253)
R PER 7S Surplus on revaluation 20,958
R_F—/EFZA=+—H At 31 December 2018 627,090
T T
SRAT 5 B I3 Bank premises and properties: HK$°000
AT —tE—H—H At 1 January 2017 655,436
GRWEIN Addition for the year -
VNS <L7/E Transferred to investment properties (34,500)
T 3% 3 Exchange adjustment 19,135
RN AT EE S Depreciation charge for the year (17,346)
R RPER S Surplus on revaluation 23,079
W_FE—tFE+_H=1+—H At 31 December 2017 645,804
T#0
BeEWE - Investment properties: HK$°000
W oE—ANF—H—H At 1 January 2018 117,407
HERAT 5 2 S ) A Transferred from bank premise and properties 24,000
N PAE (o 2 Fair value adjustment 700
T 23 7 ¢ Exchange adjustment (1,972)
A _F—NEF+ZA=+—H At 31 December 2018 140,135
T
Eid-L7/E Investment properties: HK$’000
h_FE—-tEHF—H—H At 1 January 2017 79,658
HY SRAT 5 7 S ) S Transferred from bank premises and properties 34,500
N {3 A R R Fair value adjustment 500
T %2 3 Exchange adjustment 2,749
Ro-F—t4FE+ZA=+—H At 31 December 2017 117,407
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FINANCIAL RISK MANAGEMENT (continued)

4.8

Capital management

The Group’s objective for managing capital is to allocate capital
in an efficient and risk-based approach to optimise risk-adjusted
return to the shareholders. The Group periodically reviews its
capital structure and maintains a strong capital base to support the
development of its business. The privatisation of the Bank in 2010
facilitates greater responsiveness than before to the Group’s need
for capital injection from the Parent Bank as and when it arises. This
was evidenced by the various capital injections from the Parent Bank
thereafter. At the same time, the credit standing of the Bank is also
enhanced as a result of the privatisation, which enables the Bank to
raise supplementary capital from the capital market in a more cost-
efficient manner than before.

The Group manages its capital to execute its strategic business
plans and support its growth and investments in an efficient way.
The Group adjusts its business and lending strategy from time to
time to optimise its risk-return profile. To ensure compliance with
regulatory requirements, detailed capital management and capital
adequacy ratio management policies have been drawn up by the
Bank.

The HKMA requires the Bank to maintain a prescribed ratio of
total regulatory capital to risk-weighted assets (the CAR). Certain
subsidiaries of the Group are also subject to statutory capital
requirements from other regulatory authorities, such as the Hong
Kong Securities and Futures Commission. Capital adequacy and the
use of regulatory capital are closely monitored by the Management,
employing techniques based on the Capital Rules. The required
information is filed with the HKMA on a quarterly basis. The
disclosure of capital adequacy and capital base are shown in Note 1
of the Supplementary Financial Information.

During the two years ended 31 December 2018 and 2017, the Group
complied with all of the capital requirements externally imposed by
the HKMA.
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4 FINANCIAL RISK MANAGEMENT (continued)

4.9

4.10

Operational risk management

Operational risk is the risk of unexpected financial losses resulting
from inadequate or failed internal processes, people, systems or
from external events. The Group follows the definition by BASEL
Committee which includes legal risk, but excludes strategic and
reputation risks. Operational Risk is inherent to every aspect of
daily business operations within an organization, which covers a
wide spectrum of issues and root causes. The Group adopts the
“Three Lines of Defence” approach to manage operational risk. The
Operational Risk Committee is established to provide adequate
oversight to ensure operational risks (including technology risk)
are identified, assessed, mitigated, and reported with adequate
control measures and procedures. Operational risk is also monitored
through the implementation of various management tools, including
key risk assessment, key risk indicators, operational loss data
collection and incident reporting, internal control checking, etc. The
Group will keep on pursuing proactively the effective operational
risk management practice in accordance with the relevant guidelines
and principles issued by the BASEL Committee and the HKMA
respectively.

Legal and compliance risk management

Legal risk is the risk arising from the potential that unenforceable
contracts, lawsuits or adverse judgments may disrupt or otherwise
negatively affect the operations or financial conditions of the Bank.
Compliance risk is the potential risk of compliance sanctions,
financial loss, or reputational loss that the Group may suffer as a
result of violations of, or non-compliance with, applicable laws and
regulations with respect to the conduct of business.

Legal and compliance staff members advise the management on
legal and regulatory developments and assist the management in
establishing policies, procedures and monitoring programmes to
ensure compliance with relevant legal and regulatory requirements.
Compliance staff conducts regular compliance checking so that the
Bank can identify potential non-compliance issues and take remedial
actions on a timely basis. Legal and compliance staff also arranges
regular training sessions to update staff members with relevant
legal and regulatory requirements. Regular reports on related legal
and compliance issues including non-compliance issues and legal
and regulatory developments are presented to various Board-level
Committees.

5 SEGMENT REPORTING

5.1

Class of business

The Group comprises seven operating segments. Asia Pacific
Business represents the banking business in Asia Pacific Region.
Corporate and investment banking mainly comprises corporate
banking, the provision of debt capital market and investment
banking. Commercial banking represents commercial lending
and trade financing. Retail banking represents retail banking, hire
purchase and leasing, and credit card business. Global markets
and trading represents foreign exchange, money market and
capital market activities. Institutional banking represents financial
institution business. Chinese Mercantile Bank represents the
business of the Bank’s subsidiary in Mainland China. Unallocated
items mainly comprise the central management unit, bank premises,
inter-segment elimination entries and any items which cannot be
reasonably allocated to specific operating segments.
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5 A @ 5 SEGMENT REPORTING (continued)
5.1 %%@ﬂ (%) 5.1 Class of business (continued)
(el
¢ i}
HREEE  Corporate EL T e

Asia- ad  WERT RERE Global MY Chinese

Pacific  investment Commercial Retail markets  Institutional ~ Mercantile A it

Business banking banking banking ~ and trading banking Bank  Unallocated Total

T Ti#x Ti#x Ti#x T Ti#x Ti#x Ti#x T
“R-MNEFZAZ R 31 December 2018 HKS000  HKS000  HKS000  HKS000  HKS000  HKS000  HKS000  HKS000  HKS'000
A SRA Netinterest income 3325 LIT0219 2578720 1683366 995458 L147892 2399704 1297377 11,625,268
B RS A Fee.and commission income a6 570,638 616,638 881,788 1 303,715 190,239 10849 2,768,364
ey ES T Fee and commission expense (305) (9338) (11,665)  (343,116) - (391) (7,823) - (m639)
e YT ETION:E | Net fee and commission income 94,141 561,300 605,023 538,672 1 303,324 182,416 10849 2395726
BRAMA/ (L) Net trading income/ expense) 8,703 9962 202971 16774 (119,100) 60,591 T4 (297,994) 129453
WV AFRIEFREZARE  Netgain on financialassts and libiltes
i ? RARRERE designated at fair value through profit or loss - - - - 307,742 - 6,613 - 314,355
RESHBEZRERA Dividend income from financial investments - - - - - - - 8,835 8,835
HlEERA Other operating income - - 86 203 - - 017 8286 263302
ELUN Operating income 55378 L2481 3396800 2389515 LIS&IOl  LS1L80T 2,625,804 1351963 14736939
BELH Operating expenses (97817)  QI7765)  (636362)  (1443985)  (354385)  (45395)  (430749)  (26968) (3,453,626
RRHMR 2 BEEA Operating profit before impairment losses 357561 1603716 276038 945,530 829716 1266412 2195145 1324995 11,283,313
SREERERTE Net impairment losses on financial asset (47,849) 67493 (410,123) (56,607) 21,135 88,782 (401,083)  (490,539)  (1,228,791)
MR Rk EEER Operating profit after impairment losses 309712 L67L29 2,350,115 888,923 850851 135194 1,794,062 834456 10,054,522
B REN NG Revaluation gain on investment properties - - - - - - - 700 700
WERF M BRFH Net loss from property, plant and equipment - - (6) (2,223) - - (755) (2,104) (5,088)
HEDAPEELIMATRE  Netgainon disposal financial assets at fair value
MNEERREZ W through other comprehensive income - - - - s - 38,137 S8
HERFEANSRRE Net gain on disposal of held-to-maturity
CHEEH financial investments - - - - - - - - -
Ed) Operating profit 309712 LE7L209 2,350,109 886700  LI2L799 1355194 1851444 833,052 10,379,219
Tl A R A Share of profits of an associate - - - - - - - 12,390 12,390
L i A1 Profit before tax 309712 L67L29 2,350,109 886700 LI2L799 1355194 1851444 845442 10,391,609
AEE Segment assets 2469028 89963561 140,884,029 81489222 151128733 34900014 144310151 227,375,660 893,520,398
TRBRE AR 2R Interest in associates - - - - - - - 97,989 97,989
AEE Total asets B469,08 89963561 140,884,029 81489222  I5L128733 34900014 144310151 227473649 893,618,387
BafE Totallabilities 18,680,804 69394470 127992592 203407644 8975083 99346811 130599749 117,903,745 776,300,898
Bt Capital expenditure 4 116 864 45,914 527 556 15,754 50,654 114429
T R E Depreciation and amortisation charge 8 106 985 46,720 2,748 209 15813 42,598 109,261
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5.1 %%@ﬂ (%) 5.1 Class of business (continued)
¥R
RERM
EREEE  Corporate SR AL
Asia- and  HERGT  ZERG Global  HHERfT Chinese

Pacfic  investment  Commercial Retail markets  Intitutional  Mercantile P At
Business banking banking banking  and trading banking Bank  Unallocated Total
Fibn T T#x Fibn T T T#x T Tt
IV St e e 31 December 2017 HKSO00  HKS000  HKSO00  HKSO00  HKS000  HK$000  HKS000  HKS000  HKS000
BHEMA Net interest income DL L0463 2539895 1479630 L1118 §74778 2213714 585957 10,031,565
R A A (E7) Fee and commission income (restated) 127,095 401,967 839,001 756,277 11 265,686 239,758 4209 2,674004
e YU ES T Fee and commission expense - (13407) (1169)  (269263) - (%) (4,045) - (298469)
Y& REERA RS Net fee and commission income 127,095 388,560 827,342 487,014 11 265,591 235713 U209 237553
WRARA/ (i) Net trading income/ (expense) 5,294 70638 286,125 130,784 124,867 451 (7587)  (455492) 77,79

REMATHEESHEEAR  Netgain on financial assets and lisbilites
SHEERABIERR designated at fair value through profit or loss - - - - 66,397 - 3,002 - 69,399
REERBEZRERA Dividend income from financial investments - - - - - - - 8,109 8,109
FbE R (E71) Other operating income (restated) - - 528 794 46 79 7,654 8308 52,429
BEMA Operating income 353530 1483821 3653890 209822 1303145 1231899 284206 NI 12634827
BELH Operating expenses (707300 (18784)  (563787)  (L417%2)  (314187)  (190533) (383519 (U1365)  (3,063715)
ANBHEREEZRA Operating profit before impairment losses 2803 1295979 3,090,103 856,470 986,958 1041366 1,900,687 14746 9571112
SHEERAERRTE Net impairment losses on financial asset @3y (1677 (78,308) (89,510) 4,964 (42,46) (93,389) @500 (579,7%)
M AR x 2 &R Operating profit after impairment losses U9 L0907 301179 766,960 993,922 998920 1,806,799 90U 8991317
TR E LG Revaluation gain on investment properties = = = = = = = 500 500
¥R ERTE Net loss from property, plant and equipment - - ) (1,730) - - - (1,594) (3,326)

S E SRS UG Net gain on disposel of available-for-sale
financial investments - - - - 360,594 - 7,759 69,791 438,144

HERAEINERRE Net gain on disposal of held-to-maturity
gt financial nvestments - - - - 31,676 - - - 31676
BERA Operating profit UL LOBAT 30179 7650 1386192 98920 1814558 16094 9458311
TR E A (B8 /A Share of (Loss)/profits of an associate - - - - - = = 2,39 22,39
L i A1 Profit before tax UIAH L0927 30179 765000 138619 998920 1814558 183338 9480707
HHEE Segment assets 19704336 85850838 142638402 7017180 166711370 41036441 153472015 218117523 897,703,305
REENT R Interest in associates - - - - - - - 405,722 405,722
AEE Total asets 19704336 85850838 142638402 017180 166711370 41036441 133472215 21852345 898,109,027
HafK Totallabilities 74347 70986014 L6178 174751431 LLGO4SS) 89262094 140800952 189646912 806,422,987
BAK i Capital expenditure 207 57 165 25612 631 59 7,506 24948 59,185
I RS E A Depreciation and amortisation 7 112 951 48,062 4359 789 17,756 4,88 114,983
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5.2 FRHH 5 5.2 Geographical area
AR E AT U SE EH EEEE N The Group operates predominantly in Hong Kong. The geographical
28 4y 2 HIEA AT analysis, which has been classified by the location of the principal
operations, is as follows:

B 7% 5 DL b

Z Hi K b

Asia Pacific
B (excluding A
Hong Kong Hong Kong) Consolidated
T#xL TH#L T#x
e 2IE 3 2018 HK$’000 HK$000 HK$’000
wERA Operating income 12,105,380 2,631,559 14,736,939
W Bt i v | Profit before tax 8,530,163 1,861,446 10,391,609
i E AR A Total assets 749,313,796 144,304,591 893,618,387
A A Total liabilities 645,702,323 130,598,575 776,300,898
R B ROR IfS Contingent liabilities and commitments 205,855,018 31,633,263 237,488,281
AN AR S Capital expenditure during the year 98,675 15,754 114,429

I 75 s DA A1

250 K b [

Asia Pacific
I (excluding a
Hong Kong Hong Kong) Consolidated
T#IT THs T Tt
e S i S 2017 HK$’000 HK$’000 HK$’000
EERA Operating income 10,335,425 2,299,402 12,634,827
FR A il e A Profit before taxation 7,647,533 1,833,174 9,480,707
 E AR AE Total assets 744,641,795 153,467,232 898,109,027
A A Total liabilities 665,620,646 140,802,341 806,422,987
R A KOR S Contingent liabilities and commitments 222,441,929 35,706,629 258,148,558
FENEARME Capital expenditure during the year 51,679 7,506 59,185

AR N % —

LA A4 S B — A

R B T 5 By 2 WA G AR 4R B AR A 10%

UL -
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No revenue from transactions with a single external customer or
counterparty amounted to 10% or more of the Group’s total revenue

in 2018 or 2017.



R o T A () 1 L2 7

Annual Report 2018 Industrial and Commercial Bank of China (Asia) Limited
HEF-N\F+_H=T—HILHFE
For the year ended 31 December 2018
6 | B A 6 NET INTEREST INCOME
2018 2017
T Tt
HK$’000 HK$’000
LA NIEH Z R B WA Interest income on:
B4 M AE$RAT ] S5 Cash and balances with banks and other
A R 2 A5 B financial institutions 944,075 417,477
TESRAT ] 2 B HL Ath 4 Bl AR A 22 A7 2K Placements with banks and other financial institutions 3,849,731 1,701,261
A R R HAth AR JE Advances and other accounts 17,819,770 14,339,374
S TP — R Financial investments — available-for-sale - 2,390,262
P28 i 4% L At 4 7 i 25 Investment securities measured at fair value
NS e through other comprehensive income 3,383,455 -
BA 23 ek E Held-to-maturity financial investments - 2,079,582
DA B AR AR A% & 75 25 Investment securities measured at amortised cost 1,774,294 -
27,771,325 20,927,956
PIFEEZFB X Interest expense on:
SRATIA] 2 K HoAth 4 Bl AR A 22 A7 2K Deposits from banks and other financial institutions 5,012,795 3,624,401
KA Deposits from customers 8,989,459 5,926,014
B BT Certificates of deposit issued 1,407,360 692,501
BT ES Debt securities in issue 141,643 287
DA B B A A B 2 1% 45 ( E Subordinated debts measured at amortised cost 530,507 555,803
HoAth Others 64,293 77,385
16,146,057 10,876,391
b AINSY YN Net interest income 11,625,268 10,051,565

FPA L#t I H A B W E 4 [l E RS2 A B A
19,310,000%5 7C (& — £ 4F : 37,008,000 7C) > {H
A 355 B B (B 4R 2k 2 RS 0 [5117,070,000 9 T
(—F—L4 : 26,498,000% 5C) °

HK$26,498,000).

Included in the above is interest income accrued on impaired financial
assets of HK$19,310,000 (2017: HK$37,008,000), but including unwinding
of discounts on loan impairment losses of HK$17,070,000 (2017:
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7 WoE R A W E 7  NET FEE AND COMMISSION INCOME
(E&EJ5)
(Restated)
2018 2017
T TH#s 7T
HK$’000 HKS$’000
B B IR Loans, overdrafts and guarantees 1,421,050 1,339,231
i R Securities and brokerage 368,754 275,141
5 RiE Trade finance 153,955 188,290
(RS Credit card 409,354 313,513
T 3K Remittance 92,920 87,754
R B Insurance 80,817 105,390
HAth F2 4 K 7 2 4R AT IR S Other retail and commercial banking services 17,552 156,091
B AP Securities arrangement fee 71,120 61,397
HoAt Others 152,842 147,197
W 2 KA 4 i A Fee and commission income 2,768,364 2,674,004
W R A 4 S Fee and commission expense (372,638) (298,469)
WS e A A U T Net fee and commission income 2,395,726 2,375,535
Hor Of which:
B IERFERE 5 s sk LA AP {E(E A Net fee income, other than amounts included in determining
it 2 A B4 T R £ T the effective interest rate, arising from financial assets or
A Z I IR A O & A E financial liabilities that are not held for trading nor
M F 2 e ) at fair value through profit or loss 1,575,005 1,449,452
HAEHARHEEF FiA EESNHE  Net fee income on trust and other fiduciary activities where
ZAE FE R H A NERS T A2 the Group holds or invests on behalf of its customers
T A 34,560 103,176
2018 2017
T#L Tt
HK$’000 HK$’000
Hor e Of which:
4 728 dity AHL G 2 e 2 B AR < Mg A Fee and commission income by product line constitutes
AN i Wi A 4 R not less than 10% of the total amount of fee and
BHAZ+ W commission income, as follows:
— SR K - syndication loan 856,313 526,398
—fEHFR - credit card 409,354 313,513
— B KA — securities and brokerage 368,754 275,141
— A K - term loan 321,358 474,216
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8 NET TRADING INCOME

2018 2017
T#L T
HK$’000 HK$’000
R 1 Equity investments (8) (421)
5 o Debt securities
—FEE 2 5 ) s 4 i & — financial assets held for trading 57,807 56,438
— I - available-for-sale financial investments - 20,190
— AN T8 (i 48 H At 4 T U £ - investment securities at FVTOCI
AR E 7 85,086 =
fETH Derivatives (186,637) 55,973
S i Foreign exchange 174,609 (53,220)
130,857 78,960
Fh R B 2 kg, () Gain/(loss) from hedging activities
OB (B Fair value hedges
— iR B S B - Net gain/(loss) on hedged items attributable to
TE H ik ts~ UE48) 3% the hedged risk 89,217 (97,529)
— ¥ TH (B 8) i 5 4 - Net (loss)/gain on hedging instruments (90,621) 96,359
(1,404) (1,170)
332 5 W B3R Total net trading income 129,453 77,790

TR AR A o WO R R L D G B AS A
Mz & il B A A Ui A BB I (5 — B4R ) o

9 DA -PREEACH 5 R AR & il R & 9

There is no gain or loss on financial liabilities measured at amortised cost
which is included in total net trading income in 2018 (2017: Nil).

NET GAIN ON FINANCIAL ASSETS AND LIABILITIES

i Z W sk AT FAIR VALUE THROUGH PROFIT OR LOSS
2018 2017
Tt THs T
HK$’000 HK$’000
DL 1M (B 4S5 R AR Financial assets at fair value
2 4 A through profit or loss (79,819) 3,002
DL M (B AS HH i R AR Financial liabilities at fair value
2 4 Rl B A through profit or loss 394,174 66,397
VAT EE ARG R AR L Total net gain on financial assets and liabilities
S BT E AR TR M A AR at fair value through profit or loss 314,355 69,399
10 £pEzmkEWA 10 DIVIDEND INCOME FROM FINANCIAL
INVESTMENTS
2018 2017
T THs T
HK$’000 HK$’000
$ 7E DA 2N (1 56 A 4 1o Ui 4 Dividend income from listed equity securities
AR bl RE 45 38 2 2 IR A designated at fair value through other comprehenive income - -
AL B E SRR g 2 B A Dividend income from listed available-for-sale financial
investments - 244
68 DA P18 1 48 HAth 4 THT Ui 45 Dividend income from unlisted equity securities
ABRIE B HE AR R 25 2 IR A designated at fair value through other comprehensive income 8,835 -
JE L ay & S E 2 B Edt A Dividend income from unlisted available-for-sale financial
investments - 7,865
e H 4 Rl AR 2 IR A S Total dividend income from financial investments 8,835 8,109
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11 HAlEERA 11 OTHER OPERATING INCOME
(2 &)
(Restated)
2018 2017
T#T T T
HK$°000 HK$’000
BN Management fee income 247,769 40,000
fHa A Rental income 303 216
HEWEZHEIRA Rental income from investment properties 2,832 3,077
W AN E A IRA Z Less: Direct operating expenses arising from investment
BEMHE 2 HiEE kL properties that generated rental income during the year (70) (77)
Hoft Others 12,468 9,213
HoAh 2 SE U A HLER Total other operating income 263,302 52,429
12 B 12 OPERATING EXPENSES
2018 2017
T#L T
HK$°000 HK$’000
BT Staff costs:
— 4 R H A S H — Salaries and other costs 1,811,374 1,624,059
—IBRE - Retirement benefit costs 84,831 82,891
1,896,205 1,706,950
Wy 3 R A S Premises and equipment expenses, excluding
(R F 46 7 85 S gi) - depreciation and amortisation:
— YAl e — Rental of premises 463,676 425,893
— HiAs - Others 224,183 174,874
687,859 600,767
T8 KA B 57 Depreciation and amortisation expenses 109,896 114,406
B i Auditors’ remuneration 4,982 5,382
1T B#E A General administration expenses 116,052 107,656
I JéE 2 Business promotion expenses 204,306 186,947
7 2 Communication expenses 94,848 84,890
HoAb g 23 Other operating expenses 339,478 256,717
CE S auE L Total operating expenses 3,453,626 3,063,715
g
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13 BRE S 13 RETIREMENT BENEFIT COSTS
I i 4 3R A1 BR 2 AR R 5 w3 St A A 4R AR R I S The retirement benefit scheme cost charged to the income statement
BREFHE AR ([RZ4E 518 ) 81t 2 41t represents contributions payable by the Group to the ORSO Scheme and
WK e the MPF Scheme (the “Schemes”).
RIEZERE - AREFZ B TG &R 2B Under the Schemes, the Group’s contributions are reduced by
AR 2 AR AT AR L R AR o SR A S SRR B A K contributions forfeited by those employees who leave the Schemes
7 A4 B2 (8] 22 A3k 501 A E 11 36k o 4F 9 2 TR G 41 3 A prior to the contributions vesting fully. Forfeited contributions totaling
3£9,800,000% 7T (—F —-L4F : 6,000,000% 7T) E 5 HK$9,800,000 (2017: HK$6,000,000) were utilised during the year leaving
P A AELS B M 5828,0009 TG (& — L4 ¢ HK$828,000 (2017: HK$$381,000) available at the year-end to reduce
381,000%5 70) B 1E H & itk 2 H o future contributions.
A& H I RE AT T aZ S 518 2 ik (2 F—b4E No contributions were payable to the Schemes at the year-end (2017: Nil).
) o RZAE T E A AR ST Hﬁﬁ@i‘% z The assets of the Schemes are held separately from those of the Group in
43 BR A B independently administered funds.
14 <5 Rl 4R R 14 NET IMPAIRMENT LOSSES ON FINANCIAL ASSETS
2018 2017
T# T# T
HK$’000 HK$°000
A8 SR R At B I ok L 48 2 S 8 Charge for impairment losses on loans and advances 1,136,273 559,008
H Al 4 B R H O S B Charge for impairment losses on other financial assets 92,518 20,787
Sl Y (E PR AR AR Net impairment losses on financial assets 1,228,791 579,795
15 Y3 s 2 e R 15 NET LOSS FROM PROPERTY, PLANT AND EQUIPMENT
2018 2017
T#L T T
HK$°000 HK$’000
H B W S B R A 2 e R A Net loss on disposal of property, plant and equipment (5,065) (3,302)
SRAT W 2E Ak e Al S Charge for revaluation deficits of bank premises (23) (24)
(5,088) (3,326)
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16 FilE 16 TAX

B vt RSB TR EAS AR BE 2R B B v 2 A 51 HE B it
FIAL B 216.5% (& — L4 16.5%) A o A B
AN AT T W6 J68 2 i) s vk ) ) 00 DL 7 AN 42 [ 45
T A B R N BLAT Bl R 51T

Group operates.

T 6 WA A 2R ST S IO BT B R 2

Ak
Annual Report 2018

Hong Kong profits tax has been provided at the rate of 16.5% (2017: 16.5%)
on the estimated assessable profits arising in Hong Kong during the year.
Taxes on profits assessable for overseas branches and subsidiaries have
been calculated at the rates of tax prevailing in the countries in which the

The amount of tax charged to the consolidated income statement

represents:

2018 2017

T# T

HK$°000 HK$’000

AR IH Current tax

— 4 N 7 W R A B 4 A - Provision for Hong Kong profits tax for the year 1,532,922 1,278,522

— 4 N 1 AP TE B4R - Provision for overseas tax for the year 457,793 460,694

EAEBE A 2 Under-provision in respect of prior years 218,089 11,779
A% SIE Bl AR Deferred taxation (95,358) (37,646)

2,113,446 1,713,349

A A ] R 5 i i ) 2 A8 S S B R+ BLAT AL
A w3 2 B B A 2 2R

follows:

The difference between the tax expense for the Group’s profit before tax
and the theoretical amount that would arise using the current tax rate is as

2018 2017

Tt THs T

HK$’000 HK$’000

I B4 i i Profit before tax 10,391,609 9,480,707
R F16.5% (—F—L4F : 16.5%) Calculated at a tax rate of 16.5% (2017: 16.5%)

#HE 1,714,615 1,564,317
HoAth B KA [] B R 2 5 228 Effect of different tax rates in other countries 169,137 165,193
A A AR 2 A Income not subject to tax (37,248) (56,051)
B I 5 AN AT 18 2 32 Expenses not deductible for tax purposes 50,897 31,805
30 A 401 ] o L o Adjustments in respect of current tax of previous periods 218,089 11,779
43405 Y s W) B IE Share of tax of an associate (2,044) (3,694)
B IE XX Tax charge 2,113,446 1,713,349
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DIRECTORS’ EMOLUMENTS

Directors’ emoluments disclosed pursuant to section 383(1) of Hong
Kong Companies Ordinance and part 2 of the Companies (Disclosure of
Information about Benefits of Directors) Regulation are as follows:

2018 2017

Tt Tt

HK$’000 HK$’000

Lk Fees 3,066 3,010
oA 45 Other emoluments:

3 < B R Salaries and allowances 3,673 6,793

i) 1% A€ 4L Discretionary bonuses 2,185 2,228

NREE R (2 28 M EE13) Contribution to the Schemes (as defined in Note 13) 493 503

9,417 12,534

S I il 2
AR SRAT 1 BORE R AR AR A SR AT B SR BUMNAT SE 1 B A5
O SRSl LT 5 B D ) AR S o

] I AT S AT AR KT R 2 IR TH R R
E o AN A AR T S A RO A B LR OIE AT S Y
AR B AT

fEE AT ERAFMA SR T BT EE

N i
. MR

o KR ST
o DAAE AN AC B AR GRAT 2E75 19 18 A IRk

o ZRGRAT IO RE B I B K HL At A B R

Ry G R AR 828 o BN G 2 B E R B
B -

Remuneration system

It is the Bank’s policy to maintain a fair, equitable and market competitive
remuneration packages based on the Bank’s performance and industry
practice.

The level of fees paid to Non-executive Directors is determined by factors
such as fees paid by others institutions, and the Non-executive Directors’
scope of work and efforts.

In determining the remuneration packages of Executive Directors, the
following factors are considered:

. Business needs

. Business performance

. Economic and market situation

. Individual contributions to the Bank’s business in the past and
future

. Overall risk and non-financial factors of the Bank

To avoid conflict of interest, the Directors will not be involved in the
determination of his own remuneration.
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18 Ji & 18 DIVIDENDS
HEFERARMNEE _Z—/\F+_H=+—H The Board has not recommended the payment of dividend for the year
IS (R — L4 ) o ended 31 December 2018 (2017: Nil).

19 #lk&A 19 EARNINGS PER SHARE
A i R I L AR 2 R IO ) 4 AR SR AT I RE A 4 TR Basic earnings per share amount is calculated by dividing the profit for
i ) B DLAF 7R 2 AT 8 2 IR 2 i G the year attributable to equity holders of the Bank by the weighted average

number of ordinary shares in issue during the year.

2018 2017

B S RE A 3 A (T o) Profit attributable to shareholders (HK$’ 000) 8,278,163 7,767,358

C AT 2 e 2 I 2 8 (AR Weighted average number of ordinary shares in issue (thousands) 2,577,000 2,577,000

B FE AR (5 o0) Basic earnings per share (HK$) 3.21 3.01
ARAEREREE - F—/FE+_HA=1T—HEK_ Diluted earnings per share amount for the year ended 31 December 2018
E—tFE+ A=+ —HILFEI 17 and 31 December 2017 were the same as basic earnings per share, as the
T I o WS AR 2 T R ) A LA Group had no potentially dilutive ordinary shares in issue during those

FEAR LRI o years.
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20 HEIAHE 20 ACCOUNTING CLASSIFICATIONS
DATRI
BHEEAK DATR DS
Measured i %N
Rl 5 g Fefe 2 at fair value il aE AR Measured at
Held for Held for through Measured at amortised it
trading hedging profit or loss FVTOCI Cost Total
Ti#x T T T T T
REF—=NEFZAZT—H At31 December 2018 HKS’ 000 HKS’ 000 HKS’ 000 HKS’ 000 HKS’ 000 HKS’ 000
i3 Assets
& RAERITRER Cash and balances with banks and other
L SR &5 financial institutions - - - - 151,374,532 151,374,532
R GIEEY&Y ) Placements with banks and other
SRREZEN financial institutions - - - - 74217313 74217313
MAELBTH Derivative financial instruments 8,834,108 310,769 - - 9,144,877
BRI MIRE Advances and other accounts - - - 12,555,419 463,033,974 475,789,393
SHBE Financial investments - - 525,689 101,065,910 66,214,809 167,806,408
EihgE Other assets - - - - 12,378,929 12,378,929
SREESH Total financial assets 8,834,108 310,769 525,689 113,621,329 767,419,557 890,711,452
FomERE Non-financial assets 2,906,935
AT Total assets $93,618,387
A% Liabilities
RITFER Deposits from banks and other
LA mB e 3 financial institutions - - - - 161,433,060 161,433,060
fit 2B TR Derivative financial instruments 6,678,187 242,200 - - - 6,920,387
RREH Deposits from customers - - - - 533,531,808 533,531,808
BRI E Certificates of deposit issued - - - - 24,948,381 24,948,381
S Debt securities in issue - - 2,642,190 - 20,266,180 22,908,370
DS A AR 2 Subordinated debts measured
HIEER at amortised cost - - - - 7,825,543 7,825,543
s & Other liabilities - - - - 18,070,159 18,070,159
SRABRE Total financial liabilities 6,678,187 242,200 2,642,190 - 766,075,131 775,637,708
FEHAR Non-financial liabilities 663,190
ARAH Total liabilities 776,300,898
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20 EEEE @ 20 ACCOUNTING CLASSIFICATIONS (continued)
s
ATEES
B RAR Hige
(e 1 Measured BHR 2l
Ll Eapuliihs at fair value ke HEEAY JEdHR Other
Held for Held for through Available- Held-to- Loans and amortised et
trading hedging  profit or loss for-sale maturity receivables cost Total
i i i i i T ik i
pZ—tEFZHZ+—H  At31December2017 HKS' 000 HK$’ 000 HKS’ 000 HK$’ 000 HKS’ 000 HKS’ 000 HK$’ 000 HKS’ 000
i3 Assets
Be RESTFAEEL D Cash and balances with banks and
SRREZER other financial institutions = = = = = - 160925901 160925901
TERATRI 3 R A 2 Al e b Placements with banks and other
2 financial institutions - - - - - 78,670,984 - 78,670,984
it EMTA Derivative financial instruments 14,965,355 428,783 = - = = - 15,394,138
BR R MRR Advances and other accounts = = = = - 459.830,199 - 459,830,199
SRfE Financial investments = = 731,157 77,623,934 95,184,634 = - 173539725
SREESH Total financial assets 14,965,355 428,783 731,157 77,623,934 95,184,634 538,501,183 160,925901 888,360,947
FomEE Non-financial assets 9,748,080
HEMH Total assets 898,109,027
A Liabilities
AT R Deposits from banks and other
SRBH TR financial institutions = = = = = - LIl 177631111
fit2M TR Derivative financial instruments 8,469,802 147,503 - - - - - 8,617,305
EFfH Deposits from customers - - - - - - 496311783 496,311,783
EETENE Certificates of deposit issued - - - - - S 9040582 91,040,542
BRTES Debt securities in issue - - 6,585,182 - = = 1,530,692 8,115,874
VAR GH R A\ B 2 5 R Subordinated debts measured at
amortised cost - - - - - - 11,698,483 11,698,483
ERARAE Total financial liabilities 8,469,802 147,503 6,585,182 - - - 778261 793415098
FemAk Non-financial liabilities 13,007,389

ARMEH Total liabilities 806,422,987
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21 Bl R AE SR AT ] 56 B O flh 4 R A A 2 5 21 CASH AND BALANCES WITH BANKS AND OTHER
fig FINANCIAL INSTITUTIONS
2018 2017
T#IL T 457t
HK$’000 HK$000
B4 Cash on hand 542,862 555,221
R SRAT Z A5 A Balances with central banks 11,269,602 23,068,844
HoAh SRAT K 4 Al A 2 45 R Balances with other banks and financial institutions 38,440,397 32,125,254
A — 18 A DLA B 2 $R17 [F 2E Placements with banks and other financial institutions
e Al 4 Tl 4G A A7 K maturing within one month 101,122,043 105,176,582
Uk V(R A Less: impariment allowances
— 121 A PA A T 845 O - 12-month ECL (372) =
151,374,532 160,925,901
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21 CASH AND BALANCES WITH BANKS AND OTHER

FINANCIAL INSTITUTIONS (continued)
Reconciliation of liabilities arising from financing activities

The table below details changes in the Group’s liabilities from financing
activities, including both cash and non-cash changes. Liabilities arising
from financing activities are liabilities for which cash flows were, or
future cash flows will be, classified in the Group’s consolidated cash flow
statement as cash flows from financing activities.

A IR 10 HBREA
U817 S e DABBRA Mk Mk
Mz Mz Miz LHfi Bk s
i iy e [ i e Bl EAHA EAHA BT st
Debt securities Interest
inissue Interest payable on
Debt designated Subordinated payable on Subordinated
securities at fair value debts debt securities debts Additional
inissueat through measured at inissueat measured at equity
amortised cost profit or loss amortised cost amortised cost amortised cost instruments Total
TH#x THx THx THx THx THx THx
HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000
R=F— M-l At1 January 2018 1530,692 6,385,182 11,698,483 4 62,575 7738332 1615312
BEEHBATEES :  Changes from financing cash flows:
BHREUATEERERE  Isuance of debt securities designated at
NEZ % fair value through profit or loss - - - - - - -
BADIBBAA AR 8% Issuance of debt securities measured
atamortised cost 18,767,697 - - - - - 18,767,697
DEBHAAIRZ %3 Mature of debt securities measured
atamortised cost (448,820) - - - - - (448,820)
PATEESRERAR Mature of debt securities measured
(s3I atfair value through profit orloss - (3,548,818) - - - - (3,548,818)
D% TN 3 Redemption of subordinated debt measured
LRERE atamortised cost - - (3,918,575) - - - (3,918,575)
BTEMER TR Issuance of additional equity instruments - - - - - 19,897,375 19,897,375
BIMER TR Z MM Distribution paid on additional equity instruments - - - - - (818,259) (818,259)
DIgBSHA AR 2 B8 Interest paid on debt securities in issue at
EHBINAE amortised cost - - - (86,546) - - (86,546)
DR AR Interest paid on subordinated debts measured
HEREEE LA atamortised cost - - - - (570,026) - (570,026)
18,318,877 (3,548,818) (3,918,575) (86,546) (570,026) 19,079,116 29,274,028
(3] Exchange adjustments - - 34,822 - - - 34,822
o : Other changes:
DS AR AR 2 £ %17 Amortisation of debt securities in issue
A measured at amortised cost 416,611 - - - - - 416,611
DIESSRR AR Z (B EE# 8 Amortisation of subordinated debt measured at
amortised cost - - 10,813 - - - 10,813
DESHAARZC % Interest expense on debt securities in issue at
Leailss e amortised cost - - - 141,643 - - 141,643
DHBSRR AL Interest expenses on subordinated debs
LS measured at amortised cost - - - - 530,507 - 530,507
FEWATEESREEAR  Netloss on financial asset and liabilities
SREERAFRER designated at fair value through profit or loss - (394,174) - - - - (394,174)
BEIMER TR/ Distribution on additional equity instruments - - - - - 818,259 818,259
Aizges Total other changes 416,611 (394,174) 10813 141,643 530,307 818,259 1,523,659
RZZ-NEFZH=F—H  At31December 2018 20,266,180 2,642,190 7,825,543 55,145 23,056 27,635,707 58,477,821
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21 Bl Jo A8 SRAT 7] 3% BRI fth 5> i B G 2 6 21 CASH AND BALANCES WITH BANKS AND OTHER
5 (0 FINANCIAL INSTITUTIONS (continued)
DAESH A B ARG % DUBESH A DA A
Az IN ¥4 N ¥4 N ¥4
B Gre BT BERE HERAEMNFE st
Debt securities in
issue designated Interest payable on
Debt securities at fair value Subordinated Subordinated
in issue at through  debts measuredat ~ debts measured at
amortised cost profit or loss amortised cost amortised cost Total
T T Tkt it Tt
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REZ—L4—N—H At 1January 2017 951,078 72,101 11,603,948 56,854 12,683,981
WY B2 B A ) Changes from financing cash flows:
BIEEUATEES Issuance of debt securities designated
BaEARZ EH at fair value through profit or loss = 6,579,478 - = 6,579,478
BT MA AR Issuance of debt securities measured
% at amortised cost 467,392 - - - 467,392
USSR AR 2 BB R0 Interest paid on subordinated debts
B X AFE measured at amortised cost - - - (550,082) (550,082)
467,392 6,579,478 - (550,082) 6,496,788
B e Exchange adjustments - - 89,250 - 89,250
Jefbsia) : Other changes:
DIBEBR A A MR E 81T Amortisation of debt securities in
e i issue measured at amortised cost 112,222 - - - 112,222
IS 310 N T A Amortisation of subordinated debts
measured at amortised cost = = 5,285 = 5,285
USSR AR 2 1B 0 Interest expenses on subordinated
FE S debts measured at amortised cost - - - 555,803 555,803
HiE DA THEERS % Net gain on financial asset and
ARSI E LA RS liabilities designated at fair value
e through profit or loss = (66,397) = = (66,397)
Hibgg)a Total other changes 112,222 (66,397) 5,285 555,803 606,913

RE-Z—LE+- A= At 31 December 2017
1,530,692 6,585,182 11,698,483 62,575 19,876,932
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22 FESRAT R 36 B At 4 m B v 2 A7 K 22 PLACEMENTS WITH BANKS AND OTHER
FINANCIAL INSTITUTIONS
2018 2017
Tl Tt
HK$’000 HK$’000
A — 2+ AR A B8 2 R AT [R Placements with banks and other financial institutions
T o Ath 4 B A A7 20 maturing between one and twelve months 74,242,932 78,670,984
T V(L HE A Less: impariment allowances
— 1218 A DL E 45 A - 12-month ECL (25,619) =
74,217,313 78,670,984
23 HIERGHEBEEME E 23 FINANCIAL ASSETS HELD FOR TRADING
o FE - NEF A= H o A E AR There were no financial assets held for trading of the Group as at 31
ZHREeMEE (CE—LE+A=+—H: December 2018 (31 December 2017: Nil).
) o

24 HEUAFEMARKIERTEAES G E 24 FINANCIAL ASSETS AT FAIR VALUE THROUGH

PROFIT OR LOSS
2018 2017
T#L T
HK$’000 HK$’000
678 DA P E (B 4G 8 4 R AR Financial assets designated at fair value through profit or loss:
A6l
oA Others - 731,157
- 731,157
SR 1) A2 SF £ AR 4 4 R AR Financial assets mandatorily measured at fair value through profit
BREEE or loss:
Ei'd P S Investments funds 139,622 -
HoAh Others 386,067 -
525,689 -
DA B (B A8 4H 40 R AR Total financial assets at fair value through profit or loss
&l A 7 AR 525,689 731,157
DA B (B £ 18 22 R AR Financial assets at fair value through profit
G B E H BEAT NS A AT AT or loss are analysed by category of issuer as follows:
EER Corporate entities 525,689 731,157
525,689 731,157
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DERIVATIVE FINANCIAL INSTRUMENTS

The Group enters into the following equity, foreign exchange and
interest rate related derivative financial instruments for trading and risk
management purposes:

Currency forwards represent commitments to purchase and sell foreign
currency on a future date.

Currency and interest rate swaps are commitments to exchange one set of
cash flows for another. Swaps result in an exchange of currencies, interest
rates (for example, fixed rate for floating rate), or a combination of all these
(i.e., cross-currency interest rate swaps). Except for certain currency swap
contracts, no exchange of principal takes place.

Foreign currency, interest rate and equity options are contractual
agreements under which the seller (writer) grants the purchaser (holder)
the rights, but not an obligation, either to buy (a call option) or sell (a put
option) at or by a set date or during a set period, a specific amount of the
financial instrument at a predetermined price. In consideration for the
assumption of foreign exchange and interest rate risk, the seller receives
a premium from the purchaser. Options are negotiated OTC between the
Group and its counterparty or traded through the stock exchange (for
example, exchange-traded stock option).

The contractual/notional amounts and fair values of derivative financial
instruments held by the Group are set out in the following tables. The
contractual/notional amounts of these instruments indicate the volume
of transactions outstanding at the end of reporting periods and certain
of them provide a basis for comparison with fair value instruments
recognised on the consolidated statement of financial position. However,
they do not necessarily indicate the amounts of future cash flows involved
or the current fair values of the instruments and, therefore, do not indicate
the Group’s exposure to credit or market risks. The derivative financial
instruments become favourable (assets) or unfavourable (liabilities) as
a result of fluctuations in market interest rates, foreign exchange rates
and equity relative to their terms. The aggregate fair values of derivative
financial instruments (assets and liabilities) can fluctuate significantly
from time to time.

The Group trades derivative products (both exchange-traded or OTC)
mainly for customer business. The Group strictly follows risk management
policies in providing derivative products to the customers and in trading
derivative products in the interbank market.

Derivatives are also used to manage the interest rate risk of the banking
book. A derivative instrument must be included in the approved product
list before any transactions for that instrument can be made. There are
limits to control the notional amount of exposure arising from derivative
transactions and the maximum tenor of the deal and management alert
limit in profit or loss is set. Every derivative transaction must be input into
the relevant system for settlement, mark to market revaluation, reporting
and control.
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25 fAESBT A @) 25 DERIVATIVE FINANCIAL INSTRUMENTS (continued)
FEREMAESM LR D HHEEESR® A The following tables summaries the contractual/notional amounts of each
=t —RZ A4 ZEBHEZME significant type of derivative financial instruments as at 31 December:
3 |
w8
HESW
Group AR T AR T
Contractual/ <43 £
notional Fair value Fair value
amount assets liabilities
T#L T#L T#L
N4 2018 HK$’000 HK$000 HK$°000

1) FEXRS @2 MET R 1) Derivatives held for trading

a) AMEATAETH a) Foreign exchange derivatives
— B - Currency forwards 603,137,209 4,524,295 (4,712,332)
— AR M IRE A - OTC currency options purchased 43,378,407 192,274 (2)
— AN R RE T - OTC currency options written 45,021,852 - (204,958)
— & REPESME TR - Structured foreign exchange instruments 84,577 391 (391)
AN REAT A T H 48 %0 Total foreign exchange derivatives 4,716,960 (4,917,683)
b) R4 T H b) Interest rate derivatives
— ) Z 4511 — Interest rate swaps 223,789,703 1,366,984 (1,076,990)
— il 2= ] - Interest rate futures 12,500,097 2,305 (6,669)
) A A T H A% Total interest rate derivatives 1,369,289 (1,083,659)
o) BAfTETAR ¢) Equity derivatives
— IR S R - Equity options _ _
— IR EE B - Equity swaps 14,195,256 2,743,970 (672,768)
WA fii A T H A58 Total equity derivatives 2,743,970 (672,768)
d) FMmAH d) Commodity contract 1,142,380 3,889 (4,077)
FefEsc 2 Msfii e TR &E Total derivative assets/(liabilities)
/() H held for trading 8,834,108 (6,678,187)
2) FEAEE PR EATA TH 2) Derivatives held for hedging
a) 16 E RN TEE a) Derivatives designated as fair value hedges
Hypz i LA
— I A 1 — Interest rate swaps 18,426,121 182,602 (207,952)
b) $57E 7 Bl i = b) Derivatives designated as cash flow hedges
2 AT E T H
— | 2 4 1 — Interest rate swaps 14,369,159 128,167 (34,248)
FEVES R & 2 fin A L Total derivative assets/(liabilities)
¥/ (k) held for hedging 310,769 (242,200)
ERERME T REE Total recognised derivative assets/(liabilities)
(B f&) J%8 9,144,877 (6,920,387)
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25 M4 H g 25 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

AR
oy
Group N N
Contractual/ 1B E B {8 £ i
notional Fair value Fair value
amoun assets liabilities
AR T 7T TH#sTT
—F 4 2017 HK$°000 HK$°000 HK$’000
1) FExxS @z ik TR 1) Derivatives held for trading
a) SRREATAE T B a) Foreign exchange derivatives
— & em — Currency forwards 486,542,985 7,590,152 (7,605,804)
— AN A - OTC currency options purchased 30,178,371 103,092 (1,402)
— 35 MR I RE ST - OTC currency options written 28,908,605 104 (138,106)
— GERE SN EE T - Structured foreign exchange instruments 331,328 1,277 (1,278)
HMREATAE T E 485 Total foreign exchange derivatives 7,694,625 (7,746,590)
b) R A7k T A b) Interest rate derivatives
— ) Z 45 1 — Interest rate swaps 132,640,241 669,032 (435,871)
— R & — Interest rate futures 2,734,935 4,128 (82)
A1 A T H A8 %R Total interest rate derivatives 673,160 (435,953)
o) AT AETHR c) Equity derivatives
— B R - Equity options 2,098 6 (6)
— - Equity swaps 9,010,672 6,597,564 (287,253)
AR i A= T H 48 %0 Total equity derivatives 6,597,570 (287,259)
e g it TR Total derivative assets/(liabilities)
% (AR A held for trading 14,965,355 (8,469,802)
) FRAES MW &AL T E 2) Derivatives held for hedging
6 7 25 OV (E (A B b a) Derivatives designated as
P g S e fair value hedges
— | 2R 45 1) — Interest rate swaps 16,247,287 286,329 (133,945)
b) 48 7 7 Bi < it & 3 b) Derivatives designated as cash flow hedges
it =
— I Fe 45 11 ~ Interest rate swaps 12,471,304 142,454 (13,558)
FRESE M &2 Tﬁ HATHE Total derivative assets/(liabilities)
(B #% held for hedging 428,783 (147,503)
5@% fitE THERE Total recognised derivative assets/(liabilities)
A1) A 15,394,138 (8,617,305)
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DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The contractual or notional amounts of contingent liabilities and
commitments and derivative financial instruments provide only an
indication of the volume of business outstanding at the end of the
reporting period and bear little relation to the underlying risks of the
exposures.

Among the above derivative financial instruments, certain of them were
designated as hedging instruments.

Fair value hedges are used by the Group to protect it against changes in
the fair value of financial assets due to movements in market interest rates.
The financial instruments hedged for interest rate risk mainly include debt
securities measured at fair value through other comprehensive income
(2017: available-for-sale debt securities). The Bank uses interest rate swaps
to hedge interest rate risk.

The effectiveness of the hedge based on changes in fair value of the
derivatives and the hedged items attributable to the hedged risk recognised
in the income statement during the year is presented as follows:

2018 2017

T#x R

HK$°000 HK$’000

OB EE e %R ks R) > Gain/(loss) arising from fair value hedge, net:

Ll R IEE

—Hh LA - Hedging instruments (90,621) 96,359

— 3 o JE B 2 A B 2 e 0E E — Hedged items attributable to the hedged risk 89,217 (97,529)

(1,404) (1,170)
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Cash flow hedge consists of interest rate swaps entered into that are used
to protect the Group against exposures to variability of floating-rate assets
and liabilities. Gains and losses on the effective portion of the swaps are
initially recognised directly in equity, in the cash flow hedge reserve, and
are transferred to the income statement when the forecast cash flows affect
the income statement. The gains and losses on ineffective portions of such
derivatives are recognised immediately in the income statement. During
the year, there was no ineffectiveness recognised in the income statement
that arose from cash flow hedges (2017: Nil.)
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DERIVATIVE FINANCIAL INSTRUMENTS (continued)
Below is a schedule indicating as at 31 December 2018 and 31 December

2017, the periods when the hedged cash flows are expected to occur and
when they are expected to affect profit or loss:

—4EN =t ZFENE MNEY L

“E® N\ 2018 Within 1 year 1-3 years 3-8 years Over 8 years
HEET HEE T HEEC H#EEC

HKS$ million HKS$ million HKS$ million HKS$ million

BHamA CEE) Cash inflows (assets) 107 98 - -
Bl th (B fH) Cash outflows (liabilities) (259) (390) (289) -
B 4 Ui 1 45 A Net cash flow (152) (292) (289) -
—4ER —F=4 =FENF JNAERL E

—ZT—hF 2017 Within 1 year 1-3 years 3-8 years Over 8 years
EX 3o H I HE T H T

HK$ million HK$ million HK$ million HK$ million

HERA (EE) Cash inflows (assets) 59 112 = =
HaEnd (A Cash outflows (liabilities) (88) (138) (125) =
B 4 Ui Net cash flow (29) (26) (125) -

FLEMEA (ZF—L4F © 42,324,000% 70) °

3 52 5y 2 B4 v b R B R & i R
S b A AT REIRAT 2 B Ui B T S R — VAR A
1k o

During the year, realised gain amounted to HK$43,950,000 previously
recognised in equity under the cash flow hedge reserve was transferred
to the income statement and included in the net interest income (2017:
HK$42,324,000)

There were no transactions for which cash flow hedge accounting had to be
ceased in 2018 as a result of the highly probable cash flows no longer being
expected to occur.
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25 fAESBT A @) 25 DERIVATIVE FINANCIAL INSTRUMENTS (continued)
BCAR A R B Rl DA R AT AR 4 T EL Y A A K The aggregate replacement costs and credit risk weighted amounts of
15 FEJEU g Jin e 4 BE A the contingent liabilities and commitments and derivative financial

instruments are:

2018 2017
155 T L B 15 FJE B
TR 4 7 ; TINHE 45 %8
HE AR Credit risk A Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
T T#L T 0 T
HK$°000 HK$°000 HK$’000 HK$’000
oA B SR Contingent liabilities and commitments - 31,943,840 - 27,360,886
S E & 4 Exchange rate contracts
— i - Forwards 1,850,229 1,061,268 3,241,603 1,442,662
— i ~ Swaps 769,614 1,156,169 1,058,943 1,732,202
— W E A E - Option purchased 66,819 56,859 35,225 54,619
— T R - Option written 27,877 127,509 16,433 144,494
— &5 TSI - Structure FX 307 219,985 1,125 462,772
2,714,846 2,621,790 4,353,329 3,836,749
7]‘” ié\ z’] Interest rate contracts
— BT & 7 g - Eurodollar Futures Product 436 2,002 4,125 4,125
— il — Swaps 640,866 722,369 539,370 653,657
641,302 724,371 543,495 657,782
JBeA & # Equity contracts
— i 5 - Option written - - 6 14
— i — Swaps 3,121,683 3,908,522 6,597,564 7,251,608
3,121,683 3,908,522 6,597,570 7,251,622
BEH - HEbR Precious metal except Gold
— i} - Forward - - 96 943
{8 75 B H: Al 7 5 Debt securities or other commodities
— 1 - Forward 3,889 123,105 = -
— 3% [ o o 0 E - US Treasury Futures Product 1,869 56,769 2 3,909
5,758 179,874 2 3,909
BB RS A AR A B MITAE LY OTC with netting
— i} - Forwards 76,612 364,614 1,829,442 532,295
— i E - Option purchased 17,915 19,451 12,264 11,073
— T AR - Option written 19,696 14,592 33,349 20,891
— AR YE S - Structure FX 84 11,461 = 104,487
— i - Swap 47,304 191,029 22,199 28,744
161,611 601,147 1,897,254 697,490
st Total 6,645,200 39,979,544 13,391,746 39,809,381
el JE B TE H 2 AR KA R L B o e 4 A T The replacement costs and credit risk weighted amounts of the exposures
HEBFHEER T - do not have the effects of bilateral netting arrangements.
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26 Ak LI A AR IAH

26.1 B 7~ SRATIF] 38 Z Bk K A R

26 ADVANCES AND OTHER ACCOUNTS

26.1 Loans and advances to customers, banks and other accounts

2018 2017
T T
HK$’000 HK$’000
DAHE SRR A B Loans and advances to customers, banks and other accounts
SRAT R 2E 2 Bk S HoAh R IH measured at amortised cost
— B — Advances to customers 453,051,639 450,742,307
—$RATF ZE R - Advances to banks 6,736,971 1,771,997
— R — Trade bills 7,239,951 10,384,978
VIS AR ABRE P - RITIRI 22 Gross loans and advances to customers, banks and
B TR e H A i I AR R other accounts measured at amortised cost 467,028,561 462,899,282
JRE 1 1B Accrued interest 1,281,341 1,328,277
468,309,902 464,227,559
W A Less: Impairment allowances
— 121 A P4 A T A4 A O - 12-month ECL (2,279,440) =
—FEEERREGLM A2 FHER - Lifetime ECL not credit-impaired
HE (667,189) -
—FEEARRA AN FHIAE HER - Lifetime ECL credit-impaired (2,129,299) =
— {8 Bl 5 A - Individually assessed - (2,107,891)
— M A RN ~ Collectively assessed - (2,289,469)
463,233,974 459,830,199
AN TFE(E A H A 2 W Uk 25 ABRZ T~ Loans and advances to customers, banks and other accounts
SRAT I 3 2 Bk S AR R IE measured at fair value through other comprehensive income
— KA — Advances to customers 700,946 -
— i E SR — Trade bills 11,854,473 =
475,789,393 459,830,199
2018 2017
T THTE
HK$’000 HK$000
TR A R L At W T 4 Gross impaired loans and advances 3,895,829 3,063,807
8 R 2 TR (A Impairment allowances made in respect of such loans 2,129,299 2,107,891
Tok (B8 S I A AR TEL AR B AG B 3K X L Gross impaired loans and advances as a percentage of total gross
bR IE A% 2 H 4 b loans and advances 0.81% 0.66%
HEH T Market value of collateral 2,322,395 639,550

B 5 R % A R D G = 7 1 e R A T R IR (L
i R F K > R R B AR — S TR B % 45 K
AR R AR B A i B A A A B A

REF—NE+_A=+—H > ZEFEHPHE
B2 550.86% (& —-L4F : 0.68%) ©

RoE—BET A= AEEE TR
ESJIUE QL WAHE 5 SIRCE R IR NSNS
T A= B ARG A AT RAT ] 2Rk
Fo T SE SRR S I B8 = P B

Impaired loans and advances are defined as those loans which are
individually determined to have objective evidence of impairment as
a result of one or more events that have a determental impact on the
estimated future cash flows of the loans have occurred.

The impaired loan ratio of advances to customers was 0.86% as at 31
December 2018 (2017: 0.68%).

There were no impaired advances to banks and trade bills as at 31

December 2017; nor were there any advances to banks and trade bills
as at 31 December 2018 classified as stage 3.
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26 H TA & {&EEIH (%) 26 ADVANCES AND OTHER ACCOUNTS (continued)
26.2 WM E P LSBT RESER (AR mEE 26.2 Overdue advances to customers and banks (excluding trade
18 e HE Wk TE) bills and receivables)
AEEPR - F—NER _F—LFE+ A The gross amount of the Group’s advances to customers (excluding
=+—HZ E,mﬁﬁ%i}f B ARE (A IETR trade bills and receivables) overdue as at 31 December 2018 and 2017
SR B B ASCRIR) A3 AT AR is analysed as follows:
o 824 B
aHBAZ
%P & il
BT I % HRZ W
£k 1L 5%
HAak Ak SR Lifetime
% of i am Hif &M ECL credit-
£k B advances &3 i 1l fAL Amount  Amount of impaired
Gross to customers Market value of secured unsecured  impairment
advances and banks  of collateral balance balance allowance
T#T T#T T T#x T#T
HK$’000 HK$°000 HK$°000 HK$’000 HK$’000
R\ 2018
i Overdue for:
58 A 0B Six months or less but over three
=A months 438,878 0.1 526,304 420,449 18,429 7,294
— B LIS One year or less but over six months 1,597,447 0.4 1,420,429 1,186,771 410,675 547,006
A — 4 Over one year 1,426,355 0.3 31,717 9,133 1,417,222 1,387,525
3,462,680 0.8 1,978,450 1,616,353 1,846,326 1,941,825
% F K
$RATRIE
BHE T KA A i 3l
% of o] ol ] WER
FER advances KA 5 T (i Amount  Amount of Individual
Gross  to customers Market value of secured unsecured  impairment
advances and banks  of collateral balance balance allowance
T T T THIT T T 7T
HK$’000 HK$°000 HK$’000 HK$’000 HK$’000
S Wi 2017
@ﬁﬁ Overdue for:
A ﬂﬂ H jﬁ PUR {H 6 8 Six months or less but over three
months 30,990 0.0 69,668 23,698 7,292 5,227
ﬂ#&u THEE#ZSMH  One year or less but over six months 52,961 0.0 31,445 28,529 24,432 9,157
A — 4 Over one year 2,640,816 0.6 390,169 215,735 2,425,081 1,936,040
2,724,767 0.6 491,282 267,962 2,456,805 1,950,424
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The criteria for eligible collateral are as follows:

The market value of the collateral is readily determinable or
can be reasonably established and verified;

The collateral is marketable and there exists a readily available
secondary market for disposing of the collateral;

The Bank’s rights to repossess the collateral is legally
enforceable and without impediment; and

If the collateral is a movable asset, it should be under the
Bank’s custody, or its whereabouts can be located by the Bank.

The eligible collateral is mainly properties, deposits and shares.

There were no advances to banks (excluding trade bills and
receivables) which were overdue for over 3 months as at 31
December 2018 and 31 December 2017.
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26 Bk K HABIRIE (a0 26 ADVANCES AND OTHER ACCOUNTS (continued)
26.3 H {3 ] & 26.3 Other overdue assets
2018 2018 N 2017 %017
i =S oAb % JRE =R oA ¥ g
Accrued Other Accrued Other
interest assets interest assets
T T T T T 7T
HK$’000 HK$’000 HK$°000 HK$’000
A Overdue for:
Z5 A A LA {E A = A A Six months or less but over three
months 234 - 18 -
—4E DT H B 7S (8 A One year or less but over six months 25,466 - - -
i — 1 Over one year 27,791 - 78,093 =
53,491 - 78,111 -

oAt 7 4 7 2 R R S KR

Other assets refer to trade bills and receivables.

26.4 EABE 26.4 Rescheduled advances
2018 2017
T#T T
HK$°000 HK$’000
BRI Rescheduled advances (excluding overdue loans over three months)
(A B 475 i = I ) 2z 38 ) 45 ) 238,704 554,251
KE N RATIR EE R E As % of advances to customers and banks 0.05 0.12

HRAE AC A6 T B Ve X B 2 098 208 = {If A 1) 4L
B8 & b SR EE26. 235 461 B 3K 1) 0 BT A [ o

R oFE—NF+ _HA=F+—H K _FE—LHF
T ZA=1+—H  WETTRITRENHEHA
26.5 Y Bl &

MoE—EFZA=+—H  AEEEFEH
WME(CE—tFE+_A=+—H: WH) ik
u] 2 A9 BLAT T {E 45 18,780,000 0 (—F—-L
F+H=+—H :87,166,000% C) ° Y[l &
JEE AR A F55 AN 4B 1B 3 4 T 8 4 MR B A kN B
AT T A (325 388 3% 47 38l R B £ 3N DR
) B SR RE 2 W 2 o

26.6 it 77 i A S WA 1h vk A B 2 R

PMEELHMmE > R-F - NAF+A=+—
H oo Sl 40 oy A B2 B 357 A SL088 o o B B Y
TS (CF—LEF A=t —H ) o
TAET H > AR [ R IR S 0 0 R e 4
AR AT o HEAT 2C By A W0 R A A E A BT )
Y — B S AR K o

26.5

26.6

Rescheduled advances which have been overdue for more than
three months under the revised repayment terms are included in the
analysis of overdue advances in Note 26.2 above.

There were no rescheduled advances to banks as at 31 December
2018 and 31 December 2017.

Repossessed assets

There are two repossessed assets of the Group as at 31 December
2018 (31 December 2017: two) with total current market value of
HKD18,780,000 (31 December 2017: HKD87,166,000). Repossessed
assets only comprise properties which the Group has acquired
access or control (e.g. through legal actions or voluntary actions
by the borrowers concerned) for releasing in full or in part on the
obligations of the borrowers.

Cash collateral on securities borrowed and reverse
repurchase agreements

In respect of reverse repurchase transactions, there were no
collateral held by the Group which were permitted to be sold or
pledged as at 31 December 2018 (31 December 2017: Nil). No
collateral has been actually sold or pledged by the Group as at the
year end. The transactions are conducted on terms that are usual and
customary to standard lending activities.
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27 LRy 27 FINANCIAL INVESTMENT
2018
LA E R i IV 3]
#8fib 4 Wi JEA A MR
B2 A Mk Measured
Measured at amortised bk
at FVTOCI cost Total
T#xL T#IT T# T
HK$°000 HK$°000 HK$°000
SRIE Financial investment
&% - Debt securities:
R ] - Listed in Hong Kong 46,502,895 11,088,548 57,591,443
— A LA SR b R E T - Listed outside Hong Kong 40,735,516 24,603,957 65,339,473
— 3 ki - Unlisted 9,292,348 30,522,304 39,814,652
96,530,759 66,214,809 162,745,568
HE 25 76 05 Equity securities
— A HE DA A [ E T - Listed outside Hong Kong - - -
—J kT — Unlisted 4,535,151 - 4,535,151
4,535,151 - 4,535,151
S A AR Total financial investment 101,065,910 66,214,809 167,280,719
A Market value of listed securities 87,238,411 35,710,640 122,949,051
A TIEE Debt securities are comprised of the following items
— i 2% - Treasury bills 7,732,620 20,039,985 27,772,605
— PR Z A7 KR ~ Certificates of deposit held 149,291 10,100,067 10,249,358
— HAbfEF - Other debt securities 88,648,848 36,074,757 124,723,605
96,530,759 66,214,809 162,745,568
S P S F R AT A Financial investment are analysed
U S AT E by category of issuer as follows
— W LU K R AT - Central governments and central banks 12,621,679 31,334,258 43,955,937
— N B — Public sector entities 599,294 2,327,045 2,926,339
— §RAT [7] 2 R A <55 Bl A% A - Banks and other financial institutions 40,304,845 25,463,660 65,768,505
— - Corporate entities 47,540,092 7,089,846 54,629,938
101,065,910 66,214,809 167,280,719

252



TR LR o 7 ST () AR A
Annual Report 2018 Industrial and Commercial Bank of China (Asia) Limited

WE-E - NE+ A=+ —HILFE
For the year ended 31 December 2018

27 SRIRE @) 27 FINANCIAL INVESTMENT (continued)
2017
A it 8 B i 2 3 )
Available- Held-to- RLE ]
for-sale maturity Total
T T T T AR P
HK$°000 HK$°000 HK$°000
&5 - Debt securities:
— A B - Listed in Hong Kong 30,391,965 21,943,970 52,335,935
— A v LA Ah s i - Listed outside Hong Kong 36,860,612 26,619,754 63,480,366
—J LT — Unlisted 10,120,993 46,620,910 56,741,903
77,373,570 95,184,634 172,558,204
HE 45 78 75 Equity securities
— AU LAA IR T - Listed outside Hong Kong = - _
— 3 ki — Unlisted 250,364 = 250,364
250,364 = 250,364
S T AR Total financial investment 77,623,934 95,184,634 172,808,568
iR E Market value of listed securities 67,252,577 48,219,671 115,472,248
EAEEFETEA - Debt securities are comprised of the following items
— JE R - Treasury bills 3,935,126 30,172,995 34,108,121
— TR R Z AR - Certificates of deposit held 1,816,855 16,762,197 18,579,052
— H A& % - Other debt securities 71,621,589 48,249,442 119,871,031
77,373,570 95,184,634 172,558,204
& BB HOBEAT A Financial investment are analysed
JERN 3 AT an T by category of issuer as follows
— WYL U K YL R AT - Central governments and central banks 8,643,787 39,071,532 47,715,319
— A - Public sector entities 628,925 1,082,295 1,711,220
— ST [7] 2 T A <5 Tl AR Ao - Banks and other financial institutions 41,174,775 36,139,838 77,314,613
— - Corporate entities 27,176,447 18,890,969 46,067,416
77,623,934 95,184,634 172,808,568
28 B AFZBE 28 INVESTMENTS IN ASSOCIATES
2018 2017
T#IT T U0
HK$°000 HK$°000
JE A ¥ Share of net assets 97,984 375,936
S W IR 7 A 2 7 R Goodwill on acquisition - 29,786
97,984 405,722
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28 R AR Z B 28 INVESTMENTS IN ASSOCIATES (continued)
DL 51 A B A 3'3 &= fﬁﬂ?%%ﬁﬁ BN R /N P 3 The following list contains only the particulars of the associates which are
5 o S 0 T 3 R AR o A S e — {1 1 g 4 A unlisted corporate entities whose quoted market prices are not available.
] ﬁijﬁ o None are considered individually material to the Group:
EHERMER kbR B S DR RSERAZEY  ARHMZERHER
Form of business Place of incorporation Particulars of issued Group’s FEEH
structure and business and paid up capital effective interest Principal activity
# ML it 100,000/ 2 4 it HEHER
IEC Investments Limited Incorporated Hong Kong 100,000 ordinary shares 40% Investment holding
R G A WA R FEAR AL i 10,000,000/ 2 4 ¢ SR T
SINO-CEEF Capital Management Company  Incorporated Hong Kong 10,000,000 ordinary shares 37% Provision of asset

Limited

management services

IEC Investments Limited ([TEC |) 7 7 5 1 3 4% &
o A AR R B F L AR I BIECZ 40% 1 HE - 1F
Py RGP RO o AR 45 [ 4F (A 7 40,000 X TEC T 78

Mo =F— )\4FE+H > [BChARFEEIREHE F A
$UY FH1 R iz 41 1] (288,928,000% 7T) » Alff [] A= 4E [;%155?35
el 5% e B ( 31,200,000‘2%7‘5 o IECHSME —F &
EPRR EETE g - HREARETHARAR (T4 ])

TEB WS 1 S A A BUIRHS » i =2 — N E A
B A A B [ S AR ) FE IR 100% 8 #37% o
SRR > A 45 ] 35 483,700,000 5 A M o Il B

IEC Investments Limited (“IEC”) engages in investment holding in
Hong Kong. The Group acquired 40% stake of IEC in 2007 as a strategic
investment. The Group held 40,000 ordinary shares of IEC during the
year. In October 2018, IEC paid dividends (HKD288,928,000) to Group
during the project holding period, and repaid the remaining shareholders’
loan (HKD31,200,000). IEC will begin the voluntary liquidation in 2020.
SINO-CEEF Capital Management Company Limited (“SCM”) engages
in asset management services in Hong Kong. The Group decreased
its shareholding in SCM from 100% to 37% as part of the Group’s
restructuring plan in 2016. The Group held 3,700,000 ordinary shares of

N A A RE AR VA AR AR G IS R M SIE - SCM during the year. The above associates are accounted for using equity
method in the consolidated financial statements.
2018 2017
T#T T T
HK$°000 HK$’000
A I AS SR B A 2 ) 2 AR R Aggregate information of associates that are not individually
material
& )E'7|J Tij(%#&'/\ RITERR G MBS K  Aggregate carrying amount of individually immaterial associates in
2 S8R0 J Tl the consolidated financial statements 97,984 405,722
AR A 53% WhE AR 2 MAMEH Aggregate amounts of the Group’s share of those associates
U B 47 48 7 s Profit from continuing operations 12,390 22,396
2 T A 2 SRR Total comprehensive income 12,390 22,396
Bﬁﬁﬁ i R ke /N ] Reconciliation of carrying amounts to
HAHE 25 IR the Group’s total interest in the associates
R A W 2 MR T A Carrying amount of material associates
A 3 AS SR B A% ) 2 MR T Carrying amount of individually immaterial associates 97,984 405,722
TE &7 A B R T 8 A mIRE 4 Interest in associates in the consolidated financial statements 97,984 405,722
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29 GOODWILL AND OTHER INTANGIBLE ASSETS

G L T
[y Computer Trading ak
Goodwill software rights Total
T#L T¥#L T#L T
HK$°000 HK$°000 HK$°000 HK$°000
AR AE Cost
W= ANF—H—H At 1 January 2018 999,715 268,044 1,895 1,269,654
W E Additions - 12,244 - 12,244
- Disposals - - - -
At 74 Other adjustments - (1,716) - (1,716)
W_EF—/FE+_A=+—H At 31 December 2018 999,715 278,572 1,895 1,280,182
g i Accumulated amortisation
woE - ANFE—H—H At 1 January 2018 - 252,372 252,372
LN ] Charge for the year - 10,795 - 10,795
k- Disposals - - - -
o Ath 77 Other adjustments - (782) - (782)
W oFz—-NE+_H=+—H At 31 December 2018 - 262,385 - 262,385
IEITAREE(E) Net book value
AE—-NE+ZA=+—H At 31 December 2018 999,715 16,187 1,895 1,017,797
o S A 32 oy HE
[k Computer Trading Gt
Goodwill software rights Total
T4 70 T T T T
HK$’000 HK$°000 HK$°000 HK$’000
JRAE Cost
AZF—HE—H—H At 1 January 2017 999,715 263,075 1,895 1,264,685
nE Additions = 4,048 - 4,048
& Disposals - - - -
H A ) 5 Other adjustments = 921 - 921
HwoEFz—+tF£+_H=+—H At 31 December 2017 999,715 268,044 1,895 1,269,654
SR R Y Accumulated amortisation
AZE—tEHE—-H—H At 1 January 2017 = 237,160 237,160
GANEE Charge for the year = 15,049 = 15,049
i == Disposals - - - -
H At 7 Other adjustments = 163 - 163
W_E—tFE+ZA=+—H At 31 December 2017 = 252,372 = 252,372
EJTTREE(E] Net book value
R_FE—LHFE+_H=1+—H At 31 December 2017 999,715 15,672 1,895 1,017,282
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29 GOODWILL AND OTHER INTANGIBLE ASSETS

(continued)

Notes:

(1) In 2004, the Bank acquired all the issued share capital of ICBC Asia Wa Pei
Limited group from Fortis Bank. The goodwill of the acquisition amounted to
HK$322,317,000.

(ii)  Impairment tests are performed for cash-generating units containing
goodwill.

Goodwill is allocated to the Group’s cash-generating units (CGU)
identified according to business segment as follows:

2018 2017

T#L T T

HK$°000 HK$°000

{2 B E SR AT Corporate and Investment Banking 585,715 585,715
2 RAT Commercial Banking 230,450 230,450
T AT Retail Banking 142,386 142,386
HoAl Others 41,164 41,164
999,715 999,715

42 7 0200 T ) R B 0 R LA 9T
S B R L O T 4 00 0 o
SO BRI LA 65 10 B A
I AR - 4 A P B 0 R
2 3SR 38 2 7 W 4 3T 4
CRREE

FR I T B A (A B R 8% £ 12% ©

T AR A0 1 R B e T T 35 R T A
RBL o NNAET-32 34 12 32 BLAT S i oA BT /R TR —
HHY -
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The recoverable amount of a CGU is determined based on value-in-use
calculations. Such calculations use cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows
beyond the one-year period are extrapolated using the estimate rates stated
below. The growth rate which applies to the cashflow projections over the
one-year period does not exceed the long term average growth rate for the
business of which the CGU operates.

The discount rates used for value-in-use calculations are ranging from 8%
to 12%.

Management determined the budgeted financial performance based on
the past performance and its expectation for market development. The
weighted average growth rates used are consistent with the forecasts
included in industry reports.
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30 HEWE 30 INVESTMENT PROPERTIES
2018 2017
T#T T T
HK$°000 HKS$’000
h—H—H ZHREE Carrying amount at 1 January 117,407 79,658
1 SR17 5 2 e ) S Transferred from bank premises and properties 24,000 34,500
Al i 5 1 AH Net revaluation gain 700 500
TEE b, 76 %H Exchange difference (1,972) 2,749
W H=1+—HZHRAEE Carrying amount at 31 December 140,135 117,407
AKE [ 2 G ) SE A A s K Hp B A b DA LI The Group’s investment properties are situated in Hong Kong and
A Mainland China under the following lease terms:
2018 2017
T#x T
HK$°000 HK$’000
Tﬂ?%‘\%%ﬁ Held in Hong Kong
R E (5044 1) Long term leases (over 50 years) 102,800 78,100
TE A5 ¥ L) Ah [ 457 A Held outside Hong Kong
T AT B (1022504F) Medium term leases (10-50 years) 37,335 39,307
140,135 117,407
ARPITHHREYER —F—N\F+_H=1+—HH The Bank’s investment properties were revalued on 31 December 2018
8 N7 T A A (T A R ) P AT 4 N B T 3 by A.G. Wilkinson & Associates, an independent professionally qualified
5 HIT P 94 ik YE TR A £5102,800,000% 78 (% valuer, at HK$102,800,000 (2017: HK$78,100,000) on an open market,
— L4 1 78,100,000 7)o AR AT E A | 104 E existing use basis. The investment properties of the Bank’s subsidiary were
WERN_E—LFE+ A=+ —HHBLEHELSE revalued on 31 December 2017 by Shenzhen GuoZhongLian Asset and
A L Fill R DN T B8 A B o WA T S A A Real Estate Appraisal Consulting Co., Ltd., an independent professionally
A PR T 3% N BE T 35 K T A ik e A (E By qualified valuer, at HK$37,335,000 (2017: HK$39,307,000) on an open
37,335,000% 70 (& — L 4F © 39,307,000 7C) © market, existing use basis.
BH'5YEER Particulars of investment properties
“Z-NEFZA=ZT—H 31 December 2018
A4 2 B ) ) ik
o jik7d AL Attributable interest
Location Use Lease term of the Group
AV SR S 1 b U 8 BE L T B A [EEik R E (504 A L) 100%
Shop B on the Ground Floor Office building Long term lease (over 50 years)
No. 8 Causeway Road
Hong Kong
JURETBLYE He 3B 589 T % el 4 [GEiE RAITHE (504 L 1) 100%
Ground Floor and cockloft Office building Long term lease (over 50 years)
No. 58 Hong Ning Road
Kwun Tong
Kowloon
UG HE G A 195 ~ 197 ~ 199K [GE Tk AT (504U ) 100%
20158 A & K T A%l Office building Long term lease (over 50 years)
Shop A on Ground Floor
Capital Mansion
Nos. 195, 197, 199 and 201 Shau Kei Wan Road
Shau Kei Wan, Hong Kong
CRIN T 48 FH [ 9% B B 7% A% A} 4 T2 R [EEik FA LT (10 £504F) 100%
DUt —HEA - BIE Office building Medium term lease (10-50 years)
Unit A&B, 2/F, 4 Blocks,
SEG Technology Park,
Zhenxing Road, Futian District,
Shenzhen
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31 WKkt 31 PROPERTY, PLANT AND EQUIPMENT
RERELRME  AEHEEE P00 B it
Bank premises Leasehold Furniture and it
and properties improvements equipment Total
T#L T#L T#x T
HK$°000 HK$’000 HK$’000 HK$’000
R-F—tE+-A=+—HK At 31 December 2017 and 1 January 2018:
“HF—N\fF—-HA—H:
A B A Cost or valuation 827,563 410,947 436,593 1,675,103
2R R Accumulated depreciation and impairment (181,759) (261,455) (326,121) (769,335)
REF—tHFEFZA=Z1T—HRK Net book value at 31 December 2017 and
ZF =N — H IR 5 1 January 2018 645,804 149,492 110,472 905,768
WE Additions - 48,032 54,153 102,185
ik Disposals - (3,051) (7,363) (10,414)
ARG E Transferred to investment properties (24,000) - - (24,000)
EA (HREG) Revaluation (Note (i) 20,958 - - 20,958
ERFHETE Depreciation provided during the year (17,253) (39,623) (41,590) (98,466)
EE 5 A 7 4 Exchange rate and other adjustments 1,581 - 3,639 5,220
MEZ—/E+ZH=1+—HZIEMFHE  Netbook value at 31 December 2018 627,090 154,850 119,311 901,251
RoFE—-NFEF+_HA=+—H: At 31 December 2018:
A B A Cost or valuation 818,178 446,927 457,419 1,722,524
258 K Accumulated depreciation and impairment (191,088) (292,077) (338,108) (821,273)
WZFE—NEFZH=+—HZIREEHE  Netbook value at 31 December 2018 627,090 154,850 119,311 901,251
LA A A AT The analysis of cost or valuation of
the above assets is as follows:
R-F—NE+-H=1+—H: At 31 December 2018:
A At cost - 446,927 457,419 904,346
A At valuation 627,090 - - 627,090
627,090 446,927 457,419 1,531,436
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31 PROPERTY, PLANT AND EQUIPMENT (continued)

ROFERME  HEWEEE Bt B il

Bank premises Leasehold Furniture and At
and properties improvements equipment Total
T T T T
HK$'000 HK$°000 HK$'000 HK$'000
REF—ANE+ZA=+—HR At 31 December 2016 and 1 January 2017:
“Z—tF-H—R:
AR B Cost or valuation 830,379 389,851 426,737 1,646,967
2R R Accumulated depreciation and impairment (174,943) (233,216) (294,495) (702,654)
REZ—AFEF+ZA=Z1T—HRK Net book value at 31 December 2016 and
SR —LE— - HZ IR 1 January 2017 655,436 156,635 132,242 944,313
WE Additions = 27,481 27,653 55,134
ke Disposals = (2,592) (15,467) (18,059)
ARG E Transferred to investment properties (34,500) - - (34,500)
EA (HREG)) Revaluation (Note (i) 23,079 = = 23,079
FERFHETE Depreciation provided during the year (17,346) (33,74) (49,314) (99,934)
T 5, J At 7 Exchange rate and other adjustments 19,135 1,242 15,358 35,735
REZ—tLFE+TZH=1—HZIEMFE  Netbook value at 31 December 2017 645,804 149,492 110,472 905,768
R-F—tFE+-A=1+—H0: At 31 December 2017:
A B A Cost or valuation 827,563 410,947 436,593 1,675,103
ZEHTE R fE Accumulated depreciation and impairment (181,759) (261,455) (326,121) (769,335)
RZF—tFEF A=+ —HZREFHE  Netbook value at 31 December 2017 645,804 149,492 110,472 905,768
LA A A AT The analysis of cost or valuation of
the above assets is as follows:
R-F—tFE+-A=1+—H0: At 31 December 2017:
A At cost = 410,947 436,593 847,540
A At valuation 645,804 - - 645,804
645,804 410,947 436,593 1,493,344
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31 PROPERTY, PLANT AND EQUIPMENT (continued)

Note:

()  RIOTPER-F - NETH = H R d B (i)  The bank premises were revalued at 31 December 2018 based on the open

B R Al (L A A B A R AT T AR o 2 A B T
BEEET R - BARZFEEC R ZF— /4
T A=A — A AR b B0 8 B AR A
AL R 1 T 2 R T 7 A6 e b o E A R R A
PR W) BT AF 2 28 BR T 35 Al (B AT EE A - 04 2 B
(F0T e 208 P R 40 T 75 88 ) T A SRR % o 2 SRAT 4
SEENFEM N o WAL M 2 RAT I B KT A
R FHTEE AR > BI85 2 R TE (B 1% £549,737,000 9%
J6 (=& —H4F © 56,318,700 0) °

78 S T 2 1) A A 7 s B v B A i DA AL AR

market value by A.G. Wilkinson & Associates, an independent professionally
qualified valuer. The subsidiary’s premises were revalued at 31 December
2018 based on the open market value by Shenzhen GuoZhongLian Asset and
Real Estate Appraisal Consulting Co., Ltd, an independent professionally
qualified valuer in the Mainland China. The revaluation surplus net of
applicable deferred income taxes was credited to bank premises revaluation
reserve in shareholders’ equity. The carrying amount of the bank premises
and properties of the Group would have been HK$49,737,000 (2017:
HK$56,318,700) had they been stated at cost less accumulated depreciation.

The Group’s properties are situated in Hong Kong and Mainland China

o under the following lease terms:
2018 2017
T#L T
HK$°000 HK$000
EHBEEH Held in Hong Kong
R E (504F LA 1) Long term leases (over 50 years) 377,846 396,200
T HAFH B (1022504F) Medium term leases (10-50 years) 100,220 89,520
TR LM R A Held outside Hong Kong
HHAFE & (102504F) Medium term leases (10-50 years) 149,024 160,084
627,090 645,804
32 H At E E 32 OTHER ASSETS
2018 2017
T#L T
HK$°000 HK$000
JRE Wi ) Interest receivable 3,599,468 2,529,062
TA AT #OA Prepayments 231,854 196,241
HERE Settlement accounts 2,190,106 2,287,325
C AT RS 4 Margin deposit paid 4,064,303 1,671,763
(31 Factoring 1,349,260 61,632
HoAth Others 966,385 230,006
12,401,376 6,976,029
BRR  J 4 AfE AR Impairment allowances for loan commitment
Z W AE A and financial guarantees
— 1248 A DA TE 5 F ik - 12-month ECL (22,447) =
12,378,929 6,976,029
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33 B AR ZH#E 33 INVESTMENT IN SUBSIDIARIES

DR 51 H A A T o 2 B0 I 8 R B RE A

The following list contains only the particulars of principal subsidiaries of

the Group:
fiRiFa £

R4 s I 4 2 TR CHAT R TSR Interest held
Name Place of incorporation Principal activities Issued and paid-up capital 2018 2017
AT HEARSAE RATHT N H4,150,000,000 72 100% 100%
Chinese Mercantile Bank People’s Republic of China Banking business RMB4,150,000,000
THRTWERARA A E i e R 6,000,000 & 100% 100%
ICBC (Asia) Bullion Company Limited Hong Kong Provision of bullion business HK$6,000,000
THEWHEARAR &t RIS 26,000,000 72 100% 100%
ICBC (Asia) Futures Company Limited Hong Kong Provision of futures business HK$26,000,000
THEE (23 FRAT ik REEEERRE 58,828,870 72 100% 100%
ICBC Asset Management (Global) Company Hong Kong Provision of asset management services HK$58,828,870

Limited
TR A A 7 &k BRI A NS 10,0008 72 100% 100%
ICBC (Asia) Nominee Limited Hong Kong Provision of nominee services HK$10,000
THRTEW LS A R A ik PRt M 100,000,000 ¢ 100% 100%
ICBC (Asia) Securities Limited Hong Kong Provision of securities brokerage services HK$100,000,000
LR {5 o A R Fib UM 3,000,000 & 100% 100%
ICBC (Asia) Trustee Company Limited Hong Kong Provision of trustee services HK$3,000,000
TR & RRE A R 7 &k Fefhfa ot S v Mtk 10077 100% 100%

(7il %% [ ICBC (Asia) Wa Pei Nominees

Limited)) (R =F—LEZ AW H£H)
ICBC (Asia) Financial Services Company Limited ~ Hong Kong Provision of trustee and company services HK$100

(Formerly known as “ICBC (Asia) Wa Pei

Nominees Limited” (with effect from

4 February 2019)

MEmE BT AR AR BTy 100% 100%
ICBCA (C.L) Limited Cayman Islands Being a special-purpose vehicle for bond USS1
issuance

KBRS E A RA A SRERTHE A B 100% 100%

REZ-NEZAZFAARE)
UB China Business Management Co. Ltd., British Virgin Islands Inactive US§1

(Dissolved on 26 February 2019)
THRESRESEER RY) ARAT L AN TR g 4,000,003 7 100% 100%

People’s Republic of China Provision of equity investment U$$4,000,000

B - RS R AR A T Eif SRRBAT 24,708, 18380 100% 100%
SINO-CEEF Holding Company Limited Hong Kong Investment holding company EUR24,708,183
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34 GRAT I 38 B HCAth 45 B A 2 A7 K 34 DEPOSITS FROM BANKS AND OTHER FINANCIAL
INSTITUTIONS
2018 2017
T#xL Tt
HK$’000 HKS$’000
SRAT 7] 3 K A <5 il A A 2 A7 3K Deposits from banks and other financial institutions 161,433,060 177,631,111
EEE M E > R _F—/NFE+H=1+—H > In respect of repurchase transactions, the fair value of collateral
7 A5 B4 ok SO B AT A A PR E A which were permitted to be sold or repledged from the Group was
27,253,616,000% 76 (— & —-L 4F : 17,195,326,000% HK$27,253,616,000 as at 31 December 2018 (2017: HK$17,195,326,000).
JG) °
HEAT 3 T 1A 30 a8 A A8 Ve 5 8 1% B8l 1) — M B A Ak The transactions are conducted on terms that are usual and customary to
o standard lending activities.
35 HPfFaK 35 DEPOSITS FROM CUSTOMERS
2018 2017
T#x Tt
HK$’000 HKS$’000
WA AR T O Demand deposits and current accounts 43,480,452 48,434,764
it & A7 3K Savings deposits 91,244,639 117,658,228
JE ) 2 78 FAT K Time, call and notice deposits 398,806,717 330,218,791
533,531,808 496,311,783
MEEE S > R EFE - NEF+_HA=+—H > In respect of repurchase transactions, there was no collateral which were
A 13 S1f7 40 A4 oA o B OB A SRR S (R — A permitted to be sold or repledged from the Group as at 31 December 2018
M) o HELT AT T WG 2R 8 i A v A 2 1% B A — ik K (2017: Nil). The transactions are conducted on terms that are usual and
WK o customary to standard lending activities.
36 JEFE 153 Bi 36 DEFERRED INCOME TAX
EAEBEE E (B RH Z 28T The movement on the deferred tax assets/(liabilities) account is as follows:
2018 2017
T#L THs T
HK$’000 HK$000
w—H—H At 1 January 320,505 269,650
PR CE W W H A HE I 255998 2 Opening adjustment in accordance with HKERS 9
Y1 40) 5 B 48,867 -
369,372 269,650
TE Uk 2 EFe R Credited to income statement 95,358 37,646
TERE 7 FO AR Credited to equity 298,616 54,784
EE 54, % JFCAth 4 5 Exchange and other adjustments (13,578) (41,575)
wtZA=+—H At 31 December 749,768 320,505
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36 Lﬁ}iﬁﬁ ﬁ‘}ﬁé (%) 36 DEFERRED INCOME TAX (continued)
WA B o T S - AR A ) 2R A B TE 45 iR 4 AT The following is an analysis of the deferred tax balances of the Group for
T financial reporting purposes:
2018 2017
T T3 52
HK$°000 HK$’000
WA 5 B 5 IR DL 2 e R 2 AR S Net deferred income tax assets recognised in the consolidated
T 45 Bl 7E R AR statement of financial position 749,768 320,505
WA &7 B 5 IR DL R R 2 AR S Net deferred income tax liabilities recognised in the consolidated
Jir A5l 1 12 0 A statement of financial position - =
BH+=A=+—H At 31 December 749,768 320,505
ERRERE (GZRR) TERR 2B AE A BN R - The deferred income tax (debited)/credited to equity during the year is as
follows:
2018 2017
T THTE
HK$°000 HK$’000
JBe SRR £ 2 8 VB L i A Fair value reserves in shareholder’s equity
AT Bank premises (4,691) (37,887)

B LA EELH A 2T IS A Loans, FVTOCI investments and derivative
HR A3 % 45 5y B <6 U 4 3 b A A7 financial instruments designated as cash flow hedge

g TR 303,307 =

A5 B 4 3G 48 E B BLA i ¥ Available-for-sale financial investments and derivative financial
WA A B R instruments designated as cash flow hedge - 92,671
298,616 54,784
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36 MRIERTARBL (50 36 DEFERRED INCOME TAX (continued)
AE TR R TE BT AR B A M B (B[R] — B IS AR B 2 4 The movements in deferred income tax assets and liabilities (prior to
SRHCAY AT Z B E R - offsetting of balances within the same taxation jurisdiction) during the
year are as follows:
IEIE B RLE E Deferred income tax assets
FRRARFMEN B/
LG U AR (TR BBl (R ) AR im
Not credit impaned ECL/collective Fair value reserves Fair value reserves
impairment (recycling) (non-recycling) Accelerated tax depreciation Total
2018 017 2018 017 2018 2017 2018 2017 2018 017

T T T Tk T T T T T Tk
HKS 000 HKS 000 HKS000 HKS 000 HKS000 HKS 000 HES'000 HKS 000 HES'000 HKS 000

i ! At1 January 303,816 263,009 184,366 148,997 - - 672 037 488,854 412,643
WA (AWETHR  Openingadjustment n accordance with
ERAVE®Z  HKRRSY

LTS 104,850 - (55,983) - - - - = 48,867 =
408,666 263,009 128383 148,997 - = 6712 67 511 412683

Tl &g/ Credited(charged) to
(%K) income statement 93,864 31995 - - - - (249) (12) 93,615 31,983
Tk Credited o equity - - 7,195 83,803 50,90 - - = 297485 83,803
EsiEH Exchange diffrence (8570) 8812 (4983) (50,4) - - (5) 4 (13,578) (41,573)
BEZAZ4=H  At31 December 493,960 303816 370,595 184,366 50,290 . 38 672 9158 488,854
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36 DEFERRED INCOME TAX (continued)

PR RL A A Deferred income tax liabilities
MR YR () AF B (R AR iH
Fair value reserves Fair value reserves
Premises revaluation reserves (recycling) (non-recycling) Accelerated tax depreciation Total
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
T T T T T Tk T#L Tk T#L Tt
HK$'000 HKS'000 HK$'000 HKS000 HKS'000 HK$'000 HKS'000 HKS'000 HKS'000 HKS 000
r=A-A At1 January 123,669 85,782 21435 28303 - - 23,45 28,908 168,349 142993
flia (28) / Chargedi(credited)to
ik income statement - - - - - (1,743) (5,663) (1,743) (5,663)
ik Debited!(credited) to equity
() 4691 37,887 (6868) - - - - (1,131) 31019
EsizH Exchange difference - - - - - - - - -
PZA=+—H  At31December 128,360 123,669 21,435 - - 21,502 23,245 165,475 168,349

A 42 [ 7E v i AR 2 BLIE I R1,547,975 00 (%
—-L4F 1 14,013,200 50) > AT 4 FR A DA B A R
BE5E 1R 2 A W 2 R AR ME B v R o PR 5% s 1R
T A& 3B o= 1l i 2 B A 7] R K AT RE A IR R
o Ja ) T 4L B0 P UG B % S B TE RS 1R I S R M S

N L e A T T

REE - NFEL A= fRAARE A T M
J&§ 23 R 2 AR A AN C R A 4 IR ER SRR AT 2
BLIA B AT HOAS AR [ SIf J0E E Af  BEOROR e R AR SE L

HAM(CE - LF | o

A GRATT i) FL B SR ST A 2 BTG AR B A A A 7 45 B A%

H o

The Group has tax losses arising in Hong Kong of HK$1,547,975 (2017
HK$14,013,200) that are available indefinitely for offsetting against future
taxable profits of the companies in which the losses arose. Deferred tax
assets have not been recognised in respect of these losses as they have
arisen in subsidiaries that have been loss-making for sometime and it is not
considered probable that taxable profits will be available against which the
tax losses can be utilised.

At 31 December 2018, there was no significant unrecognised deferred tax
liability (2017: Nil) for taxes that would be payable on the future earnings
of certain of the Group’s subsidiaries as the Group has no liability to
additional tax should such amounts be received.

There are no income tax consequences attaching to the payment of
dividends by the Bank to its shareholders.
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37 DABREH A A MR 2 AR A 1 0 37 SUBORDINATED DEBTS MEASURED AT AMORTISED
COST
2018 2017
T ZIES T Gl
HK$’000 Interest rate% HK$°000 Interest rate%
FE R R Subordinated fixed rate notes
RN ZEZREF—A=ZFTHEM - with a final maturity on 30 November 2020 3,909,718 5.125% 3,897,775 5.125%
AW ZEZ =+ A HEM (AT - with a final maturity on 10 October 2023
ZEF= A BRED (callable on 10 October 2018) - - 3,895,658 45%
—RAERZFZNEFZA=THFM - with a final maturity on 31 December 2024
(R ZF—-NEFETZA=T—H (callable on 31 December 2019)
Jigi e ) 3,915,825 4.5% 3,907,050 4.5%
7,825,543 11,698,483
AR RRIE ) A RAT SR TS dh R ik - 2 B Subordinated debts were raised by the Bank for the development and
I5 M g R BN W 2B BRI - W45 SRR S BRI expansion of business. Fixed rate debts have been fully subscribed by the
B H & AR H RS A A ERAT 2 B & A o ultimate holding company. These notes have been qualified and included

as the Bank’s supplementary capital in accordance with the Capital Rules.

AR GRAT A A A BE MM XA 4~ R R sl A BRLAR 0 % The Bank has not had any default of principal or interest or other breaches
HARMWELBR (ZF— L4 88) - with respect to the subordinated debts during the year (2017: Nil).
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38 HAEfE 38 OTHER LIABILITIES
2018 2017
T#T T
HK$°000 HK$000
JRE A 1L, Interest payable 5,876,389 5,345,577
JHE At 387 4 KA I Salaries and welfare payable 679,312 628,045
HERE Settlement accounts 5,896,924 2,866,718
P RE 4 Margin deposit received 881,542 2,640,164
[ Factoring 1,349,260 61,633
oAt Others 3,250,247 1,139,736
17,933,674 12,681,873
BOR R B < RIS AR 2 (B A Impairment allowances for loan commitment and
financial guarantees
—12A 7 LLA TR £ R 2% ~ 12-month ECL 133,889 -
— RN R B G A A - Lifetime ECL not credit-impaired
Z A Rk 2,596 =
18,070,159 12,681,873

A A T e A SRAT IS 45 1 A H R ARSI A T o R A
& PR EHAMEL (ZF— L4 ) .

The Group and the Bank have not had any defaults of principal, interest or

other breaches with respect to their liabilities during the year (2017: nil).

39 BAR 39 SHARE CAPITAL
Iy ¥ H W B
Number of Ordinary
shares shares
T T
in thousands HK$’000

AE—LFE—H—H At 1 January 2017, 1 January 2018 & 31 December 2018

ZEF-NE-H—H K

—Z—A\E+—H=+—H 2,577,000 36,379,331

LR o 2 W 0 01 2 1350 > 7 SRAT A 38 2 R ST A

T {H

A B 5 N RO IR B IR ) SRS Sl
WA R IR A SRAT IR R & £ = — SR
HE o JIT A1 5 28 IR TE = A5 AR SRAT 1) J0) 6% 28 O TR Moz

HHEF o

In accordance with section 135 of the Hong Kong Companies Ordinance,

the ordinary shares of the Bank do not have a par value.

The holders of ordinary shares are entitled to receive dividends as declared

from time to time and are entitled to one vote per share at meetings of the

Bank. All ordinary shares rank equally with regard to the Bank’s residual

assets.
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40 WAMELR TR 40 ADDITIONAL EQUITY INSTRUMENTS
2018 2017
T Tt
HK$’000 HK$’000
10£i 2% o M 1 BR IF 22 A8 1% 1 A 40 US$1 billion undated non-cumulative subordinated
— BRI additional tier 1capital securities 7,738,332 7,738,332
25.360% £ L MW BR JE 2R A EAE SN US$2.536 billion undated non-cumulative subordinated
— B AR additional tier 1capital securities 19,897,375 -
27,635,707 7,738,332
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M oFE—NELH -+ —H > RRTBITHASEE
WEAM & =2 F BRB BB — S EAFS ([10
fEE LI —REARB S > BB H10EE T (M
L #7738 W T > B 0 KR AH B 2 BT A o B
Hh— G AT SR WA S R 4250 19 TR > AP IRELE
SR CAELA T HZ BB E B - nEE s
— R A AT S WA PR ] > %R AR AR R
i IRE AT 1) 55 ) [ R 2 L R — 1 [ 2 2 2 R
# (3.135)E4F B R) FLIER] -

TP IR AR ST > BRI A A —F—L
F— B oo ARERAT A RERGH 2 IR AR (10
TSR TTHISN— AR B AT I 2 Mk S A0 ) i s 4
PR B HOH 2 20 TR AR T R o Mesh > Jn2R
(a) "% 73 IR BELA SRAT 5 IR A AR JBE A - HOAh =2 A5 [ 4
4 855 19 70 IR — b ST IR S BOAR SR AT R T
Oy LAt AR > B (b) 8 R A 4 AR SRAT U 2 0 R )
X B B 7 s SRAT B e ) B R 1 HL A s AR
L L A% SR04 7 A A G Al ] S5 488 2 28 5 0 DR 1) J00 g A
AR B S (A AD) > A ERAT U 2>
IR K (321015 35 TR R A — 5 A 7 0% 2 A sk B A
S i 50 2 B BRI

AMITER —EHBEEE T F _—4FtAH
o B ST AT AR 2 IR S AT E O A (] A R
M 0] 2 1005 55 e RSN — SR E AR T TR -

RoFE—NEFE=ZH_+—H> AT IT/HEE
EMEAM T =2 F AWMBEFI— P EAFK S
([25.36f5 L TORIN—RE AT S ]) - B L25.3608
FEI0 (MR 411989718 W 7T > TN BRAH B 2 3517 Ak
A) o 253615 5 TR A — HUE AN 7B R A B 284,90
HRAIR > pIREE - FE - =HF=H " +—HzZH
B [ H 3 o WNBRAN— S & A RS S R A B [ > 5%
S5 R 519 A T AT AR 5 I A ) 55 I [ B O 2 LR
n—1EE E 2 04 B2 (225 H4E B R) TLIERT -

On 21 July 2016, the Bank issued Basel III-compliant Non-Cumulative
Subordinated Additional Tier 1 Capital Securities (the “US$1 billion
Additional Tier 1 Capital Securities”) in the aggregate amount of US$1
billion (equivalent to approximately HK$7,738 million net of related
issuance costs). The Additional Tier 1 Capital Securities bear a 4.250%
distribution until the first call date on 21 July 2021. If the Additional Tier
1 Capital Securities are not called, the distribution will be reset based on
the then-prevailing 5-year US Treasury yield plus a fixed initial spread
(3.135% per annum) every 5 years.

The distribution shall be payable semi-annually, with the first distribution
payment date being 21 January 2017. The Bank has the right to cancel
distribution payment (subject to the requirement as set out in the terms
and conditions of the US$1 billion Additional Tier 1 Capital Securities)
and the distribution cancelled shall not be cumulative. In addition, the
Bank must cancel distribution payment (subject to the requirements set
out in the terms and conditions of the US$1 billion Additional Tier 1
Capital Securities) if (a) the distribution scheduled to be paid together
with other distributions scheduled to be paid on any parity obligations
during the Bank’s then current fiscal year would cause the Bank to exceed
its distributable reserves; or (b) the HKMA directs the Bank to cancel such
distribution, or an applicable Hong Kong banking regulation or other
requirement of the HKMA prevents the payment in full of dividends or
other distributions when due on any other parity obligation.

The Bank has a call option to redeem all the outstanding US$1 billion
Additional Tier 1 Capital Securities from 21 July 2021 or any subsequent
distribution payment date thereafter.

On 21 March 2018, the Bank issued Basel III-compliant Non-Cumulative
Subordinated Additional Tier 1 Capital Securities (the “US$2.536 billion
Additional Tier 1 Capital Securities”) in the aggregate amount of US$2.536
billion (equivalent to approximately HK$19,897 million net of related
issuance costs). The US$2.536 billion Additional Tier 1 Capital Securities
bear a 4.90% distribution until the first call date on 21 March 2023. If the
Additional Tier 1 Capital Securities are not called, the distribution will be
reset based on the then-prevailing 5-year US Treasury yield plus a fixed
initial spread (2.25% per annum) every 5 years.
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ADDITIONAL EQUITY INSTRUMENTS (continued)

The distribution shall be payable semi-annually, with the first distribution
payment date being 21 September 2018. The Bank has the right to cancel
distribution payment (subject to the requirements set out in the terms and
conditions of the US$25.36 billion Additional Tier 1 Capital Securities)
and the distribution cancelled shall not be cumulative. In addition, the
Bank must cancel distribution payment (subject to the requirements set
out in the terms and conditions of the US$25.36 billion Additional Tier
1 Capital Securities) if (a) the distribution scheduled to be paid together
with other distributions scheduled to be paid on any parity obligations
during the Bank’s then current fiscal year would cause the Bank to exceed
its distributable reserves; or (b) the HKMA directs the Bank to cancel such
distribution, or an applicable Hong Kong banking regulation or other
requirement of the HKMA prevents the payment in full of dividends or
other distributions when due on any other parity obligation.

The Bank has a call option to redeem all the outstanding US$25.36
billion Additional Tier 1 Capital Securities from 21 March 2023 or any
subsequent distribution payment date thereafter.

The principal of the Additional Tier 1 Capital Securities will be written
off up to the amount as directed by the HKMA if the HKMA notifies the
Bank that in the opinion of the HKMA or a relevant government body, the
Bank would become non-viable if there is no written off of the principal.
The Additional Tier 1 Capital Securities also contain Hong Kong Bail-
in Power. Each holder of the Additional Tier 1 Capital Securities shall be
subject to the exercise by the Hong Kong Resolution Authority to any or a
combination of the following:

(a) reduction or cancellation of all or a part of the principal and/or
distribution of the Additional Tier 1 Capital Securities;

(b) the conversion of all or a part of the principal and/or distribution of
the Additional Tier 1 Capital Securities into shares of the Bank or

another person; and/or

(c) the amendment of the maturity, distribution payment date and/or
the distribution amount of the Additional Tier 1 Capital Securities.
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RESERVES

41.1 Group

(i)

(ii)

(iii)

(iv)

(v)

Bank premises reserve

The property revaluation reserve has been set up and is dealt
with in accordance with the accounting policies adopted for
land and buildings in note 2.13.

Fair value reserve

The fair value reserve comprises the cumulative net change in
the fair value of debt securities and loan measured at FEVTOCI
(2017:available-for-sale financial assets) until the financial
assets are derecognized and is dealt with in accordance with
the accounting policies in note 2.7(b).

Cash flow hedge reserve

The cash flow hedge reserve comprises the effective portion
of the cumulative net change in the fair value of hedging
instruments used in cash flow hedges pending subsequent
recognition of the hedged cash flow in accordance with the
accounting policy adopted for cash flow hedges in note 2.7(b).

Exchange reserve

The exchange reserve comprises all foreign exchange
differences arising from the translation of the financial
statements of foreign operations. The reserve is dealt with in
accordance with the accounting policies set out in note 2.12(c).

General reserve
The general reserve of the Group is comprised of:

. the transfer of retained earnings which is distributable to
the shareholders of the Group; and

. a statutory surplus reserve of a subsidiary represents
10% of the profit after tax appropriation and 1%
of the book value of risk assets as required by law
and regulation in PRC. This reserve is used to offset
accumulated losses or increase in capital.

As at 31 December 2018, the Group has earmarked
a “Regulatory Reserve” of HK$2,185,982,000 (2017:
HK$3,589,630,000) from the retained earnings. The regulatory
reserve is maintained to satisfy the provisions of the Hong
Kong Banking Ordinance for prudential supervision purpose.
Movements in the reserve are made directly through retained
earnings and in consultation with the Hong Kong Monetary
Authority.

The consolidated profit attributable to shareholders of
the Group includes a profit of HK$7,024,364,000 (2017:
HK$6,251,439,000) which has been dealt with in the accounts
of the Bank.
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41 faf o 41 RESERVES (continued)
41.2 AT 41.2 Bank
ik BTRE ATHRE
4l Bt it B4 it
Bank  (WHE)  (FiiH) 30t
premises Fair value Fair value B 50 Cash flow — Rt i (3t
revaluation reserve reserve Exchange hedge General Retained Hiit
reserve (recycling) ~ (non-recycling) reserve Reserve reserve earnings Total
T T T T T T T T#n
HK$°000 HK$'000 HKS$'000 HK$°000 HK$'000 HKS$'000 HK$°000 HK$000
RZZ—-N\F—H—H At1 January 2018 455,928 (345,179) 87,747 (69,928) 108,473 219,200 37,831,819 38,288,060
RN (BB R H9%50  Impact of adopting HKERS 9
% - 339,132 (78,141) - - - (152,211) 108,780
455,928 (6,047) 9,606 (69,928) 108,473 219,200 37,679,608 38,396,840
DATEESHMAEREAR  Changein fair value of financial asset
SHEEZLATREED measured at fair value through
other comprehensive income - (1,544,424) (36,450) - - - - (1,580,874)
HEDATEESHMAERE  Reserve realised on disposal
NEB AR 52 CRR R of investment securities measured
at fair value through other
comprehensive income - (103,602) - - - - - (103,602)
ez ATERZS Change in fair value of cash flow hedge - - - - (35,286) - - (35,286)
@Eﬁ% EL YA Revaluation surplus on bank premises 20,958 - - - - - - 20,958
A Profit for the year - - - - - - 7,024,365 7,024,365
SN BB it Foreign investment hedging reserve - - - 155,764 - - - 155,764
BERIESEH Change in deferred tax (3,458) 271925 - - 5,822 - - 274,289
BlERRE RG2S Change in provision for ECL - 27,491 - - - - - 27,491
HAb B Other adjustments - - - - - - (818,259) (818,259)
REZ-MEFZAZF—H At 31 December 2018 473,428 (1,354,657) (26,844) 85,836 79,009 219,200 43,885,714 43,361,686
Bk
& ik REEL Bea
Bank i B fit b
premises Investment 0.t Cash flow — Rt R A
revaluation revaluation Exchange hedge General Retained At
reserve reserve reserve Reserve reserve earnings Total
T T T T T T T
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
A\ _Z—t4-A—H At 1 January 2017 438,910 (250,345) = 143,232 219,200 31,764,687 32,315,684
{% i %Eﬁﬁ‘l‘& VA Change in fair value of
ATHEERS available-for-sale financial
investments - (38,509) - - - - (38,509)
HEREHESRREZ Reserve realised on disposal of
EER available-for-sale financial
investments = 40,931 = = = = 40,931
Remsaine Change in fair value of
AT EEES cash flow hedge - - - (41,627) - - (41,627)
RATEEM R A Revaluation surplus on bank
premises 20,234 = = = = = 20,234
A5 79 i Profit for the year - - - - - 6,251,439 6,251,439
WM B A Foreign investment hedging rserve = = (69,928) - - - (69,928)
BRI R Change in deferred tax (3216) (9,509) - 6,868 - - (5857)
H A% E B Other adjustments = = = = = (184,307) (184,307)
AZF—EFEFZA=F—H  At31December 2017 455,928 (257432) (69,928) 108473 219,200 37,831,819 38,288,060

271



o R R SRAT () A R4

Industrial and Commercial Bank of China (Asia) Limited

BEEZ-NAFE+A=+—HILFE
For the year ended 31 December 2018

42 BAEARZ )

DR 5 s — R SE 5 1 A vl BRI A e 2 ) A 2 [ 3%
WY g 2 W NI 4 A D S K R B S S R > LA
HANRATIR e 2 A7 3K MBI Z AT 20 o) OB E AL
RINE Gy 6455 T A 52 by W [] #7355 1) ¢
FEAH o

42.1 I ABYERE A ]

42

Ak
Annual Report 2018

RELATED PARTY TRANSACTIONS

Listed out below is a summary of the balances and transactions entered
into during the ordinary course of business with the ultimate holding
company and fellow subsidiaries and associate, including the acceptance of
placement of interbank deposits, corresponding banking transactions and
off-balance sheet transactions. The activities were priced at the relevant
market rates at the time of transactions.

42.1 Ultimate holding company

2018 2017
T T ¥ 70
HKS$’000 HK$’000
FILE A Interest income 2,825,382 1,069,547
) B S Interest expense 2,505,683 1,460,816
CEIUNE Operating income'? 684,698 317,539
(- ST Operating expense>* 360,032 387,209
JE i 4 %H Amounts due from 96,349,522 132,669,933
JREAS) 4 % Amounts due to 137,712,471 173,944,147
1. WPE-_F—bHFESH - +HE -FE— ) 1.  Inaccordance with the agreements dated 20 June 2017 and

AT B F R e o AR SRAT R
Bt BT - N EREE AL - TG R AR
B 1 0 T & 545 5 T 1 o [ T SR AT
AT ([0 47 ) BBV BB I -

2. MEEEFLAFENANAGT L Z LB
ik e —EF /ERAFANHM F
FENFEF+H=+—HFT L2 WAL E
fCHR Wk > A RAT BB A A2 %
5O B T B A A BRI A R
B rf B B AN R 2 5 TG R
FEAE ~ AL 3 i MRS T T e 4 B
] i R 7 R

3. MRE-FEHETH A+ HETL (K
A 70 Tt el A T A TR ) 2 R M e R
SERFNAFEZA T JUH SR MR A
R RS2 2 MR ik > AR SRAT B IS 4
i 3 B A BB ) BT AR A3 2 S P AR
B ST R s 2 o

4. WBEHWAE - F—-—"FHH - +=HZ
LB W vk > B AR B 007 1A 5 s 2 4 3 )
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17 December 2018, management fee income was received
from the Hong Kong Branch of ICBC (the “Branch”) for
the provision of services such as accounting and budgeting,
internal audit, marketing and back office settlement and
clearing.

2. In accordance with the custodian and trustee services
agreement dated 4 September 2007 and the supplemental
custodian and trustee services agreements dated 16 May 2008
and 31 December 2009, services fees were paid by the ultimate
holding company to the Bank for providing custodian,
settlement and clearing services in relation to the investments
outside the PRC in certain investment products by the
customers of the ultimate holding company in connection
with the Qualified Domestic Institutional Investor Scheme of
the PRC.

3. Inaccordance with the service level agreements with the Bank
dated 21 February 2002 (as amended and supplemented by
supplemental agreements), and the service levels agreement
with a subsidiary of the Bank dated 19 March 2008, service
fee expense was paid to the ultimate holding company for
the provision of data processing services to the Bank and its
subsidiary.

4. Inaccordance with the tenancy agreement dated 23 May 2012,
rental expense was paid to the ultimate holding company for
the leasing of property located in Hong Kong.
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42 RELATED PARTY TRANSACTIONS (continued)

42.1 Ultimate holding company (continued)

(i)

(ii)

(iii)

(iv)

Certificate of deposit issued

Transactions with ultimate holding company included
the issuance of floating rate certificates of deposit and
subordinated floating rate notes, which were both fully
subscribed by the ultimate holding company and its branches.
As at 31 December 2018, all certificates of deposit issued to the
Branch of ultimate holding company had been repaid (2017:
US$$5,000,000,000, RMB300,000,000 and HKD11,000,000,000
certificates of deposit).

Committed facilities

As at 31 December 2018, the Bank has committed facilities
to the ultimate holding company in the amount of
RMB700,000,000 (2017: RMB700,000,000). The Bank also
received conglomerate guarantee on loan from the ultimate
holding company in the amount of HK$17,996,654,000 (2017:
HK$16,901,337,000).

Undertaking from the ultimate holding company

To demonstrate its support to the Bank, a letter of comfort
dated 3 July 2001 was executed by the ultimate holding
company, pursuant to which it will provide the Bank with such
funding as may be required by the Bank to ensure that it will
maintain sufficient capital and liquidity levels.

Simultaneously on 3 July 2001, the ultimate holding company
and the Bank entered into a guarantee agreement whereby
the ultimate holding company agreed to guarantee to the
extent of HK$9,000,000,000 the payment obligations of
certain customers whose “large exposures” were transferred
to the Bank pursuant to a business transfer agreement and to
indemnify the Bank in respect of any losses incurred if any
obligation of such customers becomes unenforceable. There
was no such on-balance sheet large exposures of the Bank
covered by this guarantee as at 31 December 2018 (2017: Nil).

Sub-participation of loans

The Bank entered into various capital markets transactions
with the Branch, which include arranging participation/sub-
participation in loans, acquiring and disposing of interests
in syndicated or individual loans, subscribing to and/or
issuing of debt securities and tax efficient financing. These
transactions included sub-participation in loans of the Bank by
the ultimate holding company and/or the Branch for a total of
HK$11,894,030,000 (2017: HK$3,931,929,000). There was no
sub-participation in loans of the Branch by the Bank in 2018
(2017: Nil). The total fee attributable to the above transactions
of approximately HK$10,412,000 was paid by the Bank to the
Branch in 2018 (2017: HK$7,311,000). These transactions
were priced based either on the terms of the underlying loan
agreement, if applicable, or prevailing market rates if such
comparable rates were available, or on terms that were no
less favorable than those available to other independent loan
members.
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42 RELATED PARTY TRANSACTIONS (continued)

42.2 Fellow subsidiaries

2018 2017

T T

HK$’000 HK$’000

FLE A Interest income 328,355 186,727

FIE 3 Interest expense 17,025 20,490

==L PN Operating income 119,270 190,796

(e S& Operating expense 303,667 166,596

JHE Wi 4 B Amounts due from 9,176,945 12,059,240

JRE AT 465 %8 Amounts due to 1,866,661 2,102,117
42.3 B2 42.3 Associates

2018 2017

T#L Tt

HK$’000 HK$000

FE Y A Interest income 270 =

FE 3 H Interest expense 779 2,012

JHE i 4 %H Amounts due from 37,083 -

JRE AT 45 %A Amounts due to 12,897 145,812

42.4 B fth [ 5 450 ) T 95 % BUR BE B 2 2 5

SHLDL S R 2% 4 ) R P e R R 1Y 32 2 A
2oy 3 7 S I 2 5L Ja 1 1 Hb 7R 2 ) 52 B R AL (]

WE NS

o B BFECE
o hRESBREARIELF (TEED

o IEEEEARARE LD 2 Z B BUG IR 2

42.4 Transactions with other state controlled entities and

government authority

Transactions with the following state-controlled entities and

government authority are considered as individually significant or

collectively significant to the Group:

. The Ministry of Finance of the PRC
. Central Huijin Investment Limited (“Huijin”)

. Other banks and financial institutions under the direction of

Ho A SR AT S <5 AR the PRC government in which Huijin has equity interests
2018 2017
T#x T
HK$’000 HKS$’000
FLE A Interest income 1,988,535 1,360,358
S S Interest expense 88,783 244,133
EEWRA Operating income 71,373 121,658
BEM Operating expense 90,315 134,925
JRE Wit 4 B Amounts due from 63,764,386 50,748,508
JRE AT 455 %8 Amounts due to 1,909,014 4,125,141

B4k > 7% 4 [ 2R AT e B HAth 19 52 42 o 2T A %
BURN & B AT 22 5 > LA H R BRI A7 £ 2
Rk S O BRI o A BRI RD A > BRILAE I R
22 1) T e SBORT % R AT 9 32 B S
5 4t 8] P9 AR 492 I 0 R B A 1 LA J% A% Th 355 2%
FAEAT o FIL o MEIEAT B 2 5 WA o 1 |

HIEWA T
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In addition, the Group may also enter into transactions with other

state-controlled entities and government authority, including but

not limited to lending, deposit taking and the provision of financial

products or services. In the opinion of management, transactions

with these state-controlled entities and government authority

were conducted in the ordinary course of business under normal

terms and conditions and at market rates. As a result, none of these

transactions are considered individually significant.
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42 RELATED PARTY TRANSACTIONS (continued)

42.5 Key management personnel remuneration

Remuneration for key management personnel, including the Bank’s

T directors’ emoluments, is as follows:
2018 2017
T THs T
HK$’000 HK$000
i 548 F Employee benefits 23,941 25,869

426 REBETGBEARBZERR S

AEIA > A S B B N AR IR R R SE TS B R
HEAT Z SRAT AT > S B S HAt R IA ~ 7K
T Al 45 AR B 58 2 o TRl N o B0 45 AR 8R4
ZEEATBNE -~ HEE B B 52 H A ) 3
HERBBZAF -

42.6 Material transactions with key management personnel

During the year, the Group entered into certain banking transactions

consisting of loans and advances, deposits and other financial

related transactions with related parties in the normal course of

business. The related parties include key management personnel of

the Bank, their close family members and companies controlled or

significantly influenced by them.

2018 2017

T#L R P

HK$’000 HK$000

FILE WA Interest income 47 110
R S Interest expense 830 477
AR B H A HR T Loans and advances 3,500 5,173
R Deposits 90,744 44,460

27 BHTERLEEFAREZ TEZEX

R 5 2 W A6 1) 53383(1) () M6k B 24 ) (¢ %
2 4 EORE) B 8 30 40 5 8 1 AR SRAT Y
3 A R LA 1 242 AR R TR K

42.7 Loans to directors and entities connected with directors

Loans to directors of the Bank, including loans to bodies corporate

controlled by them, disclosed pursuant to section 383(1)(d) of the

Hong Kong Companies Ordinance and Part 3 of the Companies

mE : (Disclosure of Information about Benefits of Directors) Regulation
are as follows:
RT+=A=F+—HZ
AR A8 B A TN 05 1 5 B
Balance outstanding Maximum balance
at 31 December during the year
2018 2017 2018 2017
T#x T 7T T#xT T
HK$’000 HKS$’000 HK$’000 HK$°000
RAB AR G BRI B A Aggregate amount outstanding in respect of
principal and interest 365 227 522 873
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TRANSFERRED FINANCIAL ASSETS

The Group enters into transactions in the normal course of business by
which it transfers recognised financial assets to third parties. In some cases
these transfers may give rise to full or partial derecognition of the financial
assets concerned. In other cases where the transferred assets do not qualify
for derecognition as the Group has retained substantially all the risks and
rewards of these assets, the Group continued to recognise the transferred
assets.

Repurchase transactions and securities lending transactions

Transferred financial assets that do not qualify for derecognition
mainly include debt securities held by counterparties as collateral under
repurchase agreements and debt securities lent to counterparties under
securities lending agreements. The counterparties are allowed to sell
or repledge those securities sold under agreements to repurchase in
the absence of default by the Group, but has an obligation to return the
securities at the maturity of the contract. If the securities increase or
decrease in value, the Group may in certain circumstances require or be
required to pay additional cash collateral. The Group has determined that
it retains substantially all the risks and rewards of these securities and
therefore has not derecognised them. In addition, it recognises a financial
liability for cash received as collateral.

The following table analyses the carrying amount of the abovementioned
financial assets transferred to third parties that did not qualify for
derecognition and their associated financial liabilities:

ZZ—-NEFH=1+—H
31 December 2018

Tl ¥ A B £ 1
¥ M i ¥ 16 M i
Carrying Carrying
amount of amount of
transferred associated
assets liabilities
[a] %Tﬁr%ﬁéﬁ Repurchase agreements 3,273,892 3,345,308
8 35 75 W e Securities lending agreements 23,954,810 22,010,401
“F—tE A=t
31 December 2017
MR E HH A A 1
A H% T 114 B T
Carrying Carrying
amount of amount of
transferred associated
assets liabilities
[l fi 1 e Repurchase agreements 2,484,684 1,838,238
it R 75 Tih ke Securities lending agreements 17,273,414 15,670,365
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43 b A A R (e 43 TRANSFERRED FINANCIAL ASSETS (continued)
MBS Discounted bills transactions
HWERD s AEFETHNBEZHERS &% The Group enters into discounted bills transactions in the normal course
W A 28 ) R A 1 Ul B 5 R R A (6 4 o B Y 5 of business by which it transfers discounted bills to third parties in the
ShoAALHEBESHCEENEE - R -F PRC with recourse term which would give rise to the Group’s continuing
— E+_H=+—H » ANEHEKEESLLEmE involvement in the transferred assets. As at 31 December 2018, the Group
1,765,7704 70 (& —-L4E : 831,6461: 7T) Y C 3 retain obligation on those PRC discounted bills transferred but not
B 2R 31 400 9 e B0 0 BR B 1 AT o matured with a carrying amount of HK$1,765,770 (2017: HK$831,646).
44 B E AURURSMNE KR 44 OFF-BALANCE SHEET EXPOSURES
44.1 BRAR KRS 44.1 Contingent liabilities and commitments
PATR £ 1 32 R0 B AR B B ORISR A The following are summaries of the contractual amounts of each
X4 FHA significant class of contingent liabilities and commitments:
2018 2017
2018 455 1L B8 2017 15 R B
FRIEM o 781 B H) B JinHE R
Contractual Credit risk Contractual Credit risk
amount weighted amount weighted
T#T T# T T T#T
HK$°000 HK$’000 HK$’000 HK$°000
B AR AU Direct credit substitutes 11,175,509 6,241,122 14,120,487 4,623,651
B A7 5 A5 B 2 B8R A A Transaction-related contingencies 101,163 47,032 82,307 33,920
B 5 A7 B 2 09K AR Trade-related contingencies 9,296,278 1,789,909 10,218,602 1,988,043
JEENH AT 2 Other commitments with an original
Fofte k% maturity of:
CIEIEPSERG Unconditionally cancellable 168,190,251 - 187,186,093 -
SR H DR — 4 With original maturity of less than one year 4,376 875 841,730 84,423
JEEN A —4F &b With original maturity of over one year 48,720,704 23,864,902 45,699,339 20,630,849
237,488,281 31,943,840 258,148,558 27,360,886

BB M BERIEAR AR EERE - RN
w3 Bk 2 BBy B il R KA 2 R A
Jfe - BiHAE BHHE 2 R B R A sg B DU
Befs SEAHB TR > GG AR - RS
B2 ZRYE o MAEMF SR AR B TR BT e 2 A B
KRB L B i) % 5 45 o B R B e 2 5
JEVB A ) o < A0 4 R A 5 A B B AR
B L% %% 5 4t 3 T AR 3 R B 2 A o fh S
A T RETE R AR U JE - A A
TR ACH S i &

B PO B 09T ) 2 SR L A
0%2£100% ©

Contingent liabilities and commitments arise from forward asset
purchases, amounts owing on partly paid-up shares and securities,
forward deposits placed, asset sales or other transactions with
recourse, as well as credit-related instruments which include letters
of credit, guarantees and commitments to extend credit. The risk
involved in these credit-related instruments is essentially the same
as the credit risk involved in extending loan facilities to customers.
The contractual amounts represent the amounts at risk should the
contract be fully drawn upon and the client default. As the facilities
may expire without being drawn upon, the contract amounts do not
represent expected future cash flows.

The risk weights used in the computation of credit risk weighted
amounts range from 0% to 100%.
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44 B R EARSMNEBR () 44 OFF-BALANCE SHEET EXPOSURES (continued)
440 HE AR 44.2 Capital commitments
R oFE— )\F+H =+ —HZ R IB#H Capital commitments for property, plant and equipment
N A 0 ) 2E R A RIS RN T outstanding as at 31 December 2018 not provided for in the financial

statements were as follows:

2018 2017
T Tt
HK$’000 HK$’000
SAHEOL P N 2 s Expenditure contracted but not provided for 6,914 30,704
B REME R R & 2 S Expenditure authorised but not contracted for 29,683 641
36,597 31,345
44.3 B K ARYE 44.3 Operating lease commitments
W —NE+_H=+—H > KEHLEEK At 31 December 2018, the Group and the Bank had future aggregate
SRAT AR 2 N AT A Y K85 FH 4 7 A B E A5H Y minimum lease payments under non-cancellable operating leases as
AR AAZE T - follows:
2018 2017
T#L AR P
HK$’000 HK$000
b e A Land and buildings
——4EPIK - Not later than one year 529,687 359,943
—— 4Pl RHEAEPIA - Later than one year and not later than five years 506,259 528,770
—HAERL E - More than five years 4,125 18,590
1,040,071 907,303
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44 B R EARSMNEBR (a0) 44 OFF-BALANCE SHEET EXPOSURES (continued)
44.4 REMA L 44.4 Operating lease arrangements
AR AR B A PR B F I A W & The Group leases its investment properties (Note 30 to the financial
JNAR Z LA i FHLEC BB ) 28 (L B B i 3 I statements) under operating lease arrangements, with leases
30) o FH &5 3K — AR I KA AE AR A N2 S A IR A negotiated for terms ranging from two to eight years. The terms of
i 4 o M HT BA AR B IRE T AR AE the leases generally also require the tenants to pay security deposits
W o and provide for periodic rent adjustments according to the then

prevailing market conditions.

Mo FE—NFE+_A=+—H  REBHE At as 31 December 2018, the Group had total future minimum lease
T E A S PR AN T SR ) 288 E O A SR A receivables under non-cancellable operating leases with its tenants
JRE S AR AR A B B AR B AR AR AN falling due as follows:
2018 2017
T Tt
HKS$°000 HKS$’000
—4ER Within one year 2,094 1,971
BB RE (B BWAE) In the second to fifth years, inclusive - 1,642
AR RLAR After five years - -
2,094 3,613
SRR o AN S A 4 R TR SR I B AR 4 (U During the year, the Group had no unrecognised contingent rentals
— LA ) o receivable (2017: Nil).
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45 LG E KA A A Z 45 OFFSETTING OF FINANCIAL ASSETS AND
FINANCIAL LIABILITIES
S RV E 2 BRPSHE Y ~ nT o AT R AR R A AL Financial assets subject to offsetting, enforceable master netting
P BT ) arrangements and similar agreements
R 7 LB R KA 2 2
Amounts not set off in the balance sheet
ClERER
BREZEE  REEAME REEAMNE
Gross WIKEIZMBM  BAIZEH RUE KA
amounts of Gross Net amounts g 0
recognised amounts presented LWL Cash
financial offset in the in the Financial collateral ]
assets  balancesheet  balance sheet instruments received Net amount
T#x T#L T#L Tin Ti#x T#x
BZF—-NEFZHZ1—H  At31December2018 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$'000
i E Mg E Derivative financial assets 5,600,032 - 5,600,032 (2,301,106) (212,473) 3,086,453
HibgeE Other assets 437,968 - 437,968 (376,203) - 61,765
6,038,000 - 6,038,000 (2,677,309) (212,473) 3,148,218
A E LB R IR 2
Amounts not set off in the balance sheet
2y 5]
AMZAE REEAME REEALE
Gross HKHI 2 A BA2Z §H cikMsie
amounts of Gross  Netamounts A0
recognised amounts presented EBTH Cash
financial offset in the in the Financial collateral T
liabilities ~ balancesheet ~ balance sheet instruments pledged Net amount
Ti#x Ti#x T#x T#x Tix Ti#x
BER-NEFZAZF—H  At31December 2018 HK$000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
MEEMA &K Derivative financial liabilities 4,366,962 - 4,366,962 (2,301,106) (1,810,689) 255,167
HAb A Other liabilities 461,767 - 461,767 (376,202) - 85,565
4,828,729 - 4,828,729 (2,677,308) (1,810,689) 340,732
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45 OFFSETTING OF FINANCIAL ASSETS AND
FINANCIAL LIABILITIES (continued)

S R R A 2

Amounts not set off in the balance sheet

CHER AR
HEZAE REEARR RAEAKER
Gross  NAKSH 2 B4 EYibats Clsie
amounts of Gross Net amounts A
recognised amounts presented GMIE Cash
financial offset in the in the Financial collateral FH
assets balance sheet balance sheet instruments received Net amount
Tkt Tkt T T T T Tkt
REF—tH+-A=+—H At31 December 2017 HK$000 HK$000 HK$'000 HK$000 HK$000 HK$’000
it EmEE Derivative financial assets 6,549,121 = 6,549,121 (3,191,332) (1,777,715) 1,580,074
HAb g Other assets 814,815 = 814,815 (697,108) - 117,707
7,363,936 - 7,363,936 (3,888,440) (1,777,715) 1,697,781
AR G AR RN 2%
Amounts not set off in the balance sheet
CRERR A
AfEZAE NEEAER REEAHER
Gross NS 2 4% EYibats g &
amounts of Gross Net amounts il
recognised amounts presented SHIA Cash
financial offset in the in the Financial collateral A
liabilities ~ balance sheet ~ balance sheet instruments pledged Net amount
T Tl Tt T T T
R-F—tE+ZA=+—H At 31 December 2017 HK$'000 HK$'000 HK$'000 HK$000 HK$000 HK$000
RN Derivative financial liabilities 6,595,068 = 6,595,068 (3,191,332) (740,721) 2,663,015
Hib & Other liabilities 1,069,467 - 1,069,467 (697,108) - 372,359
7,664,535 - 7,664,535 (3,888,440) (740,721) 3,035,374

WA 3 AT o AT AR D iR B AR
e R AL R A AT A 0 ) IR A B A U AL
<ozl A i BRI AT IR B I A B B AR

HHFES o

IS e B 7 B RO AT IR 2 RN 2 Al AR T

FLR A/l B i sk SLLA R 22 B A B

o BT O7 BORAR [ 2 [H A AT K8 1 I HL 2
SE HB TR RS SR 2 PR A R AR A
R S R B R DT T AT EAT
HRS 2 HEA > 75 PR B9 A6 0 R REE A 5 B

ot EARZE S E i TR 2 B AR o

Financial assets and financial liabilities are offset and the net amount is
reported in the balance sheet when there is a legally enforceable right to
offset the recognised amounts and there is an intention to settle on a net
basis, or realise the asset and settle the liability simultaneously.

Derivatives and reverse repurchase/repurchase agreements included in
amounts not set off in the balance sheet relate to transactions where:

. the counterparty has an offsetting exposure with the Group and a
master netting or similar arrangement is in place with a right of set
off only in the event of default, insolvency or bankruptcy, or the
offset criteria are otherwise not satisfied; and

. cash collateral received/pledged in respect of the transactions
described above.
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46 BANKLEVEL STATEMENT OF FINANCIAL POSITION

F-AE F Lk
+ZH=+—H +ZA=+—H
31 December 31 December
2018 2017
HK$’000 HK$’000
¥ e Assets
B4 T AE $R 47 ] 26 B HLAth 4> BB M 2 4588 Cash and balances with banks and other financial
institutions 144,687,989 155,708,616
TE SR A7 ] 2 K HoAth 4 A 2 A7 K Placements with banks and other financial institutions 92,859,061 76,958,356
DL P15 (B 56 48 4 3R A MR 4 il 5 8 Financial assets at fair value through profit or loss 386,067 =
A A= 4 il T H Derivative financial instruments 9,116,251 15,394,138
A R B At AR IE Advances and other accounts 372,118,128 357,315,848
ERRE Financial investments: 136,603,151 149,012,979
— {5 i g B - Available-for-sale - 71,013,898
— DL 1R (B A H At — Measured at fair value through other
il &N comprehensive income 90,146,841 -
— R E 23 - Held-to-maturity - 77,999,081
— DA 8 B AR AR — Measured at amortised cost 46,456,310 -
i RN <y Investments in associates 75,674 106,874
A B s 7 2 B Investments in subsidiaries 7,790,302 5,407,552
TR R % Al ST Goodwill and other intangible assets 950,771 949,109
ia<Ly/ES Investment properties 102,800 78,100
E V&G Property, plant and equipment 719,020 725,486
A% SIE FIT 15 Bl g\ IE3 Deferred income tax assets 489,431 117,137
Fopth & 2 Other assets 12,476,478 6,739,897
¥ M Total assets 778,375,123 768,514,092
£ Liabilities
ST 7] 2 K A <5 ol A A 2 A7 3K Deposits from banks and other financial institutions 120,622,925 131,090,286
i 4/ T H Derivative financial instruments 6,869,667 8,579,757
B FAEK Deposits from customers 478,477,616 429,422,180
C BT A7 K Certificates of deposit issued 24,948,381 86,891,955
EETES Debt securities in issue 17,215,886 8,115,874
— BB A TEEKE R RALE - Designated at fair value through profit or loss 2,642,190 6,585,182
— DL B B A R - Measured at amortised cost 14,573,696 1,530,692
BAT B A 5 Current income tax liabilities 426,991 203,676
DL 68 A AR 2 1% 18 fE JE Subordinated debts measured at amortised cost 7,825,543 11,698,483
HoAt £ Other liabilities 14,611,390 10,106,158
115 44 %81 Total liabilities 670,998,399 686,108,369
HE 2% Equity
Je AR Share capital 36,379,331 36,379,331
% B i ) Retained earnings 43,885,714 37,831,819
At it A Other reserves (524,028) 456,241
BB P A BRAT I SRR 7 R BH Total equity attributable to shareholders of the Bank 79,741,017 74,667,391
HAMES TH Additional equity instruments 27,635,707 7,738,332
i 2 48 R Total equity 107,376,724 82,405,723
i 2 % 1 A0 Total equity and liabilities 778,375,123 768,514,092
i i Gao Ming Wu Long
FE VBN A Chairman, Vice-Chaiman,
FHITESH  HiTEF & Executive Executive Director &
FITICA Director Chief Executive Officer
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MR R Ty A GRAT 2 B AP TR Rl o 5% 2% B )8R A
B R e A o

7R AN f 5 B 25 Sk A o I 4 A AL e
H Y B 2

7 A T8 R A B = 7 R R R T A T A AL
THBTNERE RS TRNRES -2
LU AL 25 R A A AR A B B0 A A R
BT BRI R B G R AT ) o T e AL R
HE R PERLAD B Y 1 8 B 1Y 7 DA T I 2
A HEE U B E & RITHREREMN -

AR AE B A =T A R R L I AL
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THE ULTIMATE HOLDING COMPANY

In the opinion of the directors, the ultimate holding company of the Bank
is Industrial and Commercial Bank of China Limited, which is established
in the PRC and produces financial statements available for public use.

INVOLVEMENT WITH UNCONSOLIDATED
STRUCTURED ENTITIES

The Group holds an interest in some structured entities sponsored by
third party institutions through investments in the notes issued by these
structured entities. Such structured entities include investment funds and
segregated asset management plans and the Group does not consolidate
these structured entities. The nature and purpose of these structured
entities are to generate fees from managing assets on behalf of investors
and are financed through the issue of investment products to investors.

The following table sets out an analysis of the carrying amounts of interests
held by the Group in the structured entities sponsored by third party

institutions:

2018
WRwifi kAR Eo
Carrying Maximum
amount exposure
T#T T-# T
HK$’000 HKS$’000
BE S Investment funds 7,568,844 7,568,844
T A A B Segregated asset management plans 139,622 139,622
7,708,466 7,708,466

2017
SRMW(E R HRK A
Carrying Maximum
amount exposure
%5 58 %5 5%
HK$’000 HK$°000
HHE Investment funds 6,437,777 6,437,777
T 7 A T Segregated asset management plans 731,157 731,157
7,168,934 7,168,934
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48 R NLR G B B 2 0 B B A5 ML 48 INVOLVEMENT WITH UNCONSOLIDATED
B RE 2R (a0 STRUCTURED ENTITIES (continued)
T R G LA 4R [ 5 = AL R T i &S A L 3 B The following table sets out an analysis of the line items in the statement
R HE 45 T B RO B MERR A B > R AR L 3R B of financial position as in which assets were recognised relating to the
TE ) #r Group’s interests in structured entities sponsored by third parties:
“E-NEFZHZT—H
31 December 2018
PLAT
A A Y 2 3
AR&wER Ak epaE
Financial Derivative
£k assets financial
Loans at FVTPL assets
T#x T#x T#L
HK$’000 HK$’000 HK$’000
Ed g Investment funds 4,438,807 386,067 2,743,970
BT A A Segregated asset management plans - 139,622 -
4,438,807 525,689 2,743,970
“F—-tHE+-A=+—H
31 December 2017
{E(E AR 4 %
AIRERERE ATk mEE
Financial Derivative
assets financial
at FVTPL assets
T T
HK$’000 HK$’000
BEE 4 Investment funds - 6,437,777
LT B A B Segregated asset management plans 731,157 -
731,157 6,437,777

49 R EH
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R 4 RE A A U ] O T A A HL A SRR A
I BE 95 87 5 #540,000,000% 7T B 48 i 2 K
GER N T R 3 /N
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49 COMPARATIVE AMOUNTS

(a)

(®)

During the year, management reviewed the presentation of
“Management fee income” in the income statement and determined
that it is more appropriate to classify it as Other operating income
rather than fee and commission income as previously disclosed.
The amount was reclassified as Other operating income in the
current period and accordingly the comparative figure amounted
to HK$40,000,000 was reclassified from Net fee and commission
income to Other operating income to conform with the current
year’s presentation.

In addition to the above items, certain comparative amounts have
been amended to conform with current year’s presentation.
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Supplementary Financial Information (unaudited)

T B A A B B R M R 2 R SIS A
RETR AL B R AT AT 5 <

The following information is disclosed as part of the accompanying information
to the financial statements and does not form part of the audited financial
statements.

BT R R A

FEAS AU B AR T AR A Y < A LR P A A Y SR AT
2 CEA) HA (TEAKR ) il o 3255 LA TIRE
) B i L 26 T A B = TR TSI — % — =
A1 — F AR A B A S o A AR R AR A
Rl bR A [ (fF P RUBR) w535 ) 545 R R B
Z B BEMRE T PR [ AR AR A | RO
AR I B B bR A T RR e (T35 B ) w1 L RHE T
5 JE By e

IF 10 B 5 i 3 B G2 B At - TS B it Y A 2
e T 5 B8 o S o 4 S (o s o 5 i o
B 1) i A ) o AR AR B S 3C ()t B E T
B AR A M S T o S B AE o A L S
B B o

MRAFEARI > TG A B 2 G5 S YE T B BE B
Bty 2 ARG R e (HLMBR B A KT R 38 [ 2
BT (R KRR A ) Z M A A o
U W RAR B Z M R 2 BB A G A B A A
BREFRATIRR o 5255 AR A 5 R 2 7 ML AE o B B A 5

CAPITAL ADEQUACY AND CAPITAL BASE

Capital adequacy ratios were compiled in accordance with the Banking
(Capital) Rules (the “Capital Rules”) issued by the HKMA. The ratios were
compiled in accordance with the amended Capital Rules effective from 1st
January 2013 for the implementation of the “Basel IIT” capital accord. In
view of the Capital Rules, the Group has adopted the “standarised (credit
risk) approach” for the calculation of the risk-weighted assets for credit
risk, “basic indictor approach” for the calculation of the operational risk
and the “standarised (market risk) approach” for the calculation of market
risk.

The basis of consolidation for financial accounting purposes is in
accordance with Hong Kong Financial Reporting Standards (“HKFRS”), as
described in Note 2 on the notes to the financial statements. Subsidiaries
included in the consolidation for regulatory purposes are specified in a
notice from the HKMA in accordance with section 3C(1) of the Capital
Rules.

Under the Capital Rules, the basis of consolidation in calculating the
capital ratios follows that of the financial reporting with the exclusion
of subsidiaries which are “regulated financial entities” (e.g., Insurance
and securities companies) as defined by the Capital Rules. Accordingly,
the investment costs of these unconsolidated subsidiaries are deducted
from the capital base. There is no capital shortfall of these unconsolidated
subsidiaries.
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1 ﬁzli ﬁ,/‘ﬁ 13[3 }: & ﬁzli (9[—_‘1) 1 CAPITAL ADEQUACY AND CAPITAL BASE (continued)
N RFNR IS RSB AR - A list of these unconsolidated subsidiaries is shown below:
WA\ H=1—H
At 31 December 2018
B HEHE 2
Total assets Total equity
T Tt
J: B W) Principal activites HKS$’000 HKS$’000
TLER AR 42 2E A IR A PRk G 2
ICBC (Asia) Bullion Company Limited Provision of bullion business 7,351 7,338
T4 85 P B A BR A 7 i CREE s
ICBC (Asia) Futures Company Limited Provision of futures business 102,706 102,666
TARERE (2ER) HRA A & 4L 5 A B TS
ICBC Asset Management (Global) Company Limited* Provision of asset management services 161,774 136,087
R R FE 25 A R H) P A 58 5 48 A0 IR S
ICBC (Asia) Securities Limited Provision of securities brokerage services 1,293,305 984,811
TLER AR LA FRA A PEHEAE FC AR B
ICBC (Asia) Trustee Company Limited Provision of trustee services 58,526 54,800
T 652 55 Y 4 Rl IS A PR ) PEAEAE FE 2 A A R B
(A& [ ICBC (Asia) Wa Pei Nominees Limited |)
(s = ZF— JUF = H W H A %0
ICBC (Asia) Financial Services Company Limited Provision of trustee and company services
(Formerly known as "ICBC (Asia) Wa Pei Nominees
Limited" (with effect from 4 February 2019)) - -
R B v I S A AT PR ANV B
(A = ZF—JUFE = H — 175 H i)
UB China Business Management Co. Ltd. Inactive
(Dissolved on 26 February 2019) - -
PR B S Rt
Greater China Fund Trust fund 2,871,216 2,778,064
* G4 A TR e P i e & T (WEYI) A R S Included a consolidated subsidiary in the name of ICBC (Asia)

O 1955 4 R 24 )

MR NEFZHA=+—0 MEREes REE
T:.i’ﬂﬁﬁaﬁ/rn%l%lw BAR T A B 2Z I
JE 23 T o DR AR ST T A JB 2 ] {6 A B B

11 A5 B A > TS B TE A RIS A A

A e
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Investment Management (Shenzhen) Co., Ltd.

As at 31 December 2018, there are no subsidiaries which are included
within both the accounting scope of consolidation and the regulatory
scope of consolidation but the method of consolidation differs. There

are also no subsidiaries which are included within the regulatory scope

of consolidation but not included within the accounting scope of

consolidation.
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1 CAPITAL ADEQUACY AND CAPITAL BASE (continued)

The Group operates a subsidiary in other countries and territories where
capital is governed by local rules and there may be restrictions on the

transfer of regulatory capital and funds between members of the Group.

S b
+=ZHA=+—H +ZHA=+—H
31 December 31 December
2018 2017
T L T T
HK$’000 HK$’000
W R — AR G Common Equity Tier 1 (“CET1”) Capital
Tm I — g A TR CET1 capital instruments 36,379,331 36,379,331
308 R — 4% A T L 7 A 1 R R Shiarll‘:tféfnn;lutrsn arising from CET1 capital i )
B8 v A Retained earnings 50,113,313 42,988,708
e AR i o 4% p of which: unaudited profit or loss of the current
et Zﬂggg%%ﬁg ?{i% E:]J financial year and profit or loss of the
" ht B 54 immediately preceding financial year
B MR pending audit completion 8,415,000 7,628,616
19 5% ot M Disclosed reserves 1,908,483 3,253,484
o ) /\qz‘,faﬁﬁg«( i 2 T Ui 25 A BE of which: fair value th§ough otlher cor/nprelhirllsi\ffe
S - i e Py income - financial assets/available-for-
e ECE A S 4 R A sale investment reserve (1,995,499) (1,038,568)
W BEHE 25— AUEAS (03T CET1 Capital before deductions 88,401,127 82,621,523
Ik - Deduct:
S <5 i T 5L b o Sl LT T ﬁéf F ' Cumulative cash flow hedge reserves that relate to the
]ﬁ 3F DL PAE(E AR 2 5t B hedging of financial instruments that are not fair
T fi valued on the balance sheet (79,010) (108,473)
DUF AR LR 52 G s Cupitue i luegun orloneson il
M€ A 2 B A B0 2 A T (L 2 3 o
changes in the own credit risk - -
-+ R A ﬂ: A T E A 1 B EE AP Cumulative fair value gains arising from the
B (B Yk revaluation of land and buildings (627,637) (605,736)
—ﬁﬁﬂﬁﬂl&i H’J BB A Regulatory reserve for general banking risk (2,185,982) (3,550,720)
P (B AH B @Eﬁlﬁ £ 1K) Goodwill (net of related deferred tax liability) (980,154) (980,154)
AT (0 A 2R A R TE 1) Otllilsll;illriltt;i)nglble assets (net of related deferred tax (17.155) LG
A 1 A SiE o T i ) A0 S B TE Deferred tax assets in excess of deferred tax liabilities (749,768) (320,505)
BRI A j:ffﬂ BAEFEANKRCHE  Cumulative losses below depreciated cost arising from
BRAS 1) 25T 1E the Institution’s holdings of land and building (290) (302)
e N e Debit valuation adjustments in r. t of derivativ
3 oA S justments in respect of derivative
AR TR A 49 2 B (A contracts (3,462) (53,016)
T R — SRR (FeiAR) CET1 Capital after deductions 83,757,669 76,986,941
B Add:
A — SREA (FEAR) Additional Tier 1 Capital after deductions 27,680,380 7,802,379
—REAR (nEE) Tier 1 Capital after deductions 111,438,049 84,789,320
T SR A Common Equity Tier 2 (“CET 2”) Capital
BT R EA T H % B i 8 Tier 2 capital instruments issued and share premium 5,474,120 9,740,139
Hooh TR of which: amount that is subject to phase out 1,558,295 1,943,503
1R AT Y Ll e 4 5 Al 0 1 (B M 4 Reserve attributable to fair value gains on revaluation
B R o A of holdings of land and buildings 282,437 272,581
. - ey Regulatory reserve for general banking risks and
]
Eﬁfﬂ&ﬁjg{% %@Aﬁﬁf%ﬁ%ﬁﬁ%ﬁ ﬁ% collective provisions included in Tier 2 Capital
° (limited to 1.25% of risk-weighted amount) 5,452,006 5,840,190
CRREA (D) Tier 2 Capital before deductions 11,208,563 15,852,910
*D b4 Deductions - =
THUCEAR ($034%) Tier 2 Capital after deductions 11,208,563 15,852,910
AR B A L B AR AR Total capital base after deductions 122,646,612 100,642,230
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1 CAPITAL ADEQUACY AND CAPITAL BASE (continued)

ZE N &b
+=HA=+—H +ZA=+—H
31 Dec 2018 31 Dec 2017
T#x T#IT
HK$’000 HK$’000
JEL g i Rish-weighted assets
5 TR Credit risk 576,730,100 567,577,535
T 55 LB Market risk 19,733,863 17,068,200
A T B Operational risk 24,984,000 22,998,675
B : — MR AT R B 2 B JE i i Deduct:  Portion of regulatory reserve for general
AR R LR AE AR E AN banking risks and collective provisions
W) 40 A 485 A which is not
included in Tier 2 capital - -
NEFETE ARG A WA 3 K% Portion of cumulative fair value gains
RS A BT E A Y B T P arising from the revaluation of land and
(EN &R buildings which is not included
in Tier 2 capital (345,200) (333,155)
JREL 83 o HEE e AL Total risk-weighted assets 621,102,763 607,311,255
RN L
+2AS+—R FoH=+H
31 Dec 2018 31 Dec 2017
3 M — A AR LR CET1 capital ratio 13.49% 12.68%
— R E A H Tier 1 capital ratio 17.94% 13.96%
MBI Total capital ratio 19.75% 16.57%
I 5 % i 5 AR L 2 Capital conservation buffer ratio 1.88% 1.25%
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—  AEBERASERER AL A PR ARE
VB el P 5 A LR RAE ) 2 TR

To comply with the Banking (Disclosure) Rules, the Group will establish
a new section “Regulatory Capital Disclosure” on its website to house all
the information relating to the disclosure of regulatory capital instruments
and the reconciliation to the Group’s published annual financial disclosure
statements.

The disclosure will be published on its website (www.icbcasia.com)
according to the Banking (Disclosure) Rules and will include the following
information:

- A description of the main features and the full terms and conditions
of the Group’s CET1 capital, Additional Tier 1 capital, Tier 2 capital.

- A detailed breakdown of the Group’s CET1 capital, Additional Tier 1
capital, Tier 2 capital and regulatory deductions, using the standard
template as specified by the HKMA.

- A full reconciliation between the Group’s accounting and regulatory
balance sheets, using the standard template as specified by the
HKMA.
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Industrial and Commercial Bank of China (Asia) Limited

LIQUIDITY COVERAGE RATIO

The Group complies with the minimum requirement of 60% of Liquidity
Coverage Ratio (“LCR”) on a daily basis with effective from 1 January 2017
onwards, in accordance with the Banking (Liquidity) Rules issued by the

3R o HKMA.
2018 2017
TR e R Average liquidity coverage ratio
— %= - First quarter 167.17% 131.86%
—5F - Second quarter 150.74% 136.31%
—E=7 - Third quarter 162.07% 126.56%
— 550 - Fourth quarter 185.90% 144.58%

SRATE (i) B RIS 30 B30 A ML E 1Y it B 1 4% 5%
R o A B AR SR AT 48 S www.icbcasia.com [ 5
&

Liquidity disclosures as required by section 30 and 30A of the Banking
(Disclosure) Rules are available in the section of Regulatory Disclosures of

our website www.icbcasia.com.
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CAPITAL CHARGE FOR CREDIT, OPERATIONAL
AND MARKET RISKS

3.1

Credit risk

(1)

The Group uses the following external credit assessment
institutions (“ECAIs”) to calculate its capital adequacy
requirements under the standardized (credit risk) approach
prescribed in the Capital Rules:

. Moody’s Investors Service
. S&P’s Ratings Services
. Fitch Ratings

The capital requirements on each class of exposures under the
standardized (credit risk) approach as at the end of reporting

T period is summarised as follows:

2018 2017
T Tt
HK$’000 HKS$’000

BREAMEEE On-balance sheet
FHE R Sovereign exposures 15,008 =
AL eg 3l Public sector entity exposures 75,204 31,349
SRAT JE B Bank exposures 8,632,198 9,193,034
7 5 N T JEL R Securities firm exposures 17,033 8,209
4> 2 JE B Corporate exposures 29,073,316 28,745,723
A G B R R Collective investment scheme exposures 344,157 28,205
BEmEH Cash items 110,869 109,050
FRE M A 2 Ja B Regulatory retail exposures 1,112,154 1,213,009
{EE SR Residential mortgage loans 1,654,005 1,140,139
At I 3 7 A 2 J B Other exposures which are not past due exposures 1,130,958 936,897
7 3 Jal B Past due exposures 165,202 152,683
EARAMGEREEEH 2 EAME X H A% Total capital charge for on-balance sheet exposures 42,330,104 41,558,298

HaARRMEH Off-balance sheet
H R SR Direct credit substitutes 499,290 369,892
B2 5 A7 Bl 2 50K AR Transaction-related contingencies 3,763 2,714
B ) A B 2 B8R A Al Trade-related contingencies 143,193 159,043
Ho AR 3 Other commitments 1,909,192 1,650,468
HNIES 2 Exchange rate contracts 209,743 306,940
F| R A &) Interest rate contracts 57,950 52,623
HEBAH Precious metal contracts - 75

2 R A 25 1B T AR A S R Derivatives contracts subjects to valid bilateral netting

i THREG4 agreements 48,092 55,799
REAE £ & 49 Equity contracts 312,682 580,130
fE 25 & # s AR 6t 5 4 Debt Security contracts or other commodity contracts 14,390 313
6 75 Bl 22 ) Securities financing transaction 118,018 137,450
AR AR B 2 A M S AR Total capital charge for off-balance sheet exposures 3,316,313 3,315,447
15 R BR 2 A 1 52 AR Total capital charge for credit risk 45,646,417 44,873,745
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3 f5 B RUBE - 36 B0 R B % T 5 L B =2
A 3 )

3.1

3.2

3.3

e R B (1)

() EAZRTY DA G b AR B 5 RS 4G
Z JE 5 T R R A8 9o wH B M A S AR
S5 P TR B A A

() H b AR A T AR T Al Y S B
T B BT 20

o EREERR

o AEMEER

. ZEBERSTER
o SRATELRR

o IR ERR

o EERR

O iREE e s )

(idi) A R4 T 9 i 4 DA 3 S0 B AS B 5F
SRR BEAT N SE SR SO RS BT AR A A
BEAT I 22 B AR I AR B AR A A 2 B
E—H o

E 0 (N

T vtk 4 S 2R AR B A B 55 24(1) (a)
A A A B ol ) 5 B T 2 B SE T AR B R AR
TEAESH AR DA B SRR IR - Bt > &S
45 (3] A 3 S S B I T R P G s - H
) 5 % 40 7 e 4 RV B IR 2 A B B A AR T o
RoFE—NEFH=1+—H > EERERR
2 G A S 551,998,720,000% T (—&F — &
4F 1 1,839,894,000% L) ©

T 25 R

E A H AR SR AT AT 2 T 3 SR B I Y R AR b AT
B2 I [ 32 5 WRIA ] R [ IR 22 5 HRIFL ©

2o IR
38 5 W VAL A6 R A 36 P 8 4 B3 B T 2 A

R R, o T 4 R 0 A A ) 2 ) e i
MRl emM TREMAETARZ AA A4 -
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Industrial and Commercial Bank of China (Asia) Limited

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

3.1

3.2

3.3

Credit risk (continued)

(i)  The capital requirement is made by multiplying the Group’s
risk-weighted amount derived from the relevant calculation
approach by 8%. It does not reflect the Group’s actual
regulatory capital.

(i) Where exposures have been rated by the above-mentioned
ECAIs, they are categorised under the following class of

exposures:
. Sovereign exposures

. Public sector entity exposures

. Multilateral development bank exposures
. Bank exposures

. Securities firm exposures

. Corporate exposures

. Collective investment scheme exposures

(iii) The process used to map ECAIs issuer ratings or ECAIs issue
specific ratings in the Group’s banking book is consistent with
those prescribed in the Capital Rules.

Operational risk

HKMA has granted approval under section 24(1)(a) of the Capital
Rules for the Group to use the updated Basel Basic Indicator
Approach to calculate its operational risk. The Group thus applies
this approach in managing operational risk, but is simultaneously
adopting the relevant supervising guidelines of the HKMA. As at 31
December 2018, the capital charge for operational risk amounted to
HK$1,998,720,000 (2017: HK$1,839,894,000).

Market risk

Market risk activities currently undertaken by the Bank can basically
be divided into “Trading Book” and “Non-Trading Book”.

Trading Book:
It consists of proprietary positions in financial instruments and
derivatives which are held for re-sale or which are taken on with the

trading intention of benefiting from actual and/or expected short-
term price or interest rate movements.
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3 fF MR - 388 AR I B % i 5 R R 2 3 CAPITAL CHARGE FOR CREDIT, OPERATIONAL
B AP AND MARKET RISKS (continued)
3.3 i B R BE (a0 3.3 Market risk (Continued)
7 A5 8] 7 A R R e 2 T B L B bR R TR v The Group applies the “standardized approach” for its market risk
PR R EFE - N\FEF+H=T—HZE& in the Capital Rules. The capital charge as at 31 December 2018
A M S £51,578,709,000%5 06 (% — L 4R is HK$1,578,709,000 (2017: HK$1,592,934,000). The market risk
1,592,934,000%75) o R - F— /)4 N —F—+ capital requirement as at 31 December 2018 and 2017 are:
A = H A BT R R E AR R E
T
Tl 353 B g A P S
Market risk capital charge
2018 2017
T#L T T
i, e 351 %Y Risk type HK$°000 HK$000
) 2 L By — — % i3 35 L B Interest rate exposure — general market risk 399,321 317,649
A1 HEE Ja e Foreign exchange exposures 1,110,541 1,027,466
P i L Commodity exposures 64,300 6,343
2 FHE AL gt Option exposures 4,547 13,998
Hast Total 1,578,709 1,365,456
UTFHRBESEAEE - Z—LtFE T+ A=1T—HK The following histograms show the frequency distribution of daily
R ) E+H=+—H I EARLE E 2 5 E revenues related to market risk activities of the Group for years
WG B A B 2 A B USR5 i e ended 31 December 2017 and 31 December 2018.

BEZZ)N\EF A=+ HILEE
For the year ended 31 December 2018

'S
=1

w
v

(%
=1

)
(53]

H % Number of days
& 8

—
(=]

[

000
500
000
500
000
000
500
000
500
000

500 - 1,000
1,000 - 1,500
1,500 - 2,000
2,000 - 2,500
2,500 - 3,000
3,000 - 3,500

3,500 - 4.
10,500 - 11,000 ||

6,000 - 6,500
6,500 - 7,000
7,000 - 7,500
7,500 - 8.
11,000 - 11,500

10,000 - 10,500
11,500 - 12,000

12,000 - 12,500
12,500 - 13,000
13,000 - 13,500

4,000 - 4,
4,500 - 5.
5,000 - 5.
5,500 - 6.
8,000 - 8.
8,500 - 9.
9,000 - 9.
9,500 - 10.

WA T
Revenue HK$’000
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Industrial and Commercial Bank of China (Asia) Limited

ITAL CHARGE FOR CREDIT, OPERATIONAL

AND MARKET RISKS (continued)

3.3 Market risk (continued)

i Sl L o
For the year ended 31 December 2017

=t — B LA

H #& M umber of days

Z3IIEIEEERATERE AR S
H UL

BE-E - NFE+H=+—HILEE > K&
5 A T S R B A B S 2 P H A
1,775,000%5 7C ( & — L 4F 1 1,568,000 7T) >
T A H O A 2 43 4 i 25 452,015,000 76 (=
Z—-L4F 12,366,000 70) © TR HILA Z
BHARA NGB 7E & — )\4E 2 246 28 5 H
W B34 H B (ZF— L4 246ffi%c 5
H 50 H) o i m 2 — H K5 1H 454,318,000
#E T (. — L 4E 1 5,150,000 70) © i Z
— H it A BIJ £10,849,000% 76 (& — L 4F -
13,014,000%570) &k A A B E L& F 2 EHim
T o AN B A 1 T L RS E e RS
[ > DA — T DA SR AR R A 3O B A 2R 2 ik
A o RRZHARR R AR 45 [ 4 DD R T R A
2T R~ BT E R - s S E A

B -
I 36 5 U

KA G IREAERME - REESEH - E
Fe 11 5 o5 A Bl 265 2 5 AR T B T
AR 65 A AR A ME R R < LB i 1 o el <
Sy W HEAT 2 (B SR E B KR A BOE S )
SEHEME -

WA Tl
Revenue HES'000

mimIm
§32289888228854022s8808s
3533325858528888s8aas54s

The average daily revenue earned from the Group’s market risk
related activities during the year ended 31 December 2018 was
HK$1,775,000 (2017: HK$1,568,000) and the standard deviation
for such daily revenue was HK$2,015,000 (2017: HK$2,366,000).
An analysis of the frequency distribution of daily revenue showed
that losses were recorded on 34 days out of 246 trading days for the
year 2018 (2017: 50 days out of 246 trading days). The maximum
daily loss was HK$4,318,000 (2017: HK$5,150,000). The highest
daily revenue was HK$10,849,000 (2017: HK$13,014,000). In respect
of proprietary trading and customers’ expectation, the Group will
gradually expand the scope of treasury products and services to
complement its conventional reliance on loan assets for revenue. In
the process, the Group will watch out for the resulting market risk,
and counterparty credit risk, liquidity and capital implications.

Non-Trading Book:

It consists of structured foreign exchange and interest rate risk
positions arising from funding and liquidity management as well as
investment and balance sheet activities from non-treasury related
business. Debt securities activities undertaken by Global Markets
& Trading Department are largely for investment and liquidity
management purpose.
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4 HEHF 4  ASSET SECURITISATION
RN > ZAAE ER A B R L B R E B IR - During the year, the Group only acted as an investor in related
o B R - e 3 T S R T AR 1 T AR O TR securitisation exposure. Ratings from Moody’s Investors Service, S&P’s
TRAN I T2 w8 2 AL R o R R A B T T B 2R AL and Fitch Ratings are adopted in assessing securitisation exposures. Since
JE g 2 £l A HI 6 T 19 58 AT SRR T SR R A the securitisation exposures held by the Group are all rated by recognised
TTREAS > A 4L [ B A e (RS AL ST VAR i ECAIs designated by the Capital Rules, the Group uses the standardized
15 FAEVB o A 45 13 %% U] 55 425 A B L B o (securitisation) approach to calculate the weighted credit risk for these
exposures. The Group closely monitors the risk arising from these
exposures.
TRIRR -F—/ER - FE—LFE+ A =+— The following table indicates the securitisation exposures as at 31
H 2 a5 Z AL ST L B A 3 December 2018 and 2017:
7805 0 I Hit
— B T A
Z JE g R
BRI 4 T HAK B O ¥ A Exposures
Outstanding Risk-weighted Capital Core deducted from
—F— )\ 2018 amounts amounts requirements capital CET1 Capital
T TH#T T T TH#T
WAL BN M BERYE  Securitisation exposures HK$’000 HK$’000 HK$’000 HKS$’000 HK$’000
R L Traditional securitisations
(87 Debt securities - - - - -
e 5 2 A
— B AN
Z BB A
BREEJE B EARLE b E A Exposures
Outstanding Risk-weighted Capital Core deducted from
—EF L 2017 amounts amounts requirements capital CET1 Capital
Fib T Fib TG FibC FibC Fib T
W Z AL JE RS Securitisation exposures HKS$000 HKS$000 HK$’000 HK$’000 HK$’000

4 5558 27 AL
fit

Traditional securitisations

Debt securities

R_FE-AE+ZA=+—H > REHEE
RO O 0 R AL R B A R A (

(#F1k)

F L

FrE) o REF—/EF AR BEES

LT BA T

W M — B AR Z I A (&
T—bAF ) -

R F— NE T = — H 2 A 5 WRIA I 4
FAbJE B AR (= F—L4F ) -
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Capital requirement of securitisation exposures under the standardized
(securitisation) approach at 31 December 2018 was nil (2017: nil). The
deductible items from CET1 capital under asset securitisation at 31
December 2018 was nil (2017: nil).

There are no securitisation exposures booked in trading book as at 31
December 2018 (2017: Nil).
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Industrial and Commercial Bank of China (Asia) Limited

COUNTERPARTY CREDIT RISK-RELATED
EXPOSURE

The Group has adopted the current exposure method (the “CEM”) to
determine the exposure amount for inter bank counterparty credit risk
which arises from OTC derivative transactions in banking and trading
books. As at 31 December 2018, there are no repo-style transactions nor
credit derivative contracts in the Bank (2017: nil). No recognised collateral
including recognised credit derivative contracts is held as credit protection
for counterparty credit risk-related exposure as at 31 December 2018
(2017: nil).

Under the terms of our current collateral obligations under derivative
contracts, we estimate based on the positions as at 31 December 2018 that
the Bank would not be required to post additional collateral in the event of
one or two notch downgrade in the Bank’s credit ratings (2017: nil).

Wrong-way risk is an aggravated form of concentration risk and arises
when there is a strong correlation between the counterparty’s PD and the
mark-to-market value of the underlying transaction. The Group uses a
range of procedures to monitor and control wrong-way risk, including
requiring front offices to obtain prior approval before undertaking wrong
way risk transactions outside pre-agreed guidelines.

The following table indicates the information of counterparty credit risk-
related exposures under the standardized approach:

H80F B P
Gross total 15 51 B I 2
Positive Credit Risk weighted
Fair value equivalent amount
T#xL T#IT T# T
HK$°000 HK$°000 HK$°000
ZZ— N\ 2018
REGBARAET RS - OTC derivative transactions:
RAT Bank 3,522,512 9,368,426 2,936,124
HoAh Others 3,122,688 5,362,967 5,099,580
6,645,200 14,731,393 8,035,704
—F L 2017
oG AMEE TR Y OTC derivative transactions:
SRAT Bank 6,226,201 12,288,186 3,228,970
HoAth Others 7,165,545 9,438,252 9,219,525
13,391,746 21,726,438 12,448,495

05 R A B R AT AR TR 22 ) 5 A5 (E ORI

REFLE o amounts of the derivative transactions.

There is no effect of bilateral netting agreement on the credit equivalent
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6 IRAKAE R B 6 CREDIT RISK MITIGATION
6.1 5 BT e R VAR A P L Bl = 7R R 6.1 Process of managing and recognising credit risk mitigation
A 4 (9] ) S e A e T O VR O 0 B BRI A The Group has established policies on managing and recognizing
FRBR AR (4538 535 AMit A LR 38 5 i A credit risk mitigation, which are approved by the Credit Committee,
1 B3 F 5 {5 R B B AR 8 il 2 IE R R A for all types of credit exposure under the standardized approach
B it o 2 Il RR UK A R Y BUR - including counterparty credit risk-related exposure which arises
A% 2 (9] 9 AR B A I O R S AT A A I HE from OTC derivative transactions. The Group applies prudent
oo Al AN RS R Pk EEE R assessments of eligibility and quality of collateral. Acceptable credit
& I ok B A BT L E o A BE B R A I risk mitigations are as defined by the Credit Committee and/or
AR E TR AR Y T N > M E W) T T AR AL A regulatory authorities. The Group also adheres to safe custodian
VI REE o A (RS0 H i (a8 > kgt of collateral, regular revaluation and close monitoring. Marketable
T4 B Rk i E R B H — securities are marked to market on a daily basis or, if daily
YOEAT AL > T4 05 IR E A - revaluation/marked to market is unavailable, a minimum of once a
month, whilst properties are revalued periodically.
MEEEARWFEMS - RA G AAE For regulatory capital calculation, only recognised collateral and
) 8 e GRS PP A% AR O T AR A A RR A guarantee defined in the Capital Rules are considered as recognised
JE B AR i o AN SRAT A FE A A T LR B AT credit risk mitigations. The Bank applies the simple approach
IR I ] 74 A B AR = 190 i AT 9 o criteria as stipulated in the Capital Rules in ascertaining credit risk
mitigation.
FEFR A RS A AR - HAefR o ' Recognised collateral includes eligible guarantees, cash deposits,
& Befy - SR GRS R R o gold, shares, debt securities and collective investments in
EARBE - AT E IR Rk o WK% transferable securities, commercial real estate, residential real estate,
F L g 7 A R LA IR A o B T A R R E Y vehicles and equipment. The exposure amount after mitigation is
o 4 BB IR Y B (B o MRS AR A determined by applying the standard supervisory haircut laid down
7y JEL By M TG A 1 T O AT ] 3 A A A A by the Capital Rules to the current collateral value. Recognised
WA ~ BRAT I 2 BLAS 78 I3 20 | s L A B R guarantor is any sovereign entity, public sector entity, bank and
BRI 55 ) i A FREE AR A — BB B A E] o regulated securities firm with a lower risk weight than the borrower,
or company that is internally rated with a rating equivalent to
external rating of A- or better.
MWoE—-NER _FE—LE+_H=1+—H > The main types of guarantors and their external ratings as at 31
W R N BRI T FOANER R AR A AT an T December 2018 and 2017 are analysed as follows:
R
Guaranteed amount
2018 2017
HR AR B T Y S B T#T T
Class of guarantors S & P’ s equivalent HK$’000 HK$°000
Bank $R 1T AAA/AA- - -
A+/A- 46,576,708 59,595,596
Sovereign - HE 1 1 AAA/AA- 370,841 443,335
PSE 43 B 1 A+ 1,509,967 -
Corporate 1> % A+/A- - 312,606
48,457,516 60,351,537
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There are limited credit and market risk concentrations within the
credit risk mitigants (recognised collateral and guarantees) used by
the Group, except for real estate which is extensively relied on for
risk mitigation in lending to non-bank corporate and non-corporate
customers.
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6 AKAR R B (s 6 CREDIT RISK MITIGATION (continued)
6.2 1% F B I Rk 3 6.2 Credit risk exposures
A U S U AR B~ R RO O B S&P’s Ratings Services, Moody’s Investors Service and Fitch Ratings
T AR A B [ DA 25 0 B BT A R R B 7R are the ECATs that the Group uses in relation to each and all classes
I8 09 S0 IS B R AR MR o D DA T S A of exposures below. The process it used to map ECAI issuer ratings
P AT R T AR A AT N T A B R AR AT A to exposures booked in its banking book is a process as prescribed in
O B 7R 385 R A I ) B 4 43 BT Part 4 of the Capital Rules.
FEHIFEST o
SRR T A T B WA
LSRR
Exposures after recognised W
e SyC 2018 credit risk mitigation Risk-weighted amounts
i B
B WM W
BR A BRRSE RRR
TR Total Exposure Exposure
Total s At e T8 AaFBe  risk-weighted covered by covered by
R Class of exposures exposures* Rated’ Unrated® Rated’ Unrated® amounts collateral guarantees
BRARKHA On-balance sheet
T Sovereign 54,254,049 54,254,049 361,988 187,600 - 187,600 - -
N Public sector entity 4,344,682 4,344,682 1,509,966 638,062 301,993 940,055 - -
SRERRT Multilateral development bank 3,941,251 3,747,518 193,733 - - - - -
17 Bank 292,874,600 57,441,644 281,898,077 20,437,810 87,464,664 107,902,474 - 1,332
BT Securities firm 425,826 - 425,826 - 212,913 212,913 - -
¥ Corporate 442,614,339 63,186,313 320,100,655 43,315,300 320,100,655 363,416,455 12,541,207 46,786,164
Al Collective investment scheme 4,301,967 - 4,301,967 - 4,301,967 4,301,967 - -
BeRA Cash items 544,25 111968 13,242,970 - 1,385,866 1,385,866 - -
IHETELR Regulatory retail 18,725,563 - 18,535,903 - 13,901,927 13,901,927 141,871 47,789
EERBEHR Residential mortgage loans 45,834,018 - 44,324,083 - 20,675,061 20,675,061 6,812 1,503,124
FAM @ M Other exposures which are not
e past due exposures 13,813,199 - 13,692,404 - 14,136,970 14,136,970 120,796 -
mH Rk Past due exposures 1,836,427 - 1,836,427 - 2,065,031 2,065,031 1,334,215 28,935
WA RN Off-balance Sheet
BRI5AMitE TRZH I Off-balance sheet exposures other than
BEMETRGH OTC derivative transactions or
DAV ABEI  credit derivative contracts
il 37,446,574 3,313,045 34,133,529 2,592,656 29,351,184 31,943,840 4,873,830 111,072
ML TRLS OTC derivative transactions 40957274 25,890,436 15,066,838 1,734,492 7,776,431 9,510,923 20,901,334 -
REMELAAH Credit derivative contracts - - - - - - - _
REHEHMAA KT Other off-balance sheet exposures not
FIt 1 30 B elsewhere specified
BRI R - - - - - - - -
HEASERMER S Exposures deducted from
RBRS capital base -
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6 WARAE F R B ) 6  CREDIT RISK MITIGATION (continued)
6.2 f& IR B AR (a0 6.2 Credit risk exposures (continued)
BT (5 RBR BE 0
ARG RRRE
Exposures after recognised R I
“Ztf 217 credit risk mitigation Risk-weighted amounts
1A i 1 fR
b AHER MHER
il ki Bk il il
TR A Total Exposure Exposure
Total e A g AdFfe  risk-weighted covered by covered by
JALBR 7R Class of exposures exposures™ Rated’ Unrated® Rated’ Unrated® amounts collateral guarantees
BRABFEEA On-balance sheet
F 1k Sovereign 70,967,737 70,967,737 401,966 - - - - -
NERIE Public sector entity 1,959,323 1,959,323 - 391,864 - 391,864 - -
LB RAG Multilateral development bank 3,405,271 3,405,271 - - - - - -
i Bank 279,925,813 72,410,957 267,018,879 27,739,336 87,173,595 114,912,931 - 1,014
HA AT Securities firm 205,234 = 205,234 = 102,617 102,617 = =
¥ Corporate 450,726,614 65,659,009 315,087,282 44,670,233 314,651,308 359,321,541 10,126,950 60,165,979
RG] Collective investment scheme 352,566 - 352,566 - 352,566 352,566 - -
HekH Cashitems 557,216 436,118 10,448,524 4,855 1,320,266 1,363,121 - -
THEREER Regulatory retail 20,390,890 - 20,216,820 - 15,162,615 15,162,615 121,454 52,616
fEEREER Residential mortgage loans 33,504,187 - 33,520,824 - 14251,738 14251,738 3,363 -
ol Fe Other exposures which are not
iy past due expostres 11,343,005 = 11,267,346 2 11,711,207 11,711,207 75,639 -
n R g Past due exposures 1,401,084 - 1,401,084 - 1,908,543 1,908,543 281,178 34,99
B A BRI Off-balance Sheet
BRIGAMitE TRZH I Off-balance sheet exposures other
REMETEAH than OTC derivative transactions or
PIOMIEREBEFRI  credit derivative contracts
RS 39,223,377 4,723,129 34,500,248 2,274,790 25,086,096 27,360,886 8,894,129 96,932
BEAMIE TRZS OTC derivative transactions 44,187,604 19,476,383 24,711,221 1,275,969 12,890,633 14,166,622 15,800,332 -
REMELAAH Credit derivative contracts - - - = = - - -
REELMFA KT Other off-balance sheet exposures not
Bt AL F elsewhere specified
AR RS - - - - - - - -
AR gE Ry Exposures deducted from
L3 capital base -
* R 11 B ARl Bk (5% ) A 4 A A B A * Representing principal amount or credit equivalent amount, as
B (s ) applicable, net of individual impairments
¢ (L35 B A1 A5 40 5T SR A B AT 4 R AR 6 including exposures with ECAT issue specific rating and exposures
JE g R A B ELA 2 R AR A JE B R B (DS A which have an inferred rating (i.e. exposures which do not have an
BEATS E REAR o AEHL RN RE (B 2 AR R E A issue-specific rating but whose risk-weights are determined under
FI 788 2 1 JEUBG R3S > 25 SR A BERE AR AR A the Capital Rules by reference to an ECAI issuer rating assigned to
JE B 7R I A T B N B9 8 AT A RE R BUAN S the obligor of the exposure or to an ECAI issue rating of any other
B T A R Y A T L A R e AR A AR exposures of the obligor)
i BEAT REAR)
@ %352 BE M0 41 015 4 57 SR 6 A8 17 4% E ST AR R e Representing exposures which do not have the ECAI issue specific
A A T T A 0 L B R 4R rating nor inferred rating
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SEGMENTAL INFORMATION

7.1 Loans and advances to customers

o T SRAT (W) A R4

Industrial and Commercial Bank of China (Asia) Limited

(i) FFZ &3 — a5 (i)  Advances to customers - by geographical areas
A A V9] 288 5 AT o] L B S ) K A% 4 The Group’s gross advances to customers by country or
Y b [ W) 2> 1 P SR AR R geographical area after taking into account any risk transfers
are as follows:
=M RERR
RN & Mz Hhisk
Overdue WA SO Bk FRBH
FRRREH advances R RA Lifetime H#%
Gross advances to for over Impaired loans ECL credit- Non-credit
customers three months and advances impaired impaired ECL
T T T T T
ZFMEFZAE 31 December 2018 HK$'000 HKS000 HKS$000 HKS000 HKS000
ik Hong Kong 252,074,237 1,822,609 2,068,694 469,774 1,423,929
T4 Mainland China 177,867,503 1,640,071 1,827,135 1,659,525 1,348,097
L Macau 2,998,144 - - - -
HAE Asia Pacific Region
(R - i RRE) (excluding Hong Kong, Mainland China and Macau) 10,008,905 - - - 97,686
b Others 10,803,796 - - - 76,917
ik Total 453,752,585 3,462,680 3,895,829 2,129,299 2,946,629
mil= A
DS
Overdue BEEH R B A AR BER
K F B AE advances &N Individual Collective
Gross advances for over Impaired loans impairment impairment
to customers three months and advances allowances allowances
T T T Tt T
e Sk vk 2 i ey 31 December 2017 HK$'000 HKS'000 HK$000 HKS$'000 HK$000
Fik Hong Kong 235,017,701 582,164 921,205 544,134 950,196
s Mainland China 198,495,738 2,142,603 2,142,602 1,563,757 1,247,058
L4 Macau 3,746,589 - - - 12,952
BAE Asia Pacific Region
(MR - il REE) (excluding Hong Kong, Mainland China and Macau) 6,361,297 - - - 20,555
Hit Others 7,120982 - - - 56,708
it Total 450,742,307 2,724,767 3,063,807 2,107,891 2,289,469

7 PR R LT TE [ K AN L 3 O
N LR > SR R Ty 1 AR AR LR 5 —
B 5% 1) SR AT 1 1 S X AT AR R IB LT
7 MR R B

Risk transfers are only made if the claims are guaranteed

by a party in a country which is different from that of the

counterparty or if the claims are on an overseas branch of a

bank whose head office is located in another country.
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7 EER @)

7 SEGMENTAL INFORMATION (continued)
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7.1 &5 B B Al HR IE () 7.1 Loans and advances to customers (continued)
(ii) F7Z BEH R H A RETE A5 — ¥ (ii)  Gross loans and advances to customers - by industry sectors
Bl
SR N\E e S¢S “E—tAF I S
FZAZE+—0 +ZAZt—-B tZAER-H FZA=T-H
31 Dec 2018 31 Dec 2018 31 Dec 2017 31 Dec 2017
A 440 £2 3% ERRFEA HAEMEHR
Sk Hak IRIE M Al
Gross % of secured Gross loans and % of secured
advances advances advances advances
T#x Tt
HK$°000 HK$'000
TR 2 B Loans for use in Hong Kong
T R4 Industrial, commercial and financial
S E 4 - Property development 37,218,684 32.63% 30,298,217 35.43%
—PERE - Property investment 28,778,438 58.69% 28,907,829 61.91%
— SRt E - Financial concerns 42,185,479 0.03% 37,560,084 0.03%
— S A - Stockbrokers 4,036,352 1.24% 3,739,229 0.37%
“MERTEE - Wholesale and retail trade 13,777,536 50.97% 16,603,636 44.22%
— AT - Civil engineering works 2,000,929 20.07% 1,129,729 39.83%
— R - Manufacturing 8,062,904 18.03% 8,735,533 16.76%
— R TR A - Transport and transport equipment 25,811,920 48.40% 25,105,832 48.46%
—ENRM - Electricity and gas 687,512 0.00% 3,513,313 -
—E - Information technology 4,204,464 2.78% 4,752,439 2.42%
—EE A RS - Hotels, boarding houses and catering 1,705,762 53.23% 1,345,980 60.48%
—RETEH - Recreational activities 59,157 98.14% 44,629 97.60%
—Hith - Others 32,968,958 28.06% 32,851,066 23.00%
NG Individuals
“BHIEEERE] [RAZ - Loans for the purchase of flats in Home Ownership
RfEREFH B R [fE &R Scheme, Private Sector Participation Scheme and
& | B {2 B Tenants Purchase Scheme 353,557 97.56% 365,815 97.75%
- BEHMEEDEL &K - Loans for the purchase of other residential properties 40,016,667 98.56% 32,683,582 98.54%
—fEHRER - Credit card advances 446,718 0.00% 405,927 =
—Hith - Others 13,517,549 87.43% 9,211,738 87.62%
HhHmE Trade finance 14,393,505 23.46% 14,117,654 20.22%
TEF B AME 2 503 Loans for use outside Hong Kong 183,526,494 34.62% 199,370,075 31.21%
453,752,585 39.52% 450,742,307 36.45%
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Industrial and Commercial Bank of China (Asia) Limited

SEGMENTAL INFORMATION (continued)

7.1

Loans and advances to customers (continued)

(ii) ~ Gross loans and advances to customers - by industry sectors

(continued)

Individually impaired loans, overdue loans and advances over

three months, impairment allowances and impaired loans

and advances written off in respect of industry sectors that

R AR IE R constitute 10% or more of the total advances to customers are
as follows:
2018 2017
AR Tt
HK$’000 HK$’000
a) 767 s LAAME F 2 Bk (a) Loans for use outside Hong Kong
A 1 B K Individually impaired loans 2,060,024 2,690,653
=AE A PAE R &
HoAh B IH Overdue loans and advances over three months 1,640,059 2,386,148
FEARNGHMAZ Lifetime ECL credit-impaired
HMME HEK 509,932 =
FEERRNELMAZ Lifetime ECL not credit-impaired
EECIENEEES 43,951 =
12418 A LA S L 4E R 12-month ECL 1,023,162 -
181 71 ok (L 958 Individual impairment allowance - 1,928,445
A A L B Collective impairment allowance 1,276,506
T T 2 2% Sl 88 22 5 T (R 93 New impairment allowance charged to income statement 101,730 755,085
A A L R B At R TE Impaired loans and advances written off during the year - -

7.2 BBEHER

B % 2RO R B R i A 22 ) T L AR

TR A BT AE L > 438 B 3 T BT AE b A5 i >
EEE&EHE A EEEE R E o — RS A
28] J gy e RS 2 A ) R R % 4 B R A NI OF
22 5 B F I 7E b 0 B K 0 — T IE AR - B
ORIV B AT 3 50 B ERAT I W AN AT o T %
BRAT 1 BB FE A ) — W K o 8878 8 AT AT 58
LB RS A% o JE B AR A % A I PR R R AR
A10%38% LA L /4 1 [ 5 5 DA % o

7.2

International claims

The information on international claims discloses exposures to

foreign counterparties on which the ultimate risk lies, and is derived

according to the location of the counterparties after taking into

account any recognised risk transfer. In general, such transfer of risk

takes place if the claims are guaranteed by a party in a country which

is different from that of the counterparty or if the claims are on an

oversea branch of a bank whose head office is located in another

country. Only regions constituting 10% or more of the aggregate

international claims after taking into account any recognised risk

transfer are disclosed.
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7 SEER @ 7  SEGMENTAL INFORMATION (continued)
7.2 BBEH R @) 7.2 International claims (continued)
AR GRAT 2 120 % FR 3R e b B % 3 T 05 I 43 B Analysis of the Bank’s international claims by location and by type of
BN counterparty is as follows:
Fe AT A BB
Non-bank private sector
Fa4r
SRR
911 Non-bank  JE4 i #h 2 BE Bk
TE3 Official financial Non-financial Bt
Banks sector institutions private sector Total
WG L AL HH#E L HEEL
HKS$ million HKS$ million HK$ million HKS$ million HKS$ million

ZZ—-NE+HZH=+—H 31December 2018

BRBEA Developed countries 54,209 17,348 3,879 12,237 87,673

BER oD Offshore centres 12,201 15,908 7,699 295,772 331,580

B Y BOM B R Developing Europe 29 - - - 29
BRI T WA Developing Latin America and Caribbean

8 B B 14 - - 12 26

FRAMEMMATEE  Developing Africa and Middle East 317 - - - 317

R REEK » Hh Developing Asia-Pacific, of which 194,885 22,813 44,949 170,173 432,820

— i - China 194,469 22,813 44,949 165,596 427,827

— A - Others 416 - - 4,577 4,993

B International organisations - 3,941 - - 3,941

261,655 60,010 56,527 478,194 856,386

TR E R
Non-bank private sector
e 81T 2 R B
BB Non-bank 74 L2 B

[TE Official financial Non-financial Mgt

Banks sector institutions private sector Total

HEE T HE T H T H AT H T

HKS$ million HKS$ million HKS$ million HKS$ million HKS$ million

“ZE—+t4E+ " HA=+—H 31 December 2017

BERZ Developed countries 41,724 17,348 4,994 5,280 69,346
B D Offshore centres 24,279 29,328 11,880 266,003 331,490
BT o 0 M I R Developing Europe 1 = = - 1

B AR T 9% A Developing Latin America and Caribbean
iy B K 1 - - 31 32
BRAMFEMAMPREE  Developing Africa and Middle East 909 2 - 1 912
R REE K > HF Developing Asia-Pacific, of which 198,734 24,845 63,720 172,986 460,285
il - China 197,448 24,845 63,719 169,748 455,760
—Hitr - Others 1,286 = 1 3,038 4,525
W 1 b International organisations - 3,405 = = 3,405
265,648 74,928 80,594 444,301 865,471
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SEGMENTAL INFORMATION (continued)

7.3 Mainland activities

The analysis of non-bank Mainland China exposures is based on
the categories of non-bank counterparties and the types of direct
exposures defined by the HKMA under the Banking (Disclosure)
Rules with reference to Part 3 of the “Return of Mainland China
exposures - MA(BS) 20”, which includes the Mainland China
exposures extended by the Bank and its overseas subsidiary and

branch.
YR AR AbE K
L 7 A MAETRAH J& B
On-balance B FX and AR A
sheet Contingent derivatives Total
exposure Liabilities contract exposures
TH#x T T#x T#x
“EMNEFZAZ—H 31 December 2018 HK$000 HK$000 HK$000 HK$000
BT Type of counterparties
(a) TR~ FRBUFHEAE (a)  Central government central government
B DA R At A BB A F B A owned entities and their subsidiaries and JVs
BT 107,092,534 1,555,824 49,640 108,697,998
(b) BN - MO EUNSEAME (b)  Local government, local government owned
> DL SR B B A R R A entities and their subsidiaries and JVs
N 26,214,213 4,071,354 18,424 30,303,991
()  RPEREMEENFEBERS ()  PRCnationals residing in Mainland China
T B A b AT A At or other entities incorporated in Mainland
Bl 5 DL R At G B N T 2 A China and their subsidiaries and JV's
BAH 116,235,038 10,191,914 43,482 126,470,434
()G) A R E A EREEFE (o) (i) Ofwhich, PRC nationals residing in Mainland
VR e R 3 R China or entities beneficially owned by
BEA Mainland interest 83,884,664 5,294,514 1,853 89,181,031
(d)  WRPEX@ERFERF R (d)  Other entities of central government not
U A 5 At reported in item (a) above 13,733,369 1,502 - 13,734,871
() AR EXb)ENHREA MBS () Other entities of local government not
Y A FC A reported in item (b) above 3,100,389 392,950 496 3,493,835
(0 RTEAHPSNEERFEBE () PRCnationals residing outside Mainland
B BULE H B [ DA S o R S China or entities incorporated outside
MEE RN B R Mainland China where the credit is granted
5 FH T 452 for use in Mainland China 19,937,356 602,835 10,240 20,550,431
(g ERER B 8 JE A B A g (g)  Other counterparties where the exposures are
17 IR 19 JE A28 5 3 F considered by the reporting institution to be
non-bank Mainland China exposures 28,452,577 1,563,499 24,044 30,040,120
314,765,476 18,379,878 146,326 333,291,680
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7 SEER @ 7  SEGMENTAL INFORMATION (continued)
7.3 WHLTE B (80) 7.3 Mainland activities (continued)
BB % AMEE K
B 7R A METARS JE B
On-balance B AR FXand R KA
sheet Contingent derivatives Total
exposure Liabilities contract exposures
SRV Tt T T
“Z-tH+ZA=+—H 31 December 2017 HK$000 HK$000 HK$'000 HKS$'000
5080 Type of counterparties
()  FREE - FRBEFHEAMNE () Central government central government owned
> DA R AR o B R R entities and their subsidiaries and JVs
=y 111,667,918 1,497,674 155,048 113,320,640
(b)  HTEE - FBINHEAME (b)  Local government, local government owned
B DL R A 1 B A R KA entities and their subsidiaries and JV's
BT 28,484,889 3,967,118 11,152 32,463,159
(¢  WHENBEENTFEERSK ()  PRCnationals residing in Mainland China or
T o R A A S ) A other entities incorporated in Mainland China
> DR B B A F R A and their subsidiaries and JV's
BT 126,611,245 15,258,900 426,845 142,296,990
(@) EAdr AA B R EFRHE () (i) Ofwhich, PRC nationals residing in Mainland
1 R 55 el I A China or entities beneficially owned by
HAMER Mainland interest 96,619,006 9,329,924 1,078 105,950,008
(d)  MEERREX@ERHEHFR ()  Other entities of central government not
RS L At B reported in item (a) above 9,356,172 - - 9,356,172
() AR EXbVENHREAIMTT () Other entities of local government not reported
B I H AL E 8 initem (b) above 2,867,786 521,512 25,564 3,414,862
(H  RRBEABLSEER S BB () PRC nationals residing outside Mainland China
BRTTE o 0 A 4 DA SR 3 A S or entities incorporated outside Mainland
R fE AR B China where the credit is granted for use in
57 P T 4% 1 Mainland China 30,727,784 185,937 87,994 31,001,715
(9 H&HBERAEETBAMIE (g  Other counterparties where the exposures are
A7 BB 9 A 28 considered by the reporting institution to be
non-bank Mainland China exposures 24,140,650 2,336,751 41,155 26,518,556
333,856,444 23,767,892 747,758 358,372,094
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CURRENCY CONCENTRATIONS

Currency concentrations — the table below summarises the net foreign
currency positions of the Group. The net positions in foreign currency
is disclosed when the currency constitutes 10% or more of the total net
position of all foreign currencies. A sensitivity analysis calculates the effect
of a reasonably possible movement in a currency rate against the Hong
Kong dollar, with all other variables in the income statement and equity

held constant.

JCAb A W
EH AR¥r  Other foreign Bt
US$ RMB currencies Total
T#xL T ¥ T#L T ¥
e 2 3 2018 HK$’000 HK$000 HK$°000 HK$’000
I 45 W A 0 Non-structural position
B E Spot assets 357,846,235 187,367,371 46,548,962 591,762,568
B A K Spot liabilities (354,743,734)  (170,001,278) (27,814,538)  (552,559,550)
A E A Forward purchases 234,399,727 112,525,197 37,734,250 384,659,174
i Forward sales (266,760,554)  (126,243,308) (55,673,937)  (448,677,799)
R A Net option position (301,036) (1,167,090) (474,739) (1,942,865)
B (JE ) F5E Net long/(short) position (29,559,362) 2,480,892 319,998 (26,758,472)
5 W% Py R R Net structural position 214,878 10,762,811 - 10,977,689
HoAth b s
e INGL: Other foreign Mt
USs$ RMB currencies Total
T# T T T T o
—E b 2017 HK$°000 HK$°000 HK$°000 HK$’000
I 45 W A 0 Non-structural position
&G E Spot assets 392,203,040 189,091,340 37,589,083 618,883,463
B A fiE Spot liabilities (358,925,107)  (182,331,514) (45,075,800)  (586,332,421)
B A Forward purchases 175,885,921 91,750,561 60,046,251 327,682,733
A Forward sales (200,604,875) (95,114,200) (52,709,883)  (348,428,958)
HAREAR 3 Net option position (371,214) (1,083,456) 256,616 (1,198,054)
R ER) FH Net long/(short) position 8,187,765 2,312,731 106,267 10,606,763
45 W% PE Sy R Net structural position 214,396 9,914,580 - 10,128,976

A1 T i 4 (R 32 5 o A A 2 T\ B o A AR 4 A
TIARARIAHE & ) 2 15 T35 I AE S A SR 5T o A 4R
VB < 25 R AR 4 A A RATT T 1 S JE 2 ) 3
SRAT ) AR B 1 5 A

Foreign currency exposures include those arising from trading position.
The net option position is calculated on the basis of the delta-weighted
position of option contracts. The net structural position of the Group is the
structural positions of the Bank’s capital investment in overseas subsidiary
Chinese Mercantile Bank.
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9 HERHEX 9 LEVERAGE RATIO
W ZFE—)\4E+ZH =+ — HE R RS The leverage ratio as at 31 December 2018 was compiled in accordance
A7 LR 2 Y A AR L R B A R with the Leverage Ratio Framework issued by the HKMA.
ZR— N4 —E b4
+=ZHA=+—H1 +-H=+—H
31 Dec 2018 31 Dec 2017
AR & Leverage ratio 11.68% 8.45%
SRATE (PE&E) #1 RIS 16 FHAGHT 2 i FeRE b 2R e o 22 Leverage ratio disclosures as required by section 16FH of the Banking
SR AT 2] A GR A7 49 v www.icbcasia.com [ B & 4 7% | (Disclosure) Rule are available in the section of Regulatory Disclosures
— i o Rules of our website www.icbcasia.com.
10 7 J&) ] 4% fli G A Hp R 10 COUNTERCYCLICAL CAPITAL BUFFER RATIO
B\ —F 4
+=HA=Z+—H +-H=+—H
31 Dec 2018 31 Dec 2017
5 JR) H) 4% 18 G A bR Countercyclical Capital Buffer Ratio 1.11% 0.75%
SRATEE (P ER) BB EE 16 FGIEH E A B % s 225k A] The relevant disclosures pursuant to section 16FG of the Banking
B A ERAT 4 vl www.icbcasia.com [ B B B 7% | —Hi » (Disclosure) Rules are available in the section of Regulatory Disclosures of

our website www.icbcasia.com.

11 FREEELR 11 NET STABLE FUNDING RATIO
RN\ —E— b
+ZHA=+—H +ZH=1+—H
31 Dec 2018 31 Dec 2017
FREESLR Net Stable Funding Ratio 118.56% -
SRATEE (PR FR) HRIEE 16 FLAGHL 2 1) A B 4k 25 Bk ] The relevant disclosures pursuant to section 16FL of the Banking (Disclosure)
T AR R AT A [ B R | — o Rules are available in the section of Regulatory Disclosures of our website.
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Industrial and Commercial Bank of China (Asia) Limited

T MERBEE QA

Branches, SubS|d|ar|es and Associates

HEADQUARTER

33/F., ICBC Tower,

3 Garden Road,

Central, Hong Kong

Telephone: (852) 3510 8888
Facsimile: (852) 2805 1166

Post Box: GPO Box 872 Hong Kong
SWIFT: UBHKHKHH

Website: http://www.icbcasia.com

BRANCHES - HONG KONG ISLAND

West Point Branch
242-244 Queen’s Road West,
Hong Kong

Telephone: (852) 2189 5588
Facsimile: (852) 2559 8442

West Point Personal Banking Centre (No-teller service)
Shop 2, G/F, 345-345A Des Voeux Road West,

Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2547 9728

Sheung Wan Branch

Shop F, G/F, Kai Tak Commercial Building,
317-319 Des Voeux Road Central, Sheung Wan,
Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2545 7458

Queen’s Road Central Branch

Basement, Ground Floor and First Floor of 122 QRC,
Nos. 122-126 Queen’s Road Central, Hong Kong
Telephone: (852) 2189 5588

Facsimile: (852) 2805 1187

Central Branch

1/F, 9 Queen’s Road Central, Hong Kong
Telephone: (852) 2189 5588

Facsimile: (852) 2525 3848

Admiralty Branch

Shop 1013-1014, 1/F, United Centre,
95 Queensway, Admiralty, Hong Kong
Telephone: (852) 2189 5588

Facsimile: (852) 2529 0669

Admiralty Personal Banking Centre (No teller service)
Shop 1019-1020, 1/F, United Centre,

95 Queensway, Admiralty, Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2324 6400

Caine Road Branch

G/F, Caine Building, 22 Caine Road,
Hong Kong

Telephone: (852) 2189 5588
Facsimile: (852) 2526 8478

Wanchai Branch

117-123 Hennessy Road, Wanchai,
Hong Kong

Telephone: (852) 2189 5588
Facsimile: (852) 2865 0251

307



o B ST () AR A

Industrial and Commercial Bank of China (Asia) Limited

WA o AT

T VAT 1813358
O

TEEG ¢ (852) 2189 5588

i SO E ¢ (852) 2838 1817

¥ A1 N BB s (A S B A IR 25 )
WS V8 A S 15 7 2695 HE TR K IR 18101 5% A
FEnh 1 (852) 2189 5588

I SCEE ¢ (852) 2455 3612

S 5 5 0 1T

T V5 5 85 ¥ T JE P 7 488-490 5%
W JE 5 K b T AR 2 148
TEG ¢ (852) 2189 5588

i8] S ¢ (852) 2808 1331

55 M o 47

T vk B BS R B 12358
TEG ¢ (852) 2189 5588

[ SCH L ¢ (852) 2834 3075

FwAF 47

FWF AR08 — i 7AG
TEE ¢ (852) 2189 5588

[ S ¢ (852) 2518 7007

BRE ST

B RIE113-11558
TEG ¢ (852) 2189 5588

[ SCH L ¢ (852) 2807 1697

M & 44T

B B B 272-276%%

e & b R A-CHE Rl
TEG ¢ (852) 2189 5588

& SCEE ¢ (852) 2887 7094

S T A [ AN LA v A SR MERE )

B vt b A B AU 233 9 0k T AP0 7 25 2398
TE Ak ¢ (852) 2189 5588
I SCHEE ¢ (852) 2570 7366

Bl )

F b 9 2 436-4385F L N
TEE ¢ (852) 2189 5588

[ S © (852) 2510 9902

i) £6.30 43 47

T vk 0] 20 I 2 B e 2- 129
S22 B R (R G SLG 19 fif
FEHh 1 (852) 2189 5588

[ SCEE ¢ (852) 2565 5541

308

Wanchai Road Branch

G/F, Times Media Centre, No.133 Wan Chai Road,

Hong Kong
Telephone: (852) 2189 5588
Facsimile: (852) 2838 1817

Wanchai Personal Banking (No teller service)

Shop 101, 1/F, China Resources Building,
26 Harbour Road, Wanchai, Hong Kong
Telephone: (852) 2189 5588

Facsimile: (852) 2455 3612

Causeway Bay Branch

Shop A on G/F, 1/F, Hennessy Apartments,
488 & 490 Hennessy Road,

Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2808 1331

Happy Valley Branch

23 King Kwong Street, Happy Valley,
Hong Kong

Telephone: (852) 2189 5588
Facsimile: (852) 2834 3075

Aberdeen Branch

Shop 7A, G/F, Site 1, Aberdeen Centre,
Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2518 7007

Electric Road Branch

113-115 Electric Road, Hong Kong
Telephone: (852) 2189 5588
Facsimile: (852) 2807 1697

Fortress Hill Branch

Shop A-C, G/F, Kwong Chiu Terrace,
272-276 King’s Road, Hong Kong
Telephone: (852) 2189 5588
Facsimile: (852) 2887 7094

City Garden Personal Banking Centre (No teller service)

Shop Unit 23, G/F, Maximall, City Garden,
233 Electric Road, North Point,

Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2570 7366

North Point Branch

G/F, 436-438 King’s Road, North Point,
Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2510 9902

Quarry Bay Branch
Shop SLG1, Sub-Lower Ground Floor,

Westlands Gardens, Nos. 2-12, Westlands Road,

Quarry Bay, Hong Kong
Telephone: (852) 2189 5588
Facsimile: (852) 2565 5541
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Industrial and Commercial Bank of China (Asia) Limited

Sai Wan Ho Branch

Shop G10, G/F, Tai On Building,
57-87 Shau Kei Wan Road, Hong Kong
Telephone: (852) 2189 5588

Facsimile: (852) 2569 6142

Siu Sai Wan Branch

Shop Nos 17-19, Ground Floor, Harmony Garden,
No.9 Siu Sai Wan Road, Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2898 3077

BRANCHES - KOWLOON

West Kowloon Station Personal Banking Centre (No teller service)
Shop No. L1-1, Hong Kong West Kowloon Station,

3 Austin Road West, Tsim Sha Tsui, Kowloon

Telephone: (852) 2189 5588

Facsimile: (852) 2880 0290

Tsimshatsui East Branch

Shop B, G/F, Railway Plaza, 39 Chatham Road South,
Tsimshatsui, Kowloon

Telephone: (852) 2189 5588

Facsimile: (852) 2311 2810

Tsim Sha Tsui Branch

Shop 1-2, G/F, 35-37 Hankow Road,
Tsimshatsui, Kowloon

Telephone: (852) 2189 5588
Facsimile: (852) 2724 4846

Jordan Branch

1/F, JD Mall, No. 233 Nathan Road,
Jordan, Kowloon

Telephone: (852) 2189 5588
Facsimile: (852) 2375 6935

Yaumatei Branch

542 Nathan Road, Yaumatei, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2770 9837

Mongkok Branch

G/F, Belgian Bank Building,

721-725 Nathan Road, Mongkok, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2390 9073

Prince Edward Branch

777 Nathan Road, Mongkok, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2380 3887

Shamshuipo Branch

G/F, 290 Lai Chi Kok Road, Shamshuipo, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2387 5533
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Lai Chi Kok Branch
Shop G06, G/F, Cheung Sha Wan Plaza,

833 Cheung Sha Wan Road, Lai Chi Kok, Kowloon

Telephone: (852) 2189 5588
Facsimile: (852) 2785 5566

Mei Foo Branch

T R
Annual Report 2018

Shop N95A, 1/F, Mount Sterling Mall, Mei Foo Sun Chuen, Kowloon

Telephone: (852) 2189 5588
Facsimile: (852) 2307 1811

Ho Man Tin Branch

G/F, Tsan Yung Mansion, No. 70 Waterloo Road,

Ho Man Tin, Kowloon
Telephone: (852) 2189 5588
Facsimile: (852) 2769 7083

Oi Man Branch

Shop F18 & F19, Oi Man Plaza,

Oi Man Estate, Homantin, Kowloon
Telephone: (852) 2189 5588
Facsimile: (852) 2760 4309

Hung Hom Branch

Shop 2A, G/F, Hung Hom Shopping Mall,
2-34E Tak Man Street, Hung Hom, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2365 2182

Mok Cheong Street Branch

12-14 Mok Cheong Street, Tokwawan, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2761 0935

Wong Tai Sin Branch

Shop 128, Level 1, Wong Tai Sin Plaza,

103 Ching Tak Street, Wong Tai Sin, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2267 7782

Telford Branch

Shop Units P19-P20, Telford Plaza, Kowloon Bay, Kowloon

Telephone: (852) 2189 5588
Facsimile: (852) 2797 8984

Kwun Tong Branch

Shop 5 & 6, 1/F, Crocodile Center, 79 Hoi Yuen Road,

Kwun Tong, Kowloon
Telephone: (852) 2189 5588
Facsimile: (852) 2357 5825

BRANCHES - NEW TERRITORIES

Tseung Kwan O Branch
Shop 1025A, Level 1, Metro City Plaza II,

8 Yan King Road, Tseung Kwan O, New Territories

Telephone: (852) 2189 5588
Facsimile: (852) 3194 3829
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Industrial and Commercial Bank of China (Asia) Limited

Tseung Kwan O Personal Banking Centre (No teller service)
Shop 1025B, Level 1, Metro City Plaza II,

8 Yan King Road, Tseung Kwan O, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 3194 3829

Kwai Fong Branch

C63A-C66, 2/F, Kwai Chung Plaza, Kwai Fong, New Territories
Telephone: (852) 2189 5588

Facsimile: (852) 2480 0210

Kwai Chung Branch

Unit G02, Tower A, Regent Centre, 63 Wo Yi Hop Road,
Kwai Chung, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2420 9883

Tsuen Wan Castle Peak Road Branch

G/F, 423-427 Castle Peak Road, Tsuen Wan, New Territories
Telephone: (852) 2189 5588

Facsimile: (852) 2412 1080

Sha Tsui Road Branch

Shop 4, G/F, Chung On Building, 297-313 Sha Tsui Road,
Tsuen Wan, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2439 0076

Sha Tsui Road Personal Banking Centre (No teller service)
Shop 4, G/F, Kwong Yick Building, 315-323 Sha Tsui Road,

Tsuen Wan, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2455 3592

Tuen Mun Branch

217 A-F Central Services Building, Nan Fung Industrial City,
18 Tin Hau Road, Tuen Mun, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2466 6245

Yan Ching Street Branch

Shops 4-5, G/F, Tuen Mun Centre,

11 Yan Ching Street, Tuen Mun, New Territories
Telephone: (852) 2189 5588

Facsimile: (852) 2427 2117

Tai Hing Branch

Shop 21-23 Tai Hing Commercial Complex, Tai Hing Estate,
Tuen Mun, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2456 3200

Yuen Long Branch

G/F, 197-199 Castle Peak Road, Yuen Long,
New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2442 5448

Kau Yuk Road Personal Banking Centre (No teller service)
Shop 3-4, G/F, Ying Cheong Building, 21 Kau Yuk Road,

Yuen Long, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2613 5099
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Tai Wai Branch

Shop No. 5, G/F, Kam Shan Building, Tai Wai Road,
Tai Wai, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2405 6669

Shatin Branch

Shop 22J, Level 3, Shatin Centre, New Territories
Telephone: (852) 2189 5588

Facsimile: (852) 2695 7399

Shatin Personal Banking Centre (No teller service)

Shop No.185, Level 3, Shatin Lucky Plaza, Shatin, New Territories
Telephone: (852) 2189 5588

Facsimile: (852) 2772 2560

Tai Po Branch

Shop F, G/F, Mee Fat Building, No. 34-38 Tai Wing Lane,
Tai Po, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2638 8738

Tai Wo Branch

Shop 216, 2/F, Tai Wo Plaza, Tai Wo Estate,
Tai Po, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2650 2982

Sheung Shui Branch

Shop 2, G/F, San Fung Building, No.33 San Fung Avenue,
Shek Wu Hui, Sheung Shui, New Territories

Telephone: (852) 2189 5588

Facsimile: (852) 2639 0500

OVERSEAS BRANCH

Cayman Islands Branch
P.O. 1353

Harbour Place

5th Floor

103 Church Street

George Town

Grand Cayman KY1-1108
Cayman Islands

SUBSIDIARIES

Chinese Mercantile Bank

ICBC (Asia) Bullion Company Limited

ICBC (Asia) Futures Company Limited

ICBC Asset Management (Global) Company Limited

ICBC (Asia) Nominee Limited

ICBC (Asia) Securities Limited

ICBC (Asia) Trustee Company Limited

ICBC (Asia) Financial Services Company Limited
(Formerly known as “ICBC (Asia) Wa Pei Nominees Limited” (with effect
from 4 February 2019))

ICBCA (C.I.) Limited

UB China Business Management Co. Ltd.
(Dissolved on 26 February 2019)

T 43 B % A (TR A R A A

SINO-CEEF Holding Company Limited

ASSOCIATED COMPANIES

IEC Investments Limited
SINO-CEEF Capital Management Company Limited
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33/F, ICBC Tower, 3 Garden Road, Central, Hong Kong

5 Tel (852) 3510 8888

{#E Fax (852) 2805 1166

www.icbcasia.com
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