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Profile of ICBC (Asia)

Industrial and Commercial Bank of China (Asia) Limited (“ICBC (Asia)” or “the Bank”), being the flagship of overseas
banking business of Industrial and Commercial Bank of China Limited (“ICBC”) - currently the China’s largest commercial
bank by market capitalisation, offers a wide range of financial services to corporate and individual customers, including
various types of deposits and loans, trade finance, remittance, settlement, commercial and industrial finance, syndicated
loans, inward and outward bills of exchange, China business advisory and financial services, asset management, securities,
trustee and bullion brokerage services as well as insurance agency services.

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. Being a wholly-owned subsidiary of ICBC (Asia), ICBC (Asia) Investment
Management Company Limited provides professional investment and asset management services.

On 21 December 2010, ICBC completed its privatisation process of ICBC (Asia), which was henceforth withdrawn from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 “based in Hong Kong, backed by the Mainland, 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 crossborder services, such as “Excellent Brand of Cross-border Banking
Services” and “Best Deal”, etc.

*  Independent Non-executive Director
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BOARD OF DIRECTORS
Gao Ming
(Chairman & Executive Director)
Jiang Yisheng
(Executive Director & Chief Executive Officer)
Ip Koon Tung
(Executive Director, Deputy Chief Executive,
Alternate Chief Executive & Chief Risk Officer)
Hong Guilu (Non-executive Director)

Ma Xiangjun (Non-executive Director)
Wong Yue Chim, Richard, s.B.S.,].P.
(Independent Non-executive Director)
Tsui Yiu Wa, Alec (Independent Non-executive Director)
Yuen Kam Ho, George, FHKIoD
(Independent Non-executive Director)
Choi Yiu Kwan, S.B.S., FHKIB
(Independent Non-executive Director)
Wu Jie Si (Independent Non-executive Director)

COMPANY SECRETARY
Yu Hong

AUDIT COMMITTEE
Wong Yue Chim, Richard, $.8.8.,J.p.* (Chairman)

Choi Yiu Kwan, S.B.S.,, FHKIB* (Alternate Chairman)

Hong Guilu
Tsui Yiu Wa, Alec*
Wu Jie Si*

STRATEGY AND CORPORATE
GOVERNANCE COMMITTEE
Gao Ming (Chairman)

Jiang Yisheng

Hong Guilu

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

Yuen Kam Ho, George, FHKIoD*

Choi Yiu Kwan, S.B.S., FHKIB*

Wu Jie Si*

RISK MANAGEMENT COMMITTEE OF

BOARD OF DIRECTORS

Ma Xiangjun (Chairman)

Choi Yiu Kwan, $.B.S,, FHKIB* (Alternate Chairman)
Jiang Yisheng

Ip Koon Tung

Yuen Kam Ho, George, FHKIoD*

*  Independent Non-executive Director
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Corporate Information

REMUNERATION COMMITTEE

Yuen Kam Ho, George, FHKIoD* (Chairman)
Wong Yue Chim, Richard, s.B.S.,J.p.*

Tsui Yiu Wa, Alec*

Ma Xiangjun

Wu Jie Si*

NOMINATION COMMITTEE
Tsui Yiu Wa, Alec* (Chairman)

Hong Guilu
Yuen Kam Ho, George, FHKIoD*

SENIOR MANAGEMENT
Jiang Yisheng
(Executive Director & Chief Executive Officer)

Ip Koon Tung
(Executive Director, Deputy Chief Executive, Alternate Chief
Executive & Chief Risk Officer)

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

Tong Hee Keung, Samuel (Deputy Chief Executive)

Luo Lijun (Deputy Chief Executive)

Wang Chaoming
(Assistant Chief Executive & Chief Information Officer)

Li Dong (Assistant Chief Executive)

Lu Jian (Assistant 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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B %% 8 %
7N /.
TR N AR W 2016 Financial Highlights
il
Restated %28 [/ I
A48 (H B 0) For the Year (in HK$ million) 2016 2015 % Change
TR B A Net Interest Income 9,143 8,517 7.3%
U AR A A Net Fee and Commission Income 2,156 1,842 17.0%
Hop s ZE g A Other Operating Income 1,111 1,123 ~1.1%
(e Sa Operating Expenses 2,791 2,700 3.4%
(B R 2R S B Charge for Impairment Losses
on Loans and Advances (879) (1,312) -33.0%
B A i 2 A Profit before Tax 9,068 8,392 8.1%
FiIH Tax 1,673 1,608 4.0%
B I A 22 Profit Attributable to Shareholders 7,395 6,784 9.0%
BEE) Ty L
RS H (H D) At Year End (in HK$ million) 2016 2015 % Change
AR R H A R TE Advances and Other Accounts 419,655 385,734 8.8%
e L E Total Assets 798,675 733,551 8.9%
17 3 R Total Deposits 465,141 466,676 -0.3%
HE 4 #0551 Total Equity 83,886 70,337 19.3%
W Financial Ratios 2016 2015
AR TSR R Capital Adequacy Ratio 17.01% 16.74%
13 B R b Average Liquidity Coverage Ratio 128.80% 93.97%
ARSI LR Cost to Income Ratio 22.49% 23.53%
B A7 R R Loans to Deposits Ratio 71.47% 64.22%
A BR WAL IR R 2 8RR JBe 3 M A ik A
Operating Profit Before Impairment Losses Profit Attributable to Shareholders
[EE 3P [EE 3P
HKS$ million HKS$ million
+10%
10,000 9,619 8,000 +9%
7:395 +16%
9,000 7,000 6,784
8,000
6,000 +31%
7,000 5,257
6,000 i 0% +27%
4,015
5,000 4,000
4,000 3,000
3,000
2,000
2,000
1,000 1,000
0 0
2016 2012 2016 2015 2013 2012
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TLAF S 5 DL Five Year Summary
Gl
Restated
Z4E (H 8 0) For the Year (in HK$ million) 2016 2015 2014 2013 2012
T HLE A Net Interest Income 9,143 8,517 8,072 6,923 5,700
TS B I A Net Fee and Commission Income 2,156 1,836 1,694 1,393 1,347
HoAb 7 FE U A Other Operating Income 1,111 1,123 687 508 399
BEXH Operating Expenses 2,791 2,700 2,551 2,303 2,016
A (B TR S B Charge for Impairment
Losses on Loans and Advances (879) (1,312) (42) (382) (647)
o3 36 T 222 ) Profit before Tax 9,068 8,392 7,992 6,313 5,009
i TE Tax 1,673 1,608 1,622 1,056 994
J o JRE A 2 A Profit Attributable to Shareholders 7,395 6,784 6,370 5,257 4,015
g e (o) Per Share (in HK$) 2016 2015 2014 2013 2012
g e e A 221 ) Basic Earnings per Share 2.87 3.10 3.09 2.55 2.25
WHAESH (T T) At Year End (in HK$ million) 2016 2015 2014 2013 2012
B &Eﬁﬁ M T Advances and Other Accounts 419,655 385,734 364,298 322,330 264,302
T A Total Assets 798,675 733,551 680,619 569,757 425,681
ﬁm G Total Deposits 465,141 466,676 463,553 382,030 290,220
HE ﬁm%l”ﬁ Total Equity 83,886 70,337 51,525 44,460 39,901
0B % Financial Ratios 2016 2015 2014 2013 2012
I W Capital Adequacy Ratio 17.01% 16.74% 16.11% 13.83% 15.52%
ST i B R Average Liquidity Ratio N/A N/A 44.92% 39.70% 43.72%
-8 i ) R L R Average Liquidity Coverage Ratio 128.80% 93.97% N/A N/A N/A
B CE A R L R Loans to Deposits Ratio 71.47% 64.22% 54.24% 56.06% 59.82%
B O AR R Loans to Total Assets Ratio 52.54% 52.58% 53.95% 56.57% 62.09%
ICRERS S g Impaired Loan Ratio 0.74% 0.65% 0.41% 0.44% 0.47%
A0 V(B VR A 7 2 Collective Impairment Allowances
Coverage Ratio* 1.41% 1.55% 1.55% 1.55% 1.55%
ARSI LR Cost to Income Ratio 22.49% 23.53% 24.40% 26.10% 27.10%
-2 A [l % Return on Average Assets 1.01% 1.02% 1.02% 1.04% 0.95%
- 228 5 A ] i =R Return on Average Common Equity 9.82% 11.83% 13.27% 12.48% 12.29%
* LA IR E A * Including “Regulatory Reserve”
e i 17K B
Total Assets Total Deposits
H T H AT
HKS$ million +9% HKS$ million
800,000 TBET5 o 500,000 0% 21
. 733550 100 > 465,141 466,676 463,553
700,000 680,619 450,000
+32%
+34% 400,000 382,030
600,000 569,757
350,000 30
500,000 424.55;4;“ 300,000 290,220
400,000 250,000
300,000 200,000
150,000
200,000
100,000
100,000 50,000
0 0
2016 2015 2014 2013 2012 2016 2015 2014 2013 2012
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K Deposits
1. e s 1. By Type 2016 2015
T 19 Current 9.4% 11.3%
& Savings 21.4% 20.2%
7E Fixed 69.2% 68.5%
At Total 100.0% 100.0%
2. PR B B 5 2. By Remaining Maturity 2016 2015
JELT B 5K IR R IR 7 Repayable on Demand 30.9% 31.9%
=R A s AT Three Months or Less 39.0% 41.9%
— A AN E G =18 A One Year or Less, but over Three Months 18.6% 18.2%
T B DA H O 4R Five Years or Less, but over One Year 11.5% 8.0%
B A A Over Five Years 0.0% 0.0%
i Total 100.0% 100.0%
3. WRWE S 3. By Currency 2016 2015
iEH HKD 38.0% 37.9%
e UsD 33.0% 29.5%
FHoAt Others 29.0% 32.6%
At Total 100.0% 100.0%
HAb 2R WA Other Operating Income 2016 2015
28 2 WA KA € LA Net trading income and net gain on
OB (E S8 45 R financial assets and liabilities
MR designated at fair value through
R BRI AR profit or loss 97.7% 95.5%
A 4 A 2 A Dividend income from financial investments 0.7% 0.8%
(L VIUN Management fee income 0.0% 0.5%
LUE iR N Rental income 0.0% 0.0%
PGS RA Rental income from investment properties 0.3% 0.3%
HoAt Others 1.3% 2.9%
BE Total 100.0% 100.0%
£k 48 R B L Al I AR 2K e R
Total Advances and Other Accounts Impaired Loan Ratio
[EE 3P (£ 24
HKS$ million %
450,000 " 1*9932‘%5 o 08 o
400,000 385,734 +13%
364,298 0.65%
350,000 3‘5%2;2“0
300,000 +11%
264,302 0.47%
0.44%
250,000 0.41%
0.4
200,000
150,000
100,000
50,000
0 0.0
2016 2015 2014 2013 2012 2016 2015 2014 2013 2012
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jig- ¢ IRy Loan Portfolio
1. AT By Industry Sectors * 2016 2015
EA W 2 B Loans for Use in Hong Kong
TR e &R Industrial, Commercial and Financial
LUE S Property Development 8.6% 5.9%
WERE Property Investment 5.5% 4.8%
o T Financial Concerns 6.0% 2.0%
i SR 4 Stockbrokers 0.7% 0.8%
(R PIES T Wholesale and Retail Trade 3.9% 5.7%
TR Civil Engineering Works 0.3% 0.3%
LR S Manufacturing 2.9% 2.6%
T N R Transport and Transport Equipment 6.6% 7.1%
CPIRE S Electricity and Gas 0.9% 0.4%
G Information Technology 1.9% 0.8%
G~ AR MR Hotels, Boarding House and Catering 0.3% 0.3%
1R 4 3 Recreational Activities 0.0% 0.0%
HoAte Others 7.7% 12.1%
[EPN Individuals
R TEE R LR - Loans for the Purchase of Flats
[FANS a2 51 # in Home Ownership Scheme,
K[ FH 3 BR8] Private Sector Participation Scheme
M2 8 and Tenants Purchase Scheme 0.1% 0.1%
Wi B A B 3 Loans for the Purchase of Other Residential
Z K Properties 5.6% 5.3%
5 MR8 Credit Card Advances 0.1% 0.1%
HoAl Others 1.6% 1.1%
ET S Trade Finance 3.2% 2.5%
17 s LLAME ) 22 £ 3K Loans for Use outside Hong Kong 44.1% 48.1%
ik Total 100.0% 100%
2. PR B X 5 By Remaining Maturity 2016 2015
ZEU SR IR B IR £E Repayable on Demand 1.9% 2.3%
— AR LT One Year or Less 31.3% 40.9%
FAF B DL R H i —4F Five Years or Less, but over One Year 47.6% 36.1%
A AR Over Five Years 19.2% 20.7%
7 4 [ 459 Undated 0.0% 0.0%
At Total 100.0% 100.0%
3. AW 5 By Currency 2016 2015
T HKD 56.7% 33.2%
e UsD 31.4% 34.3%
HoAtbs Others 11.9% 32.5%
it Total 100.0% 100.0%
R SR AT 2 Excluding Trade Bills and Advances to Banks
SERALA =% — N BOASLE =%
Loans Composition 2016 Income Composition 2016
A - EHH SMIEZE B e HA A

Individuals -

AN - oAt

Residential Mortgage 6%

ENGPEAES
Industrial, Commercial &
Financial 31%

LB 9253

HoAly St ¥

Property Development &
Other Property
Investment 14%

<

2% Individuals - Others

T T ¥

3% Trade Finance

i LLsh
il 2z £

Loans for use outside
44% Hong Kong

Tl & A
Net Fee and
Commission 17%

AR A

Net Interest Income 74%

9% Foreign Exchange and
Other Income
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Chairman’s Statement

The year 2016 was marked by a persistent global economic slowdown and frequent surprises that triggered wild fluctuations
in the financial market. On top of that, the authorities tightened up the regulation of the financial sector and the competition
was intensifying. With all these factors taken together, the banking industry was faced with an increasingly challenging
operating environment. To cope with a complicated and tough external environment, ICBC (Asia) pressed ahead with its
two key strategies, one for “business transformation” and the other for “business development”. With the strategic guidance
and support of its parent bank, ICBC (Asia) gauged the situation precisely and predicted developments, and followed up
the evaluation with decisive actions. It proactively planned and built up its strategic layout, and adjusted its strategies. It
also pressed ahead with innovation in operation and management reform. The aforementioned efforts allowed the Bank to
overcome difficulties and respond swiftly to changes. As a result, it achieved steady growth in all operations and sustained the
momentum of its development. The Bank’s operating results hit record highs again. For the year of 2016, the Bank’s after-tax
net profit grew by HK$610 million to HK$7.4 billion.

To deal with such unfavorable factors as insufficient demand for corporate finance and a severe shortage of quality assets in
2016, the Bank planned ahead and came up with comprehensive measures, including the strengthening of the collaborative
marketing of front, middle and back-office, the steady execution of its asset investment plans, the implementation of its
strategy for “Going Asia Pacific” since early 2016, and its reinforced cooperation with other institutions under the ICBC
Group in Asia-Pacific in an attempt to make a breakthrough in the development of its asset business in the region. The efforts
paid off as the Bank maintained steady growth in the scale of its overall operation and further optimized its balance sheet. As
at the end of 2016, the Bank’s total assets amounted to HK$798.7 billion, up by HK$65.1 billion compared with that at the end
of 2015; its total liabilities amounted to HK$714.8 billion, up by HK$51.6 billion compared with that at the end of the previous
year.

Meanwhile, the precise judgment and predictions about the market as well as the sensible measures led to steady and good
development of all of the Bank’s major business segments.

Regarding the corporate business, the Bank actively improved its operation management mechanism. The operation
cooperated closely with ICBC in expanding the local market and customer base steadily and in stepping up constantly its
comprehensive services for both the domestic customers who were expanding into overseas markets and the multinational
companies. The Bank’s corporate banking operation also raised the level of profitability of the asset business by shifting its
focus from “simple, smaller returns on short-term investments” to “considerable, steady returns on long-term and diverse
investments”. In the meantime, the Bank thoroughly implemented its “big investment bank” strategy by actively promoting
and strengthening collaboration between its commercial banking and investment banking operations, and by shifting the
emphasis of its asset business from the scale to the asset turnover ratio. This has also resulted in rapid growth in income from
asset transactions.

Retail business remained the focus of the Bank’s strategic transformation and development. The Bank continued to commit
more of its various resources to its retail banking operation. It adopted the “one branch, one policy” measure that has
effectively enhanced the branches’ capabilities to provide comprehensive services. Meanwhile, the Bank was constantly
strengthening its collaboration with the parent bank on the enhancement of its unique cross-border financial products and
services, thus projecting its brand image as “an outstanding cross-border financial service provider”. The move allowed
the Bank to extensively develop its domestic and cross-border clientele with equal emphasis on quality and quantity of the
customers. The endeavour to increase the retail banking’s contribution to the Bank’s revenue and development yielded good
results.

In terms of global market and trading business, by exerting its functional advantages of being the ICBC Group’s offshore
Renminbi hub and as a market maker in the centralized transactions of offshore Renminbi in Asia’s time zones, the Bank
actively initiated market trend analyses, tapped the customer demand for further business development, speeded up the
product development and innovation, and strengthened the dynamic management of the bond investment business. The Bank
accelerated the expansion of the investment stewardship while relentlessly enhancing the standards of its proprietary trading.
All these measures resulted in steady growth in both income and profit from global market and trading business.
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In its asset management business, the Bank actively executed the parent bank’s “big asset manager” strategy by gradually
building up an integrated asset management platform around ICBC (Asia) Investment Management Company Limited. The
platform has been working closely with the Bank’s private banking and investment banking operations. It has also enhanced
the quality and efficiency of the services of its custody business for asset management, thus facilitating the coordinated
development of asset management and custody business.

In 2016, the Bank’s internet-based finance actively innovated in business and stepped up its development in the advent of
new technologies, new markets and new online platforms. For instance, it created online open platforms for a new version of
personal internet banking and mobile banking, thus transforming the mode of service from the conventional teller services
at counters to a customer-oriented service platform. The Bank also speeded up the pace of making more products (which it
used to sell offline) available on its internet banking platform, thus actively broadening the range of products available online.
The measure has furthered the integration of online and offline channels for transactions, with the aim of raising the overall
standards of services and profitability at the Bank’s electronic banking. With a relentless effort to promote the e-Commerce
platform “ICBC Mall”, the Bank has accelerated the deployment of the internet-based finance.

The Bank has been endeavoring to raise the overall standards of its management and regulatory compliance while persevering
in innovation and business development for good operating results. In 2016, the Bank enhanced the due diligence, improved
its credit management system and set up a credit risk monitoring center. It checked and monitored closely the financial
conditions of the customers who with high credit risk, enhanced post-loan management and the credit risk alert mechanism.
In the meantime, the Bank has set up an independent department for internal control and compliance to reinforce internal
control, supervision and anti-money laundering function. As a result, the standards of regulatory compliance were raised
significantly at its operations. In addition, the Bank has strengthened and expanded the talents in the key areas in accordance
with the development strategy and the foci of business, constantly raising the standards of professional and scientific practices
in talent management. It also fully leveraged the resources of the parent bank to step up the training of its staff of all ranks with
the aim of fostering the employees’ professional qualifications and personal integrity.

Looking ahead to 2017, the world economy is expected to remain subdued. The policy direction of Donald Trump’s
administration and its spillover effect will increase the uncertainties over global economic growth. The quicker pace of the
United States Federal Reserve’s rate hikes will stimulate more cross-border capital flows across the world and exacerbate the
volatility of foreign exchange rates. To cope with the increasingly complicated and volatile operating environment, the Bank
will proactively adapt to the new conditions of the global economy and financial markets. It will do so by setting new goals,
thinking of new ways to develop its business and exploring actively operational strategies against a backdrop of the United
States’ rate hike cycle. It will also accelerate the strategic transformation and development of its business, and enhance the
quality and overall standards of its services. The bank will also seek breakthrough in some focus areas. Emphasis will also be
placed on breakthrough making in some focus areas, reorganization of the operations and enhancement of the asset quality
control, as ICBC (Asia) aims for steady and sustainable development.

ICBC (Asia) has benefitted greatly from the Board of Directors’ valuable opinions and guidance on formulating the strategic
business direction in the past year. I would like to express my deep gratitude to them. I would also like to give my heartfelt
thanks to our management team and the whole staff for their hard work, dedication and efficiency at work.

Gao Ming
Chairman
21 March 2017
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Management’s Discussion and Analysis

FINANCIAL REVIEW

The Group achieved a record high profit after tax of HK$7,395 million for the year 2016, representing an increase of HK$612
million as compared to the previous year.

As aresult of strong growth in interest-bearing assets, ICBC (Asia)’s net interest income increased by HK$626 million, or 7%,
to HK$9,143 million. Net fee and commission income increased by HK$314 million, or 17%, to HK$2,156 million. The ratio
of non-interest income to total operating income was 26.3%.

Total operating expenses were 3% higher than the previous year. The cost to income ratio slightly decreased from 23.5% in
2015 to 22.5% in 2016.

Operating profit after impairment losses was HK$8,807 million, an increase of HK$1,206 million, or 16%, as compared with
2015.

The Group recorded HK$239 million of net gain from disposal of investment securities as compared to HK$760 million in
2015.

Share of profit from associates increased to HK$21 million from HK$19 million in 2015.

STATEMENT OF FINANCIAL POSITION

As at 31 December 2016, ICBC (Asia)’s total assets amounted to HK$798.7 billion, representing an increase of HK$65.1
billion, or 9%, as compared with the previous year-end position.

Loans and customers’ deposits reached HK$419.7 billion and HK$421.6 billion respectively, representing an increase of 9%
and 6% respectively as compared to the position as at 31 December 2015.

As at 31 December 2016, total outstanding certificates of deposit issued amounted to HK$43.6 billion, representing a decrease
of 36% as compared to the position as at 31 December 2015.

CAPITAL AND LIQUIDITY MANAGEMENT

The capital adequacy ratio of the Bank was 17.0% as at the end of 2016 (the end of 2015: 16.7%). The average liquidity coverage
ratio for the year 2016 amounted to 128.8% (average of 2015: 94.0%).

ASSET QUALITY

Under the Bank’s prudent risk management policy, the asset quality remained continuously at a satisfactory level. As at the
end of 2016, impaired loans amounted to HK$3,143 million while the impaired loan ratio increased by 9 basis points to 0.74%
as compared with 2015.

As at 31 December 2016, the cumulative loan impairment allowances aggregated to HK$3,801 million (2015: HK$3,222
million). This included HK$1,829 million (2015: HK$1,486 million) of individual impairment allowances and HK$1,972
million (2015: HK$1,736 million) of collective impairment allowances. The increase of impairment allowances was mainly due
to the increase of loan portfolio.

As at 31 December 2016, total overdue advances increased by HK$954 million, to HK$2,703 million, as compared to the
previous year-end position.
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BUSINESS REVIEW

Corporate Banking

In 2016, in the wake of persistent uncertainties in the global economy, the Bank adopted a prudent approach to corporate
lending while actively expanding its business territories by implementing its “Going Asia Pacific” strategy. The endeavour
yielded initial positive results in the overall commercial banking business.

During the year, the Bank continued to build up its Global Cash Management platform by assisting customers which
maintained regional networks and by assisting them in managing their cash pools. In addition, the Bank aided some Chinese
customers in carrying out their globalization strategies and got involved in their projects in Asia Pacific, Australia, New
Zealand, Europe and Americas.

In addition, the Bank formulated the strategy for “Going Asia Pacific” and established the Asia Pacific Business Department
(“APD”) in January 2016 to execute such strategy. This new development enabled the Bank to be a pioneer to spearhead
the development of a regional business. As the strategy for “Going Asia Pacific” progressed, the Bank granted a number of
loans to companies in various countries in the region, including mainland China, Hong Kong, Australia, India, Indonesia,
Malaysia, Thailand, and Vietnam. These transactions cut across a wide range of categories, from financing the acquisition
of infrastructure assets, power project financing, aircraft financing, Renminbi bond issuance, corporate loan financing/
refinancing, trade financing, real estate financing to the issue of standby letters of credit for supporting financing on the
capital market. In addition to having created new growth drivers, the Bank also won recognition from the banking industry for
notable achievements. For instance, the Bank won two awards from a reputable industry publication, “The Asset”. They are:

e Best Acquisition Financing in Thailand - a EUR3.2bn loan facility and a THB88bn loan facility granted to Berli
Jucker pcl (ICBC Group acted as the Mandated Lead Arranger of the EUR facility)

o Best Syndicated Loan in Vietnam - a USD300m term loan facility granted to Vingroup (ICBC Group acted as Joint
Mandated Lead Arranger and Bookrunner)

In order to facilitate its business development in the region, the Bank had developed close working relationships with relevant
industry bodies, including HKMA Infrastructure Financing Facilitation Office, Hong Kong Trade Development Council, and
Belt & Road Committee of The Hong Kong Association of Banks. The move also served to promote Hong Kong as a “super
connector” for regional and even international financing activities.

Personal Banking

The Bank’s personal banking grew rapidly in 2016, with the financial results of a number of its major business sectors hitting
historic highs. The Bank’s personal banking business was expanding consistently in scale, optimizing its business mix and
making its sources of income more balanced. Profit after provisions at the personal banking surged dramatically; and notably,
income derived from the insurance business grew tremendously. Total deposits balance and deposits with low interest rates
increased steadily. The total amount of loans granted by the Bank expanded to a historical high by the end 2016. The Bank also
recorded remarkable growth in mortgages, SME (small and medium-sized enterprises) loans and pledged lending products,
exceeding the average growth of the market. The affluent customer base also kept expanding.

The Bank continued to enhance its deposit business by adhering to the principle of “broadening the customer base, improving
the composition of the deposits and reducing cost”. During the year, the Bank launched “Multiple Saving Deposit Promotion”
and “Interest Plus Account” that targeted for respective personal and corporate savings customers. Such innovative features of
the savings accounts succeeded in incentivizing the customers to convert their funds to saving deposits with low interest rates.
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As for loans, the Bank maintained the strong growth momentum in its mortgage business. The Bank was actively building
up the clientele in the form of individuals and SME. Such a measure led to more balanced contribution from various types of
loans. In addition, the Bank introduced “Flexi Assets Financing - Fund” into the market, which was a type of secured loan with
a fund pledged as a collateral. It enriched the variety of personal loans offered by the Bank and paved the way for sustainable
growth of the business.

To cope with the sluggish securities market, the Bank adjusted its strategy for conducting the intermediate business by
bolstering up its insurance business. The Bank also enabled its wealth management business to achieve steady growth in
income throughout the year, by enriching the variety of its products, enhancing the support to its branches, conducting
diversified promotional campaigns.

Moreover, growth in the Bank’s cross-border banking business also hit a historic high as its linked account opening system
for both mainland China and Hong Kong commenced operation in 2016, thus speeding up the account opening process for
customers. Meanwhile, the coverage of Mainland branches offering account opening witness service had extended to all over
China, thus boosting the number of customers who opened their accounts through account opening witness service and
steadily increasing the scale of the assets of such customers.

As to its retail banking network in Hong Kong, the Bank also improved the networks of its branches and automated machines.
As of end 2016, the Bank provides services through 59 retail outlets and 169 automated teller machines at areas with high
pedestrian traffic. The Bank completed the facelift of the Yau Ma Tei Branch, and opened new personal banking centres in Sha
Tsui Road, Wan Chai and West Point.

In 2017, the Bank will continue to run well the businesses of deposit, lending and wealth management, and will step up its
effort to develop the SME business. It will also give full play to broaden its customer base and its strength in providing cross-
border financial services. All these measures are aimed at enhancing its services and overall competitiveness so as to meet the
customers’ needs.

Electronic Banking

In 2016, the Bank’s electronic banking business continued to adopt “e-ICBC”, which was a strategy of its parent company,
Industrial and Commercial Bank of China Limited (“ICBC”). The Bank combined this strategy with its own customer-
oriented approach in order to improve the mode of its services with “internet thinking”. For instance, it leveraged internet
when planning for product innovation and proactively developing the electronic banking business. In 2016, the Bank set
up an open e-banking service platform, actively built up a “financial + commercial” service model, and pressed ahead with
the integration of its online and offline operations. These initiatives resulted in a successful transformation of its telephone
banking services provided at a hosted call centre. In 2016, the e-banking business achieved remarkable results: the number of
customers using the Bank’s handset-enabled mobile banking services surged by over 80%, and more than 70% of its customers
used the Bank’s services through electronic banking.

As to its internet banking services, the Bank launched a new version of an open platform for personal internet banking
services, pushing forward with the transformation of its channel for electronic banking into an integrated financial service
platform that encompassed transaction, marketing and service. The new version of electronic banking is easier to use and
can help customers navigate the website quickly to find the services that they want. New features such as self-service banking,
an improved site map and a clear online manual on how to operate the functions of the website have been added to the new
version, thus enhancing the customer experience significantly.

31



o R R SRAT () A R4 RN AR

Industrial and Commercial Bank of China (Asia) Limited Annual Report 2016

Meanwhile, the Bank launched a new version of open platform for mobile banking services, which was another breakthrough
in the innovation in products and mode of operation. The open platform contains a user-friendly web page with trendy design
and clear classification of functions and services. Customers and the public can also find information about the Bank’s latest
products and concessionary offers from merchants for credit card users at the open platform without logging in.

Leveraging the parent company’s huge customer base and advantage in financial services, the Bank established a one-stop
cross-border e-commerce platform that offered diverse services. The e-commerce platform is an internet-enabled system that
integrates financial services and e-commerce, and can be accessed at the Hong Kong section of the e-Commerce platform
“ICBC Mall”. The system can assist Hong Kong-based companies in selling their products to mainland China’s enormous
market and thus in grasping the huge opportunity there.

In 2016, the Bank’s electronic banking won such accolades as “Outstanding Mobile Banking Service” and “Cross-border
Mobile Trading Platform Benchmark” from “Bloomberg Business Week China” for its excellence. This also reflected the
recognition for its achievements from the market and its peers.

In 2017, the Bank’s electronic banking business will actively adapt to the changes in the external environment by innovating in
its business with vision, openness and creativity. It will press ahead with the transformation of its electronic banking business
as well as the integration of its online and offline operations. Meanwhile, the Bank will speed up the transformation of its
business into internet finance by stepping up the development of mobile banking and financial services as well as cross-border
e-commerce. This can enhance the competitiveness of the Banks’ electronic banking and boost the operation’s contribution to
the overall performance of the Bank.

Securities and Brokerage

In the first half of 2016, Hong Kong’s stock market was affected by the A-Share Circuit Breaker Mechanism and the pressure
for Renminbi’s devaluation. The Hang Seng Index fell sharply. In the second half of the year, the investment market continued
to be affected by other factors such as the withdrawal of the United Kingdom from the European Union (Brexit), the
presidential election in the United States and the country’s interest rate hike. This resulted in wild fluctuations in the markets
for securities, bonds and foreign exchange around the world, prompting investors to be cautious. As a result, the trading
volume on the capital markets shrunk.

To cope with the turbulent market, the Bank continued to improve the standards of its service in line with the development of
the investment market. During the year, the Bank introduced the Shenzhen-Hong Kong Stock Connect Trading Service and
optimized the trading function of Shanghai-Hong Kong Stock Connect Trading Service. In addition, the Bank also enhanced
the security features of its online securities trading services. All the measures were aimed at providing high-quality securities
trading services for customers.

In 2017, the Bank will continue to proactively expand its customer base both locally and in mainland China, continue to

pursue product innovation and enhance both the transaction system and its security features in an effort to improve the
overall competitiveness and profitability of its securities business.
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Private Banking

In 2016, the Bank’s private banking business continued to develop. The continuous effort to provide a one-stop, premium
service for its customers yielded noticeable results as the number of clients and product trading activities increased in 2016.
As ICBC Group’s global centre for developing private banking products, ICBC (Asia) cooperated closely with its parent
company, ICBC’s domestic and overseas branches, and also third-party institutions in products innovation and selecting them
for sales. This was aimed at providing premium products and services for the ultra-high-net-worth clients.

In order to enhance its customer service, the Bank stepped up its cooperation with domestic and overseas branches of ICBC
in providing local and overseas customers with a premium solution for personal financial management. With its endeavour
to build up a clientele of cross-border financial services, the number of private banking customers who were eligible to receive
the Bank’s private banking services increased by 22%. To foster its talents and build up service teams, the Bank has formulated
a systematic staff training programme and encouraged staffs to obtain professional qualifications within and outside the Bank.
The measure has given support to the Bank’s pursuit of professional excellence in customer service.

In 2017, the Bank will continue to explore possibilities of cross-business cooperation with the aim of providing more
innovative wealth management services and financial products to its customers. This will enhance the Bank’s well-established
reputation as a reliable brand of private banking.

Global Market and Trading

In 2016, the Bank’s global market businesses recorded steady growth in both turnover and profit while maintaining effective
risk control, despite the latest regulatory changes and volatile markets.

The Bank’s bond investment portfolio was increasing in size and recorded consistent growth in interest income. It was well
managed with dynamic portfolio management to boost its revenue in the form of management fee and generate more income
from its bond investment holdings. The managers stayed alert to surprises and reduced its exposure in risky bonds in a timely
manner. This dynamic process has enabled the Bank to minimise the associated credit risk.

To cope with the adverse impact from the recent government policy adjustments on cross-border capital flow, the Bank’s
Global Markets client business has promptly modified its strategy by providing to our clients with the total solutions for
their investment, financing and risk hedging needs. As a result, both the trading volume and income derived from interest
rate swaps and cross-currency swaps doubled. In addition, the Bank is dedicated to product innovation and exploring new
distribution channels. The Bank has succeeded in launching online trading services for currency linked contracts, structured
deposits linked to Renminbi foreign exchange rate, and knock-in/knock-out equity linked notes. The teams further enhanced
the electronic banking platform for online margin trading.

The Bank’s market making business has proven to be a success by assuming leading market positions in different electronic
platforms. Our strong reputation as an active market maker has been built up with increasing market share in offshore
Renminbi (CNH) markets. Being a market leader in the offshore Renminbi (CNH) markets, the Bank was approved by the
China Foreign Exchange Trading System (CFETS) as one of the first offshore participation banks. Furthermore, the Bank was
appointed by Hong Kong Exchanges and Clearing Limited as the designated clearing bank for her USD/CNH cross currency
swap settlement services. These appointments have recognised the Bank’s leading and pioneer position in CNH derivative
clearing process and our contributions to Hong Kong’s financial market infrastructure development.
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Global Capital Financing

As the flagship of overseas banking business of ICBC, the Bank leveraged ICBC’s strengths such as enormous capital, huge
customer base and wide network of outlets and channels to fully tap the potential of its global capital financing services. The
Bank’s bond underwriting, syndicated loan business and loan asset trading is maturing and growing in scale. The Bank has
played an important role in the growth of capital market in the Asia-Pacific region.

In 2016, the Bank’s bond underwriting business maintained the momentum of robust growth: It actively grasped the
opportunities arising from offshore bond issues of Chinese enterprises especially those large SOEs. And by capturing the
issuer’s funding motivation, the Bank’s underwriting business for financial institutions customers has growing noticeably in
volume and has contributed to a higher proportion in the total number of projects for the year. The Bank also took part in
the onshore panda bond issues for a number of financial institutions. Increasingly, the Bank took the role of a Joint Global
Coordinator in the underwriting bond issues. This enhanced its status in the market and helped to increase the number
of projects it undertook. During the year, the Bank underwrote a total of 35 deals, including bonds in local and foreign
currencies, medium-term notes (MTN) and certificates of deposits, to the total underwriting volume equivalent to HK$27.4
billion. The Bank has become one of the most prominent and influential underwriters in the market.

In 2016, the Bank actively developed its loan syndication business, and the total value of the syndicated loans in which the
Bank was involved amounted to around HKD38.1 billion, or up by 22% over 2015. The Bank arranged for loan syndication as
a mandated lead arranger and bookrunner (“MLAB”) for some large organizations, including Haitong International Securities
Group Limited, GF Holdings (Hong Kong) Corporation Limited and The Standard Bank of South Africa, etc. In particular, the
loan syndication for The Standard Bank of South Africa was arranged simultaneously in Europe and Asia. In implementation
with the strategy “Going Asia Pacific”, the Bank arranged a syndication loan for The Tata Power Limited, which was also the
first syndicated loan arranged by the Bank for an Indian customer.

The Bank’s loan asset trading was growing in volume to such an extent that the Bank ranked among the leading mainland
Chinese banks in Hong Kong in that trade. In 2016, the Bank reinforced and broadened the distribution channel for its loan
asset trading, and helped the ICBC’s headquarters and other overseas branches distribute the loan assets, thus establishing
itself as the hub of ICBC Group’s loan asset trading in Asia Pacific. In the same year, the Bank traded in more than HKD13
billion worth of loan assets, with the trading partners and assets in Asia Pacific, the Middle East and South Africa, etc.

Institutional Business

In 2016, the Bank’s institutional business has achieved breakthroughs in key areas such as the transformation and
restructuring of its asset business, the implementation of the “blue ocean strategy” for central banks and sovereign wealth
funds, the development of quality asset business of non-bank financial institutions, increased interbank collaboration and
innovative business development in the “Free Trade Zone” (FTZ). The achievements can be classified into three categories.
Firstly, the Bank raised the standards of product innovation. It captured the opportunities on the market by rolling out the
“reverse” series of trade financing products, panda bonds issuance service, re-issuance of letters of credit (L/C) for banks,
forfaiting trading, fixed income collateralized leverage facility and other innovative businesses. Secondly, the Bank expanded
its target customer base. It actively developed the asset business with non-bank financial institutions such as securities firms,
asset management companies and insurance companies, etc. in Hong Kong based on its understanding of their needs. Thirdly,
following its “blue ocean strategy”, the Bank strengthened its cooperation with central banks and sovereign institutions. It also
successfully hosted the 2016 Chinese Economy Forum and the Offshore Renminbi Seminar for its central bank clients.

In 2017, the Bank’s institutional business will closely follow the economic trends and keep abreast of the needs of its

customers. It will press on with the transformation and restructuring of its business so as to strengthen its capability to
generate profit consistently and increase its influence in both the market and the banking industry.
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Asset Management

In 2016, the Bank’s wholly owned subsidiary, ICBC (Asia) Investment Management Company Limited (“ICBCAIM”),
maintained steady growth in both the offshore and cross-border Renminbi businesses and successfully developed several
special structured fund products. Presently, ICBCAIM’s existing assets under management amount to HKD19.8 billion,
including HKD3.6 billion worth of QDII products, and HKD2.34 billion worth of QFII and RQFII products.

In the offshore market, ICBCAIM continued to develop its business by deepening the collaboration with central banks in
Europe and other regions. In July 2016, ICBCAIM successfully hosted a seminar on Renminbi’s internationalization in Hong
Kong. It also participated in the annual conference of central banks held by International Monetary Fund in Washington in
October of the same year. In that conference, ICBCAIM met with several central banks to discuss opportunity for cooperation
in facilitating the development of asset management. In addition, ICBCAIM continued to cooperate closely with ICBC, ICBC
Europe and the private banking department of the Bank by jointly launching the China Opportunity RQFII Bond Fund and
ICBC Enhanced Global Dynamic Fund in 2016 through the European retail UCITS and private SIFS platforms.

In 2017, ICBCAIM’s main task is to expand the size of its assets under management by strengthening existing sales channels
and by strengthening cooperation with ICBC’s overseas and domestic branches in innovating investment products as well as
in developing mainland China’s market.

Credit Card Business

In 2016, Hong Kong’s retail market was slowing down. This also exacerbated the already intense competition among peers. To
cope with the situation, the Bank’s credit card business adopted layered marketing and market segmentation, and broadened
its customer base with themed promotional campaigns for credit cards and with added features.

As to the credit card issuing business, the Bank formed a strategic alliance with AXA Hong Kong to jointly launch co-
branded credit cards for insurance, which targeted mid-range and high-end customers. Meanwhile, the Bank’s merchant
acquiring business adjusted the structure of its merchant portfolio and enlarged the income source. For instance, it stepped
up the effort to include in its merchant portfolio such businesses as grocery stores, convenience stores, restaurants and large
shopping malls, and the initiative yielded a breakthrough, as reflected by the momentum of considerable good in the merchant
acquiring business. The Bank’s unsecured loan business enhanced its products and improved its internal management. This
boosted both the development of the lending business and profitability.

RMB Business

In 2016, financial markets around the world and Renminbi’s exchange rate fluctuated wildly. Renminbi deposits in the
offshore market of Hong Kong decreased sharply. Unexpected and unpredictable incidents occurred several times during the
second half of 2016, and there was rising expectation of Renminbi’s depreciation.

As to the Bank’s Renminbi loan business, it is expected that the pressure for Renminbi’s devaluation will continue to mount
in 2017. However, the prospect of possible competition between China and the United States and that of possible changes to
policies have led to rising expectation of volatility of Renminbi’s exchange rate, whether it be appreciation or devaluation.
As a result, the demand for hedges against adverse price movements in assets and liabilities denominated in Renminbi will
increase. This will present more opportunities for offshore Renminbi business. With the inclusion of Renminbi in the Special
Drawing Right (SDR) valuation basket, the launch of Shenzhen and Hong Kong Stock Connect and the major progress in
China’s “Belt and Road” initiative, the interconnection between onshore and offshore markets for Renminbi is expected to
increase. This will stimulate the demand for assets denominated in Renminbi and bring new business opportunities to the
Bank.
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On the Renminbi interbank market, the Bank remained one of the most important market makers as the volume of its offshore
Renminbi (CNH) interbank lending and that of its trading on behalf of clients grew significantly compared with those in 2015.
The Bank also ranked among the top industry players in terms of the trading volume on the spot market.

The Bank actively conducted its marketing campaigns to promote the cross-border Renminbi business. In 2016, the Bank took
part in the campaign jointly conducted by Hong Kong Monetary Authority, Her Majesty’s Treasury (HM Treasury) of the
United Kingdom and other institutions to promote Renminbi. The participation enhanced the Bank’s status and professional
image in the market for offshore Renminbi.

As to its Renminbi clearing and settlement business, the Bank was appointed by Hong Kong Exchanges and Clearing Limited
as a Settlement Bank of Hong Kong Securities Clearing Company Limited (“HKSCC”) and a one of the Clearing Members of
OTC Clearing Hong Kong Limited in 2016. This will help to enhance the Bank’s internal operating system and to promote its
Cross-border Inter-bank Payment System (CIPS), thus enabling it to increase its share of the market for clearing service.

Chinese Mercantile Bank

In 2016, Chinese Mercantile Bank (CMB), the Bank’s wholly-owned subsidiary, achieved steady growth in its various
businesses. The annual pre-provision profit increased by 0.60% to HKD1.904 billion. The provision coverage ratio reached
202.67%, or 4.6 percentage points higher than at the beginning of the year. This shows that the Bank enhanced its capability to
withstand risks.

In 2016, CMB actively adjusted its business strategy. While adhering to the guidelines for work, namely “minimizing risks,
controlling scale, stabilizing profit”, CMB developed its business at a moderate pace to make risks manageable. It struck a
balance between speed of development, scale of business, quality of growth and profitability. It also implemented dynamic
management of the sizes of assets and liabilities and accelerated the restructuring. In addition, CMB focused on developing its
general business of taking deposits and lending while actively reducing the scale of its non-banking business, thus enhancing
its capability to sustain development.

Throughout the year, CMB speeded up the pace of transformation. In terms of product innovation, CMB launched new
types of businesses, such as “Qianguanjia ( [EEE XK1Y, “Zhidaitong ( [ H £r48 ])” and structured deposits, and successfully
obtained the certificate that qualified it for fund sales. CMB also improved its risk management system by establishing a
market risk management system, enhancing the due diligence and stepping up the procedure for reviewing and approving
loan applications, strengthening the management of internal control and regulatory compliance. All these measures were
aimed at improving the overall risk control. In terms of system construction, CMB comprehensively upgraded both the
personal and corporate online banking. Also, the Bank successively launched systems for Anxin account custody business,
business tax to value-added tax, external fraud risk and integrated post-loan management, etc.

In addition, CMB received acclaims by winning the “Outstanding Dealer Award” in the China Bond Market, “Cross-board
Financial Service Award” from “Shenzhen Special Zone Daily” and “Social Responsibility Evaluation Tristar Rating”, which
was the highest rating by the Shenzhen Social Responsibility Improvement Association. As a result, CMB’s market position
and brand influence were further enhanced.

In 2017, CMB will endeavour to improve its profitability and the quality of its services and growth. Specifically, it will
restructure its business mix and reform its management system. CMB will also pay attention to the operating model of
“commercial + investment banking” and that of “domestic + overseas businesses” so as to constantly enhance its strategic
synergy and cooperation with ICBC (Asia). These measures will facilitate CMB’s development into a visionary bank with a
global perspective.
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Human Resources

The Bank always regards its staff as its most valuable asset. It adopts a “people-oriented” management concept and constantly
improves its human resources policies and measures in order to create more opportunities for its employees and to drive the
development of both the Bank and its employees.

In line with the business strategies and on-going development of its businesses, the Bank continued to step up efforts to recruit
and foster talent by enriching recruitment channels and establishing an internal talent pool. As of 31 December 2016, the
Bank’s total number of employees was 2,507.

The Bank emphasizes the nurturing of talents as well as the development of its employee’s abilities and careers. During the
year, it implemented different talent development programs to meet the needs of the career development of employees of
different ranks, including the reserve talents development programs for managerial personnel and the “SEED” program for
speeding up the growth of talents. The Bank also introduced tools for assessing the employees’ abilities so as to make the talent
management more scientific and professional.

The Bank provided its employees with a wide range of professional courses during the year and organized over 450 sessions
of various training classes, including strategic perspective courses arranged for the Bank’s senior management, a series of
leadership courses organized for supervisory personnel, work exchange and training programs for the staff of the Bank’s
various business functions organized at the ICBC’s branches and training institutions and training courses in enhancement of
skills and abilities for the jobs and regulatory compliance, etc.

In 2016, the Bank continued to implement the management concept and mechanism of linking individual and corporate
performance so as to align the staffs’ individual objectives with the Bank’s business plan. This enhances the performance of
both the Bank and its employees.

The Bank cares about the employees’ well-being, both mentally and physically. It collects and understands employees’ views
on medical insurance services by conducting surveys. It also organized a variety of health seminars and recreational activities
for them throughout the year to ensure their physical and mental happiness.

In addition, the Bank continued to organize such activities as “face-to-face interaction” and “cross-team communication”
during the year in order to facilitate internal communication and enhance team spirit and management efficiency.

Corporate Social Responsibility

The Bank adheres ICBC’s corporate belief in: “Serving Customers, Rewarding Shareholders, Development of Employees,
Giving Back to Society”, the Bank plays an active part in promoting the welfare of society and fulfils its corporate social
responsibility. In 2016, the Bank was awarded the 10 Years Plus Caring Company Logo by The Hong Kong Council of Social
Service as a commendation for its contribution and long-standing commitment to community service for over a decade.

As the Chairman of Caritas Hong Kong Fund Raising Committee for 18 consecutive years, the Bank remains committed to
fully supporting Caritas Hong Kong in its fund raising activities, including organizing the Charity Golf Day, donating money
to the Caritas charity events, sponsoring Caritas’s charity sales of cookies, taking part in bazaars, participating in the sales of
Caritas raffle tickets and placing donation boxes at its branches, etc. Our staff also participated in voluntary work, “ L 51
P X W55 B[R] 447, as a way to serve a wider section of the society, they donated money to and contributed their effort to
charitable causes to spread the Bank’s love and care to people of all walks of life. In 2016, the Bank helped Caritas Hong Kong
raise more than HK$3.6 million, which was a record high.
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Apart from this, the Bank also participated in other diverse charitable activities of different charitable organizations in Hong
Kong. With respect of charitable activities, more than one hundred staff members and their families joined the “2015/2016
Hong Kong & Kowloon Walk” organized by the Hong Kong Community Chest. Besides, the Bank participated “Bloomberg
Square Mile Relay” which was aimed at promoting healthy lifestyle. Moreover, the Bank organized the staff members to
accompany children from low-income families to visit Hong Kong Sha Tau Kok farm. The activity was aimed at educating
the children on the importance of nature and ecological conservation. In addition, the Bank organized some of its staff
members and their children into a team of volunteers to raise fund by selling flags on “Community Chest Flag Day”, its aim
was to cultivate a sense of civic duty in the next generation. The Bank has also applied its financial knowledge and expertise
to charitable activities so as to promote financial education. In 2016, it enthusiastically participated in a series of charitable
activities hosted by The Hong Kong Association of Banks, of which it is a member. The activities included “Youth Financial
Education Programme”, “ATM Education Programme” and “Financial Education Workshop”, etc. In order to contribute
to the development of cultural activities and arts, the Bank was the exclusive sponsor of the finale performance of the Hong
Kong Arts Festival in 2016 for four years running. The sponsorship was aimed at promoting the development of Hong Kong’s
world-class arts events.

The Bank will continue to contribute to the charitable causes of Hong Kong and to fulfil its corporate social responsibility so
as to help build a united, harmonious and compassionate society.
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Biographical Details of Directors & Senior Management

Ms. Gao Ming (Chairman & Executive Director)

Ms. Gao, aged 51, was appointed as the Chairman and Executive Director of the Bank in February 2017, and she is the
Chairman of Strategy and Corporate Governance Committee of the Bank. Ms. Gao holds a Master Degree in Applied Finance
from Macquarie University and a Master Degree in English from Jilin University of Technology. She has over 26 years of
banking business experience and previously 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. Jiang Yisheng (Executive Director ¢ Chief Executive Officer)

Mr. Jiang, aged 49, was appointed as an Executive Director and Chief Executive Officer of the Bank in December 2015. He
also serves as a Member of Strategy and Corporate Governance Committee and Risk Management Committee of Board of
Directors of the Bank. Mr. Jiang holds a Bachelor’s Degree of Electrical Engineering from Xi’an Jiaotong University and a
Master’s Degree in Economics of Money and Banking from Shanxi Institute of Finance & Economics. He has over 20 years of
banking business experience and served in several positions including Chief Executive of Industrial and Commercial Bank of
China Limited, Zhuhai Branch, Deputy Chief Executive of Guangdong Provincial Branch of Industrial and Commercial Bank
of China Limited and Chief Executive Officer of Industrial and Commercial Bank of China (Macau) Limited.

Mr. Ip Koon Tung (Executive Director, Deputy Chief Executive, Alternate Chief Executive ¢ Chief Risk Officer)

Mr. Ip, aged 54, joined the Bank in February 2013 as a Deputy Chief Executive and was appointed as an Executive Director, an
Alternate Chief Executive and Chief Risk Officer of the Bank in April 2014. He also serves as a Member of Risk Management
Committee of Board of Directors of the Bank. Mr. Ip holds a Bachelor’s Degree and a Master’s Degree in Business
Administration from The Chinese University of Hong Kong. He is a Certified Financial Analyst. Mr. Ip has over 30 years of
banking business experience. Prior to joining the Bank, Mr. Ip was Chief Credit Officer of Hang Seng Bank Limited. He is
currently the President of the Hong Kong Chapter of the Risk Management Association.

Mr. Hong Guilu (Non-executive Director)

Mr. Hong, aged 50, was appointed as a Non-executive Director of the Bank in December 2016. He also serves as a Member of
Audit Committee, Nomination 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 16 years of banking experience and
is the 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. Ma Xiangjun (Non-executive Director)

Mr. Ma, aged 45, was appointed as a Non-executive Director of the Bank in August 2015. He is the Chairman of Risk
Management Committee of Board of Directors and also a Member of Remuneration Committee of the Bank. Mr. Ma holds a
Master’s Degree in Economics from Shandong University and a Master’s Degree in Business Administration (International)
from The University of Hong Kong, and is qualified as a Senior Economist. Mr. Ma has over 22 years of banking experience
and is the 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.
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Professor Wong Yue Chim, Richard, S.B.S.,J.P. (Independent Non-executive Director)

Professor Wong, aged 64, was appointed as an Independent Non-executive Director of the Bank in July 2000. He is the
Chairman of Audit Committee and also a Member of Strategy and Corporate Governance Committee and Remuneration
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.

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

Mr. Tsui, aged 67, was appointed as an Independent Non-executive Director of the Bank in August 2000. He is the Chairman
of Nomination Committee 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.
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Mr. Yuen Kam Ho, George, FHKIoD (Independent Non-executive Director)

Mr. Yuen, aged 72, 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, Strategy
and Corporate Governance Committee and Nomination Committee of the Bank. He is currently an independent non-
executive director of Easy One Financial Group Limited and Hsin Chong Group Holdings Limited, both are Hong Kong
listed companies. 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. Mr. Yuen was the Panel member of the Central Policy Unit of the Government of the HKSAR on the Pan-Pearl
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 Special
Adpvisor of the China National Committee for Pacific Economic Cooperation (PECC China); a Standing Committee member
of the Convocation of The University of Hong Kong; 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. Choi Yiu Kwan, $.B.S., FHKIB (Independent Non-executive Director)

Mr. Choi, aged 62, was appointed as an Independent Non-executive Director of the Bank in January 2013. He is the Alternate
Chairman of Audit Committee and Risk Management Committee of Board of Directors and a Member of Strategy and
Corporate Governance Committee of the Bank. Mr. Choi holds a Higher Certificate in Accountancy (ACCA) from the
Hong Kong Polytechnic University and is a fellow member of the Hong Kong Institute of Bankers and the Treasury Markets
Association. Mr. Choi has over 37 years of experience in banking supervision. He held various positions in the Office of the
Commissioner of Banking of the Hong Kong Government between November 1974 and March 1993. He joined the Hong
Kong Monetary Authority in April 1993 and held various positions including the Head of the Banking Policy Department,
the Head of Administration, the Executive Director (Banking Supervision), the Deputy Chief Executive (Monetary Policy and
Reserves Management) and the Deputy Chief Executive (Banking Supervision) until retirement in January 2010. Mr. Choi is
also an Independent Non-executive Director of HSBC Bank (China) Co. Ltd. as at the date of this Report. He was awarded the
Silver Bauhinia Star in 2010 by the Government of the HKSAR.
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Dr. Wu Jie Si (Independent Non-executive Director)

Dr. Wu, aged 65, was appointed as an Independent Non-executive Director of the Bank in March 2013. He also serves as a
Member of Audit Committee, Strategy and Corporate Governance Committee and Remuneration Committee 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 30 years corporate management and investment experience
and is the Chairman of the Shenzhen Fuhaiyintao Asset Management Co., Ltd.. Dr. Wu is currently holding directorships
in certain Hong Kong listed companies, including an Independent Non-executive Director of Beijing Enterprises Holdings
Limited, an Independent Non-executive Director of China Taiping Insurance Holdings Company Limited, an Non-executive
Director of Sliver Base Group Holdings Limited and a Non-executive director of Shenzhen Investment Limited. Dr. Wu is also
an Independent Director of China Citic Bank International Limited. Dr. Wu 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.

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

Mr. Leung, aged 54, joined the Bank in July 2001 and was appointed as a Deputy Chief Executive of the Bank in August 2011.
He was appointed as Alternate Chief Executive of the Bank in April 2016. Mr. Leung is currently responsible for the Banks’
personal banking business, private banking business, credit card business, SME banking business, personal loan business and
securities brokerage business. 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). He has over 20 years of experience in corporate finance.

Mr. Tong Hee Keung, Samuel (Deputy Chief Executive)

Mr. Tong, aged 59, was appointed as a Deputy Chief Executive of the Bank in August 2011. He is currently responsible for the
Bank’s corporate banking business, institutions business and asia-pacific banking business. Mr. Tong holds a Master’s Degree
in Business Administration from the University of Brunel, United Kingdom. Mr. Tong is also an associate member of The
Chartered Institute of Bankers and has over 30 years of corporate and commercial banking experience.

Ms. Luo Lijun (Deputy Chief Executive)

Ms. Luo, aged 45, joined the Bank in June 2012 as an Assistant Chief Executive. She was appointed as a Deputy Chief
Executive of the Bank in August 2016. She is currently responsible for the Banks’ internal control and compliance, legal,
operations management, and special assets business. She holds a Bachelor’s Degree in History from Renmin University of
China, a Master’s Degree in Economics from The School of Finance of Renmin University of China and a Master’s Degree in
International Business Administration from Fudan University and The University of Hong Kong. Ms. Luo had further study
at the University of Illinois, U.S.A. between August 2009 and June 2010. Ms. Luo has over 24 years of banking management

experience.
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Mr. Wang Chaoming (Assistant Chief Executive ¢ Chief Information Officer)

Mr. Wang, aged 47, joined the Bank in May 2011 and was appointed as an Assistant Chief Executive and Chief Information
Officer in July 2015. He is currently responsible for the Bank’s information technology, product development, electronic
banking business 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 22 years of banking experience.

Mr. Li Dong (Assistant Chief Executive)

Mr. Li, aged 41, joined the Bank in May 2016 and was appointed as an Assistant Chief Executive in November 2016. He is
currently responsible for the Bank’s corporate banking business, global capital financing business, custody services and
asset management 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 19 years of banking experience.

Mr. Lu Jian (Assistant Chief Executive)

Mr. Lu, aged 40, joined the Bank and was appointed as an Assistant Chief Executive in February 2017. He is currently
responsible for the Bank’s global market business, asset and liability business, trade finance business and management
information. 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 Univesrity of Science and Technology. He is also a Chartered
Financial Analyst Charterholder. Mr. Lu has over 17 years of banking experience. He had served in the Bank for over 7 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.
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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 2016.

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 2016 are
set out in the consolidated income statement on page 67.

The Board has not recommended the payment of final dividend for
the year ended 31 December 2016.

RESERVES

Profit attributable to shareholders of HK$7,395,366,000 (2015:
HK$6,783,664,000) 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$3,668,000.

INVESTMENT PROPERTIES AND PROPERTY, PLANT
AND EQUIPMENT

Details of the movements in investment properties and property,
plant and equipment of the Group 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 Group during the
year 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.

2016 2015 2014 2013 2012
T#xL THIT T T T T

HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000

e Results

I 5 A i ] Profit attributable to shareholders 7,395,366 6,783,664 6,370,245  5256,656 4,014,682

HERAM Assets and liabilities

B Total assets 798,674,517 733,551,025 680,618,627 569,756,920 425,681,186

=Rk Total liabilities 714,788,371 663,213,567 629,094,051 525,297,177 385,780,147

P2 R Total equity 83,886,146 70,337,458 51,524,576 44,459,743 39,901,039

HEH BOARD OF DIRECTORS
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The Board of the Bank during the year and up to the date of the
report was:

Ms. Gao Ming (appointed on 1 February 2017)

Mr. Jiang Yisheng

Mr. Ip Koon Tung

Mr. Hong Guilu* (appointed on 5 December 2016)

Mr. Ma Xiangjun*

Professor Wong Yue Chim, Richard, ss.s.j».**

Mr. Tsui Yiu Wa, Alec**

Mr. Yuen Kam Ho, George, FHKIoD**

Mr. Choi Yiu Kwan, s.B.s., pakis**

Dr. Wu Jie Si**

Mr. Chen Aiping (resigned on 16 December 2016)

Mr. Jiang Yulin* (resigned on 4 May 2016)

Mr. Lin Qian* (resigned on 4 May 2016)

Mr. Yang Xuening* (appointed on 5 December 2016 and
resigned on 3 March 2017)

* Non-executive Director
A Independent Non-executive Director
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Mr. Chen Aiping resigned as Chairman and Executive Director with
effect from 16 December 2016. Mr. Jiang Yulin and Mr. Lin Qian
resigned as Non-executive Directors with effect from 4 May 2016.
Mr. Yang Xuening resigned as Non-executive Director with effect
from 3 March 2017.

Following the above changes, Ms. Gao Ming was appointed as
Chairman and Executive Director with effect from 1 February 2017
and Mr. Hong Guilu was appointed as Non-executive Director with
effect from 5 December 2016.

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, Ms.
Gao Ming and Mr. Hong Guilu, will retire at the forthcoming
annual general meeting and being eligible, 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,
Mr. Ip Koon Tung and Professor Wong Yue Chim, Richard
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 Bank posted a full list of the names of the Directors of the
Bank’s subsidiaries on the Bank’s website and the public can access
the list in the website address listed below:

http://www.icbcasia.com/ICBC/i8 #1347/ ARV YH/EN/About_Us/
Contact_Us/Subsidiaries/default.htm

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 2016, 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 49 to 59 of its 2016 Annual
Report.

COMPLIANCE WITH THE BANKING (DISCLOSURE)
RULES

The financial statements for the year ended 31 December 2016

comply fully with the applicable disclosure provisions of the
Banking (Disclosure) Rules.
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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, 21 March 2017
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The Bank is committed to maintaining and upholding high
standards of corporate governance practices. Throughout the year
ended 31 December 2016, 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”).
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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.

AT Z A SRR IR CORPORATE GOVERNANCE STRUCTURE OF THE
BANK

WA

HEBREHE

Board of Directors

Audit Committee

e o= o=

WA A M - WA :

A

Members: Members: Members: Members: Members:
ETWEIT > sps. kvt w2 (LF) R S A () AW S > FHKIOD® B E A ()

() Ms. Gao Ming (Chairman) Mr. Tsui Yiu Wa, Alec* (FI#) Mr. Ma Xiangjun (Chairman)
Professor Wong Yue Chim, B R 3 (Chairman) Mr. Yuen Kam Ho, George, SEWE B S 5 sBS. » FHKIB

Richard, sBs.Jp* Mr. Jiang Yi‘sheng ! KA A > raKIoD? FHKIoD' (Chairman) (BFEZLIE)

(Chairman) ETHBR - sbs. & %Mi Mr. Yuen Kam Ho, George, ~EFMWi#d% > sps.» Aopsi+®  Mr. Choi YiuKwan, sBs, FHKIB"
BEWBE S5 > sBS, FHKIB' Pr(l){fies;ord\l\/ong Yuf Chim, T Professor Wong Yue Chim, (iltemate Chairman)

(B IEZI) T it W B B ek Richard, s, 127 REEEE
Mr. Choi Yiu Kwan, $..5, FHKIB* Mr. Yuen Kam Ho, George Mr. Hong Guilu [y L I;/Izr. Jiang Yisheng

(Alternate Chairman) F’HKIoD,, ’ > Mr. Tsui Yiu Wa, Alect REWE > mxop
ERMEAE S SR e > s, FHKIB Ve 95N LA g M:Ii‘:e;Km Ho, George,
f%:%i Wa, Alec* Mr. Choi Yiu Kwan, Dr. Wu Jie Si * 5 ﬁ; et
T2y oy # # s

I N 'B'S{;HKIB . I ﬁ%i . Mr. Ip Koon Tung
Dr. Wu Jie Si AR L Mr. Ma Xiangjun
R B EA Dr. Wu Jie Si ¢
Rt

Mr. Hong Guilu

N HTER

Mr. Hong Guilu

*  Independent Non-executive Directors
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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.

To further enhance corporate governance standard, 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.

Board Structure

As at the date of this report, the Board consisted of ten Directors
comprising three Executive Directors, two Non-executive Directors
and five Independent Non-executive Directors. Both the number
and percentage of the Independent Non-executive Directors 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 2016 Annual Report.

Board Process

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. Director(s) may seek independent
professional advice 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 ata
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. The appointment of new
Directors will be discussed by Nomination Committee before
recommending to the Board for consideration and approval after
due deliberation. 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 Independent Non-executive Directors 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.

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. Mr. Ip Koon Tung and Professor Wong Yue Chim,
Richard will offer themselves for retirement and, being eligible, be
entitled for re-election at the forthcoming annual general meeting
of the Bank.

Ms. Gao Ming was appointed as Chairman and Executive Director
with effect from 1 February 2017. Mr. Hong Guilu was appointed
as Non-executive Director with effect from 5 December 2016. 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 since retired and be re-elected for over three years.

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.
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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.

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 2016, 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 functions and responsibilities.
All Board Committees are comprised mainly of Non-executive
Directors. 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.

Audit Committee

Audit Committee assists the Board in meeting its responsibilities
for ensuring an effective system of internal control and compliance,
and in meeting its external financial reporting obligations.

Audit Committee held four meetings during the year 2016 and
all the meetings were with the participation of the relevant senior
managers and internal audit officers of the Bank and representatives
from the external auditors of the Bank. Major works performed by
Audit Committee were summarised as follows:

Met with external auditors to discuss the general scope of their
audit work;

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

- Reviewed the external auditor’s 2016 audit plan;
- Reviewed the external auditor’s reports and findings and the
management response;

- Reviewed the internal audit plan for the year of 2016;
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- Reviewed the internal audit reports covering the evaluation of
internal control;

- Reviewed the audited financial statements for financial year
ended 31 December 2015;

- Reviewed the Interim Financial Disclosure Statements for the
six months ended 30 June 2016;

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

- Reviewed the work performed by Legal and Compliance
Department of the Bank for the year of 2016.

Audit Committee 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 60 and 66 of the Bank’s 2016 Annual Report.

Strategy and Corporate Governance Committee

Strategy and Corporate Governance Committee 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.
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In 2016, Strategy and Corporate Governance Committee held three
meetings. The major works performed by Strategy and Corporate
Governance Committee during the year included:

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

- Reviewed the Compliance works report of the Bank for the year
of 2015;

- Reviewed the “Capital management policy” of the Bank; and

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

Risk Management Committee of Board of Directors

Risk Management Committee of Board of Directors reviews the
Bank’s position in various risks and endorses risk management
principles, basic 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, strategic
and reputation risks.

In 2016, Risk Management Committee of Board of Directors held
five meetings. The major works performed by Risk Management
Committee of Board of Directors during the year included:

- Reviewed the risk management reports of the Bank regularly,
including the stress-testing results for major risks etc;

- Approved “ICBC Asia’s Recovery Plan”;

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

- Reviewed and approved the risk management policies 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.
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Remuneration Committee

Remuneration Committee 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 and control
environment. Remuneration Committee is also responsible for
recommending to the Board on the Bank’s remuneration policy
framework.

In 2016, Remuneration Committee held two meetings. The major
works performed by Remuneration Committee 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 2015 and made recommendation
to the Board;

- Considered the Directors’ fee of the Non-executive Directors
and Independent Non-executive Directors for the year ended
31 December 2015 and made recommendation to the Board;

- Considered the remuneration policy on distribution of
performance bonus of the Bank for the year ended 31
December 2016 and made recommendation to the Board; and

- Reviewed the remuneration policy and planning of the Bank.

Information relating to the remuneration of the Directors for 2016
is set out in Note 17 to the financial statements.
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Nomination Committee

Nomination Committee is responsible for assessing the suitability
of the candidates and recommending to the Board all new
appointments of Directors and senior management executives.
Nomination Committee also reviews the structure and composition
of the Board on a regular basis, and assesses the efficiency of the
Board.

In 2016, Nomination Committee held two meetings. Major works
performed by Nomination Committee during the year included:

- Reviewed the Board Performance Appraisal Report and
circulated to the Board;

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

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

- Considered the changes of committee members of the Board
Committees of the Bank and made recommendation to the
Board;

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

- Performed annual review of the tenure of the existing Directors
of the Bank.

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).
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Apart from the Board Committees, the Board has also established
the Executive Committee, which reports to the Board. 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 the 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
arrangement.

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.

The Internal Audit Department plays an important role in the
Bank’s internal control framework. It performs regular checks to
ensure due compliance with policies and procedures. It monitors
the effectiveness of internal control procedures and compliance
with stated policies and standards across all departments of the
Bank. It also evaluates the Bank’s internal control on an ongoing
basis and 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 Audit
Committee 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
2016, 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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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 67 to 212, which comprise the
consolidated statement of financial position as at 31 December 2016, 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 2016 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 of advances to customers

Refer to notes 2.8(a) and 25.2 to the consolidated financial statements on pages 85

and 181 respectively.
Key Audit Matter

The current economic
environment in Hong Kong
and mainland China has
contributed to an overall
increase in impairment of
advances to customers across
the banking industry.

The amount of non-performing
loans of the Group increased
from HK$2,524 million as at 31
December 2015 to HK$3,143
million as at 31 December
2016, with total impairment
allowances amounting to
HK$3,801 million as at 31
December 2016.

Impairment of advances to
customers is a subjective area
due to the level of judgement
applied by management in
determining allowances.

From the Group’s perspective,
the portfolios which gave rise
to the greatest uncertainty
in determining impairment
allowances were those where
impairment allowances
were derived from collective
assessment models, where
the advances to customers
were unsecured or where the
advances to customers were
subject to potential collateral
shortfalls.

How the matter was addressed in our audit

Our audit procedures to assess the
impairment of advances to customers
included the following:

assessing the design, implementation
and operating effectiveness of
key internal controls over the
approval, recording, monitoring
and restructuring of advances to
customers, the credit grading process
and the measurement of impairment
allowances for individually assessed
advances to customers;

evaluating the validity of the models
used and assumptions adopted in
the Group’s calculation of collective
impairment allowances by critically
assessing input parameters involving
subjective judgement, seeking
collaborative evidence from external
sources and comparing the historical
losses against the Group’s other
internal records and our prior year
records. As part of these procedures,
we challenged the Group’s revisions
to estimates and input parameters, the
consistency of judgement applied in
the use of economic factors, the loss
emergence period and the observation
period for historical losses. We
compared the economic factors used
in the models to market information to
assess whether they were aligned with
market and economic development.
We also assessed the emergence period
by tracing the lifecycle of overdue
accounts from the specific credit
event to downgrading the account
to a non-performing loan. Having
considered the above, we performed
re-calculations to assess the amount of
collective impairment allowances;
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KEY AUDIT MATTERS (continued)

Impairment of advances to customers

Refer to notes 2.8(a) and 25.2 to the consolidated financial statements on pages 85

and 181 respectively.
Key Audit Matter

The determination of collective
impairment allowances is
heavily dependent on the
external macro environment
and the Group’s internal credit
risk management strategy. The
Group’s collective impairment
allowances are derived from
estimates including the Group’s
historical losses for loans,
the loss emergence period
(i.e. the time lapse between
the occurrence of the event
causing eventual default to the
actual charge-off) and other
adjustment factors.

Individual impairment allowances
are estimated by management
once objective evidence of
impairment becomes apparent.
Management exercises judgement
in determining the quantum of
loss based on a range of factors.
These include available remedies
for recovery, the financial situation
of the borrower, collateral
valuation, the seniority of the
claim and the existence and
cooperativeness of other
creditors. Whilst the Group
appoints external valuers for
the valuation of certain
property and other illiquid
collateral, enforceability,
timing and means of realisation
also affect the ultimate
collectability and thereby the
amount of impairment
allowances as at the reporting
date.

We identified impairment
of advances to customers as
a key audit matter because
of the inherent uncertainty
and management judgement
involved and because of its
significance to the financial
results and capital of the
Group.

How the matter was addressed in our audit

assessing the impairment allowances
for individually impaired advances
to customers by selecting samples
for credit review by using a risk-
based approach. We analysed the loan
portfolio by industry sector to select
samples for credit review in industries
more vulnerable to the current
economic slowdown. We engaged our
information technology specialists to
assess the compilation of the overdue
report. We also selected samples
based on other risk criteria such as
frequent overdue history, adverse
news about the borrowers’” customers,
the industries in which they operate
and about events affecting related
companies;

critically assessing the forecast cash
flows for impaired loans, challenging
the viability of the Group’s recovery
plans, evaluating the timing and
means of realisation of collateral
and considering other sources of
repayment asserted by management.
We also assessed the consistency
of management’s application of
key assumptions, assessed the
reasonableness of any change in basis
and compared the data to our own data
sources;

evaluating the competence and
integrity of the external valuers
engaged by the Group to value
certain collateral and comparing the
valuation of collateral provided by the
external valuers with publicly available
information on a sample basis; and

for the key underlying systems used
for the processing of transactions in
relation to advances to customers we
utilised our information technology
specialists to assess the design,
implementation and operating
effectiveness of a selection of relevant
automated controls within these
systems. We also assessed the design,
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.
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KEY AUDIT MATTERS (continued)

Assessment of the fair value of financial instruments

Refer to notes 2.7(f), 2.10, 23, 24 and 26 to the consolidated financial statements on
pages 84, 89, 173, 174 and 184 respectively.
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Key Audit Matter

At 31 December 2016 the fair
value of the Group’s financial
instruments was HK$99,773
million of which HK$58,959
million, HK$40,685 million
and HK$129 million were
classified under the fair
value hierarchy as level 1, 2
and 3 financial instruments
respectively.

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.

We identified the assessment
of the fair value of financial
instruments as a key audit
matter because of the degree of
complexity involved in valuing
certain financial instruments
and the degree of judgement
exercised by management in
determining the inputs used in
the valuation models.

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

for the key underlying systems used
for the processing of transactions in
relation to financial instruments we
utilised our information technology
specialists to assess the design,
implementation and operating
effectiveness of a selection of relevant
automated controls within these
systems. We also assessed the design,
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.
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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.

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.
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Industrial and Commercial Bank of China (Asia) Limited

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.

. 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.
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AUDITOR’S RESPONSIBILITIES FOR
THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (continued)

. 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

21 March 2017
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For the year ended 31 December 2016
(FE41)
(Restated)
2016 2015
B T#x THTT
Notes HK$’°000 HKS$’000
FEUA Interest income (6) 18,241,846 17,739,246
FE S Interest expense (6) (9,098,991) (9,222,004)
A A Net interest income (6) 9,142,855 8,517,242
& PRI TN Fee and commission income (7) 2,464,051 2,187,059
Wi B AR 4 3 Fee and commission expense (7) (308,540) (345,397)
& Y TEA TN ] Net fee and commission income (7) 2,155,511 1,841,662
B WA Net trading income (8) 1,067,453 1,070,538
1578 LA P EER I R RAR Net gain on financial assets and liabilities designated at
S Rl A AR T AR fair value through profit or loss 9) 18,419 1,372
A 4 R g 2 BRI A Dividend income from financial investments (10) 7,475 8,950
Hofth % ZE U A Other operating income (11) 17,932 36,471
BREBA Operating income 12,409,645 11,476,235
mE W Operating expenses (12) (2,790,811) (2,700,084)
RAUBRWAL IR K 2 BB Operating profit before impairment losses 9,618,834 8,776,151
R (L 8 R S Charge for impairment losses on loans and advances (14) (878,597) (1,311,942)
L EH 5 4 AR (B 4R Ak [ 48 Write back of impairment losses on available-for-sale
financial investments 67,050 137,298
PERMRAL IR 2 B Rl A Operating profit after impairment losses 8,807,287 7,601,507
EX RS g#@%{ﬁi bl Revaluation gain on investment properties (30) 1,262 13,002
W B A 2 e R T Net loss from property, plant and equipment (15) (2,889) (1,803)
LA B R A ) B A ) i ) Gain on disposal of subsidiary and associate 2,984 -
H B HUE R Loss on disposal of loans and advances (322) -
HE AR L Y < 5 2 TN Net gain on disposal of available-for-sale financial
investments 233,439 760,079
HEREA 2 B0 8 R BOE 2 05 ik A Net gain on disposal of held-to-maturity financial
investments 5,909 -
BREA Operating profit 9,047,670 8,372,785
JREAW W5 3k A Share of profits of associates 21,064 19,262
I3 B i ¥k Profit before tax 9,068,734 8,392,047
FT A58 B S Income tax expense (16) (1,673,368) (1,608,383)
AR Y 7S BT B SR RE AT i A Profit for the year attributable to shareholders of the
Bank 7,395,366 6,783,664
A5 B 28 ) — SEAS Earnings per share — Basic and diluted (19) HK$2.87 HK$3.10
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For the year ended 31 December 2016
2016 2015
T#T THIC
HK$°000 HK$’000
AR B A Profit for the year 7,395,366 6,783,664
AW ER SRR RGEH - Item that will not be reclassified to income statement:
SRATYISE T AL B Bk Revaluation surplus on bank premises 20,002 48,483
FT A5 R 2 Income tax effect (2,925) (8,315)
17,077 40,168
WA H R ER A BE Items that may be reclassified subsequently to income
WaiFZHH : statement:
Bl 2 Hp THZ Change of fair value of hedging instruments under cash
N TAEE ) flow hedges (28,734) 2,270
RGN 2 Income tax effect 4,741 (374)
(23,993) 1,896
LS SR a2 Change in fair value reserve of available-for-sale
N1 (L fr s 2 B financial investments (838,030) (457,778)
JIr A5 e 28 Income tax effect 137,439 28,751
(700,591) (429,027)
B A I A W SE AR A Exchange differences arising from translation of results
R 50,72 of a foreign subsidiary (731,027) (371,318)
AR 9 BRBE A% A 2 i W 2% Other comprehensive income for the year, net of tax (1,438,534) (758,281)
A7 N B BE AR 4 i 2 A 78 Total comprehensive income for the year, net of tax 5,956,832 6,025,383
A BT B R 2 Attributable to:
2 W 2 AR Shareholders of the Bank 5,956,832 6,025,383
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Consolidated Statement of Financial Position
WoE—=NEF+ZA=+—H
As at 31 December 2016
“E-N R
+=H=+—H +=HA=1+—H
31 December 31 December
2016 2015
B 5 T THsI0
Notes HK$°000 HK$000
h<9:3 Assets
R4 M AESRATIR] S B H At £ A% #% 2 Cash and balances with banks and
s other financial institutions (21) 165,606,506 138,070,069
TESRATR] 3 B HoAth 4 A A 2 A7 3K Placements with banks and other financial institutions (22) 26,593,495 27,005,813
FHER D &R G = Financial assets held for trading (23) 672,251 165,717
firA: 4 TR Derivative financial instruments (24) 18,415,757 11,384,264
B S H A IR IR Advances and other accounts (25) 419,655,275 385,734,115
SRE Financial investments: 154,974,415 159,278,210
— it eH — Available-for-sale (26) 80,692,819 80,580,998
—Fi A 23 - Held-to-maturity (27) 74,281,596 78,697,212
TR | 2 BOE Investments in associates (28) 383,199 284,878
P e LAt ST Goodwill and other intangible assets (29) 1,027,525 1,045,213
Gy Investment properties (30) 79,658 80,919
EISE i) Property, plant and equipment (31) 944,313 946,278
BATRLIE & Current income tax assets 14,855 182,757
S ol JE Deferred income tax assets (36) 269,650 58,011
HoAth & Other assets (32) 10,037,618 9,314,781
s 4 A Total assets 798,674,517 733,551,025
£ i Liabilities
SRAT [F] 2E Ko HoAth 4> Rl B 2 773K Deposits from banks and other financial institutions (34) 208,329,544 155,829,954
A 4t TR Derivative financial instruments (24) 18,003,999 11,015,476
EIRREE Deposits from customers (35) 421,579,909 398,531,211
OB T GE Certificates of deposit issued 43,561,378 68,144,882
EEH TS Debt securities in issue 1,023,179 6,930,191
— $i8 78 DA P (B A8 i a8 AR - Designated at fair value through profit or loss 72,101 -
— DABREGH A AN — Atamortised cost 951,078 6,930,191
BATBLIH A A Current income tax liabilities 289,289 206,491
PEFERL IE A i Deferred income tax liabilities (36) - 9,107
DAY AR A MR 2 AR B IE Subordinated debts measured at amortised cost (37) 11,603,948 13,375,445
HoA £ Other liabilities (38) 10,397,125 9,170,810
£ AR Total liabilities 714,788,371 663,213,567
) Equity
i@ Share capital (39) 36,379,331 36,379,331
{7 B i A Retained earnings 37,150,962 30,002,738
HoAth i it Other reserves 2,617,521 3,955,389
S B A A R AT S TR i FEAR Total equity attributable to shareholders of the Bank 76,147,814 70,337,458
HHAMESE T H Additional equity instruments (40) 7,738,332 -
B2 A Total equity 83,886,146 70,337,458
HERE B £ 45 AL Total equity and liabilities 798,674,517 733,551,025
[ LAruE Gao Ming Jiang Yisheng
FEAH HfTH#EH Chairman & Executive
HATHEH FEIT A7 Executive Director Director & Chief
Executive Officer
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MEeERB Bk
Consolidated Statement of Changes in Equity

BEEZ-AFE+ A=+ —HILFE
For the year ended 31 December 2016

LaiES
Ldig | &% AR L)
Bk WA HWG BT
JeA premises  Investment  Cashflow — WERBM  —BBE  MBARA  Additional
Share  revaluation  revaluation hedge  Exchange General Retained equity st
capital reserve reserve reserve reserve reserve earnings  instruments Total

Wi T TEX TR T#n TEx T#xE Ti#n TEx T#x
Nots  HKS'000  HK$000  HKS000  HKS'000  HKS000  HKS000  HKS000  HKS000  HK$000

REZ-~E—-A—H At1January 2016 36,379,331 590,220 236,209 167,225 43,760 2917975 30,002,738 - 70,337,458
ER g Profit for the year - - - - - - 7,395,366 - 7,395,366
AR A - Other comprehensive income for the year:

HEHESRREL Change in fair value of available-for-sale

AVEEZS financial investments - - (840,597) - - - - - (840,597)
HERREHESRRAL Reserve realised on disposal of available-

EEH for-sale financial investments - - 2,567 - - - - - 2,567
REWEMZATEAZE  Changein fair value of cash flow hedge - - - (28,734) - - - - (28,734)
CGHET LS Revaluation surplus on bank premises - 20,002 - - - - - - 20,002
RIERERY Change in deferred tax (36) - (2925) 137439 4,741 - - - - 139,255
Esix% Exchange differences - - - - (731,027) - - - (731,027)
REER T A Total comprehensive income for the year - 17,077 (700,591) (23,993) (731,027) - 7,395,366 - 5,956,832
BBIMER TR Issuance of additional equity instruments - - - - - - - 7,738,332 7,738,332
HERMREEHE BB Partial transfer of retained earnings to

general reserve - - - - - 100,666 (100,666) - -
Bl Issue of share capital - - - - - - - - -
HAbREER Other adjustments - - - - - - (146476) - (146476)
REF=AFFZA=1—H  At31 December 2016 36,379,331 607,297 (464,382) 143,032 (687,267) 3,018,641 37,150,962 7,738,332 83,886,146
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WE-E-AE+ A=+ —HILFE
For the year ended 31 December 2016

LGS
Efffk 13 S 3 75
Bk EffRE SR EaTH
ies premises  Ivestment  Coshflow  WENGHE  —WEH  REEH  Additonal
Share  revaluation  revaluation hedge  Exchange General Retained equity st
capital reserve reserve reserve reserve reserve camnings  instrument Total

Wi T Td#x  TEx Téx  T#m TEx TEx T#x T#n
Nots  HKSOO  HKS000  HKS000  HKSO000  HKSO0  HKS'000  HKSO000  HK$OO0  HKS'000

REF—f4—A—H At1January 2015 23,591,832 550,052 665,236 165,329 415,078 1,859,203 24,277,846 - 51524576
EnE Profit for the year - - - - - - 6783664 - 6783664
AR S AT - Other comprehensive income for the year:

FlEHESRREL Change in fair value of available-for-sale

MHRERD financial investments - - 174802 - - - - S VK1)
HEREHESRREEL Reserve realised on disposal of available-

RS for-sale financial investments - - (632,580) - - - - - (632,580)
RERHWZATEERS  Changein fairvalue of cash flow hedge = = = 2270 - - - - 2270
RITMEEMR R Revaluation surplus on bank premises - 48,483 - - - - - - 48,483
RIERERY Change in deferred tax (36) - (8319) 28751 (374) - - - - 20,062
EREH Exchange differences = - - - (371,318) - - - (371,318)
AEERTRGEAR Total comprehensive income for the year - 0168 (4902) 186 (371318) - 67866 - 60538
BHEMEETR Issuance of additional equity instruments - - - - - - - - -
ERRMREEAE—RER  Partial transfer of etained earnings to

general reserve - - - - - 1,058,772 (1,058,772) - -
Bk Issue of share capital 12,787,499 - - - - - - - 12787499
HHALER Other adjustments - - - - - - - - -
BEZ-REFZA=F—H  At31 December 2015 36,379,331 9020 236209 167,225 3760 297975 3000738 - 037458
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Consolidated Statement of Cash Flows
WE_F—-ANFET+_A=+—HILFE
For the year ended 31 December 2016
2016 2015
B T#xT T
Notes HK$’000 HK$’000
BETEH B GRE Cash flows from operating activities:
I i T ¥ A Profit before tax 9,068,734 8,392,047
A 2K I (B 4B 2 S 8 Charge for impairment losses on loans and advances (14) 878,597 1,311,942
A B <5 A3 O (A 2 [ Write back of impairment losses on available-for-sale
financial investments (67,050) (137,298)
e TE Y E 1 B Amortisation of intangible assets (29) 24,046 31,501
8 Depreciation (31) 92,572 92,016
DL B RUAR AR 2 A5 AR AR TE R B S Interest expenses on subordinated debts measured at
th amortised cost 649,687 993,305
BT AR B S Interest expenses on debt securities in issue 148,370 92,113
Wi BT B Y B Recoveries of loans and advances written off (14) 3,358 4,736
W3 B R 2 N 1R T AR Net loss from property, plant and equipment (15) 2,889 1,803
T A R 2 U Revaluation gain on investment properties (30) (1,262) (13,002)
EE B AR AL B B b A A T Ui ) Net gain on disposal of available-for-sale financial
investments (233,439) (760,079)
R 2 2 6 RS 2 g Net gain on disposal of held-to-maturity financial
investments (5,909) -
B B 1 Loss on disposal of loans and advances 322 -
JRE AL 5 2 ) s ) Share of profits of associates (21,064) (19,262)
NN | E S (N ik Dividend income received from listed financial assets
SRl E 2 BB A held for trading (10) - (802)
R’ 5 T SR E Dividend income received from listed available-for-
SYN sale financial investments (10) (250) (249)
5K ﬁ 3F TR RS 2 Dividend income received from unlisted available-
BBk A for-sale financial investments (10) (7,225) (7,899)
15 B A TE 2 T bd 25 %A Exchange difference from subordinated debts (78,011) (91,951)
C B AT 25 Mo A 3K B 50 22 3 Exchange difference from debt securities and
certificates of deposit in issue (224,177) 31,366
10,230,188 9,920,287
mEEEE () b (Increase)/decrease in operating assets:
JFEIWH A=A L2 Sk Treasury bills with original maturity beyond three months 4,421,525 (49,164,061)
FEMH A =MAULZ Placements with banks and other financial institutions
SRAT 7] 3 Ko HAth <5 Rl B A 22 77 5K with original maturity beyond three months (920,595) 30,197,021
FRVEAC 5 R & & il & i Financial assets held for trading (506,534) 157,540
6 78 DA PR (A RSk 7 % Financial assets designated at fair value through profit or
R 4 T loss - 211,429
LS5 5 5 B Available-for-sale financial investments (649,362) (21,460,204)
A R S A R I DA R L A Advances and other accounts and other assets (35,526,875) (20,055,874)
AR TR Derivative financial instruments (7,074,904) (5,259,192)
wIAEA R, (BD) Increase/(decrease) in operating liabilities:
SRAT [F] 2 Ko HoAth 4 Rl A% 1S 2 77 2K Deposits from banks and other financial institutions 52,499,590 40,933,684
HIFAEE Deposits from customers 23,048,698 (22,361,029)
Ve (&5 Certificates of deposit (24,618,040) 25,414,390
HoAth A £ Other liabilities 1,125,196 (1,316,196)
it TH Derivative financial instruments 7,003,801 5,247,112
FHEEZHE R = Cash flows from operations 29,032,688 (7,535,093)
O 437 s P A5 Bl 13 4R Hong Kong profits tax paid (968,556) (1,146,107)
B AT 1 SR R Overseas tax paid (528,215) (590,046)
BE, AR &EmE 2 Net cash flows generated from/(used in) operating
4 U A activities 27,535,917 (9,271,246)

72



EAXGECE Y
Annual Report 2016

o ) T AT

() A A W

Industrial and Commercial Bank of China (Asia) Limited

BEE-ANEFZH=ZT—HILFE
For the year ended 31 December 2016

2016 2015
i T#oL T
Notes HK$’000 HKS$’000
BREEH B EE Cash flows from investing activities:
Tt m R TR R AT K Repayment of shareholder loans from an associate 20,063 -
i B TE Purchase of intangible assets (29) (6,572) (16,325)
[ 3 E & &] Purchase of property, plant and equipment (31) (75,695) (90,753)
Wi B mI A 2R Purchase of shareholding in associates (97,320) -
LS ) 2 B R AR T A Proceeds from disposal of property, plant and
equipment 8,870 8,633
R B TSI R 58 B 3 4 Rl e Dividend income received from listed financial assets
ZBBMA held for trading (10) - 802
e Q J:ﬁﬂﬁf Lo 4 Al B 2 iR Dividend income received from listed available-for-
sale financial investments (10) 250 249
R El 3F T AL Y A R 2 Dividend income received from unlisted available-
BEigA for-sale financial investments (10) 7,225 7,899
TR A% T B 2 B4 R TR Net cash flows used in investing activities (143,179) (89,495)
Pl B Bl T Cash flows from financing activities:
BEITREAR Issuance of share capital - 12,787,499
BEATRRSME S TR Issuance of additional equity instruments 7,738,332 -
BEAT AR S A A R 2 BB TS5 Issuance of debt securities in issue measured at
amortised cost 11,667,528 18,886,587
R [m] DA 6 AR AR 2 7% 0 5 T Redemption of subordinated debts measured at
amortised cost (1,700,229) (8,790,381)
DABESH AR A MR 2 B 88 1T 55 21 1 Mature of debt securities in issue measured at
amortised cost (17,409,283) (23,799,327)
BEATHR E DL B (A A 45 AR Issuance of debt securities in issue designated at fair
Z EBITESE value through profit or loss 93,456 -
DU S AR AR 2 AR A A S AT Interest paid on subordinated debts measured at
FLE amortised cost (659,981) (988,216)
U\ﬁﬁﬁﬁyﬂ-‘}\ IRz BT E X Interest paid on debt securities in issue measured at
AR amortised cost (176,690) (155,606)
FRA RlUE 15 ) 2 35 4 R R AR Net cash flows used in financing activities (446,867) (2,059,444)
ifE b 25 30 2 Rp 28 Effects of foreign exchange differences (742,346) (412,278)
B4 KSR BLATEH 2 800,/ Net increase/(decrease) in cash and cash equivalents
(WD) AR 26,203,525 (11,832,463)
R—H—HZ B4 K% BEEHH Cash and cash equivalents at 1 January 147,153,421 158,985,884
WTHZH=+—HZ8& R
SFBEHEE Cash and cash equivalents at 31 December 173,356,946 147,153,421

ARG R EMERT 5 > B4 LB &% R HE T 7 RE

For the purposes of the consolidated statement of cash flows, cash and cash

B H & =18 Ha DA T 2 &5 6% ¢ equivalents comprises the following balances with original maturity of three
months or less:
2016 2015
TF#x THIT
HK$’000 HKS$’000
B4 R AEERATIR 2L Hofth & Fil#A% 2 Cash and balances with banks and other financial
AE (M2 institutions (Note 21) 35,649,110 48,025,280
TESRAT ) 3 T HoAth 4> AR 2 A7 3K Placements with banks and other financial institutions 137,707,836 99,128,141
173,356,946 147,153,421
U5 A REEBE MBS EMSE © Cash flows from operating activities included:
FLEURA Interest received 22,785,882 19,668,682
FLE ST Interest paid 11,432,530 10,889,895
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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, available-for-sale financial assets, financial assets
and financial liabilities held for trading, financial assets and financial
liabilities at fair value through profit or loss and derivative financial
instruments which have been measured at fair value.

The preparation of financial statements in conformity with HKFRSs
requires the use of certain critical accounting estimates. It also
requires management to exercise its judgement in the process of
applying the Group’s accounting policies. The areas involving
a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the consolidated
financial statements are disclosed in Note 3.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

)

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

The HKICPA has issued the following amendments to HKFRSs that
are first effective for the current accounting period of the Group.

. Amendments to HKAS 16, Property, plant and equipment and
HKAS 38, Intangible assets

. Amendments to HKAS 1, Presentation of financial statements

The Group has not applied any new standard or interpretation that
is not yet effective for the current accounting period. Impacts of the
adoption of the amended HKFRSs are discussed below:

Amendments to HKAS 16, Property, plant and equipment and HKAS
38, Intangible assets

The amendments introduce a rebuttable presumption to HKAS 38
that the use of revenue-based amortisation methods for intangible
assets is inappropriate. This presumption can be overcome only
when revenue and the consumption of the economic benefits of the
intangible asset are ‘highly correlated’, or when the intangible asset
is expressed as a measure of revenue. The amendments also prohibit
the use of revenue-based depreciation methods for property, plant
and equipment under HKAS 16.

Amendments to HKAS 1, Presentation of financial statements

The amendments clarify various presentation issues relating to:

. assessment of materiality versus minimum disclosure
requirements of a standard;

. order of notes;

. disaggregation and aggregation;

. presentation of sub-totals; and

. presentation of other comprehensive income items arising

from equity-accounted associates and joint ventures.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.3

2.4

Possible impact of amendments, new standards and
interpretations issued but not yet effective for the year ended
31 December 2016

Up to the date of issue of these financial statements, the HKICPA has
issued a number of amendments and new standards which are not
yet effective for the year ended 31 December 2016 and which have
not been adopted in these financial statements. These include the
following which may be relevant to the Group.

Effective for
accounting periods
beginning on or after

HKERS 15, Revenue from contracts
with customers

1 January 2018

HKEFRS 9, Financial instruments 1 January 2018

HKEFRS 16, Lease 1 January 2019

The Group is in process of making an assessment of what the
impact of these amendments is expected to be in the period of
initial application. So far it has concluded that the adoption of them
is unlikely to have a significant impact on the Group’s financial
statements except for HKFRS 9 which may have an impact on the
Group’s results and financial position arising from changes in the
Group’s classification and measurement of financial instruments.

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 2016.

(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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.4 Basis of consolidation (continued)

(a)

Subsidiaries (continued)

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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.4 Basis of consolidation (continued)

25

(b) 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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.5

2.6

2.7

Interest income and expense (continued)

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.

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 and available for sale. 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

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets (continued)

Initial recognition and measurement (continued)

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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets (continued)

Subsequent measurement (continued)

(a)

(b)

(c)

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

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-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 (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.

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.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.7 Financial assets (continued)

Subsequent measurement (continued)

(d)

(e)

Available-for-sale financial investments (continued)

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.

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 passthrough
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 (continued)

2.8

Subsequent measurement (continued)

(f)  Fair value
The fair values of financial instruments that are traded in
active markets is determined by reference to quoted market
prices 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.

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.

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



TR NERR

Annual Report 2016

2 EEGEBURME AR @)

2.8 A RbE E WAL (8D

(a)

B ERER —HEMEEEHIK
ffERRAMRAR > Al R R ACBL 6 U At Bl
Al AR 2 TR o (il OR B R AL A N
HHCA BT B2 0 & g E o B
LA 2 A SN A IR DL o B A0 5wl
7% AL A R DL A B 2 I R
REFEIRIL

LA HES AR Y R 2 <2 il

S i S AR B MR ) < R E > AR AR
PP 51 S < R K Y0 < L LA
EATRT AR B A F BB R > SO
TH 4 AN EOK I 4l 3 ) A AT T
il o i 2 A% 5 T 0 5 B A 1
T SIfE AN A A 5 B (L R R - e H
SRR > HEE LS TE B A BUE
JRRL i A P S < 7 AL A AT Bl 1
il o OB AT (Bt % e 2 e (B
18 25 B A ARl B R (L 1R O PO 4 L E
B 5 7 4 il 7 AL eP AT R ()
i o

AT A B R R A B B AR L > LA
HE IR - BLAGFR AR B T OR
BRI 2 RAR FE1R) < BUE M
Z M2 ZEHE AR S8 o iR Rk
B 42 ik bk 2 B < O R 2 BT R
S (BP0 A e 5 IR w0 BT PR A 2)
P o M B LA B A AR GEE  RlGHE
FEATIRAEAR SR 2 Hr By BUAT TR A %€

B R THT (B 725 8 7 YE A IR R TR > i
15 < R U i 2 R N D, o LB A TE
) 9 IR T o R A A - Sl R T O
AR 1R R 05 T D3 B A B 6 Ui 4t 2 A
FETH L o B AR B ME WS T R AL A A R
VAR T T AR TR L R AT el e
AR 5 B RS AR A I T
DA o A4 B AT B R 1 DUIBLEE BT 45 T
% TR 2 0P R B

O R 2 il 85 2 2 il wt H AR B i i B
(BB A B TEAS B by 45 KA o 22 AR
J2 WA JBE D R T RE A 2 B i
T AS &y 2 75 7T I R [ A

o T SRAT (W) AR A

Industrial and Commercial Bank of China (Asia) Limited

WE-E-AE+ A=+ —HILFE
For the year ended 31 December 2016

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.8 Impairment of financial assets (continued)

(a)

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.

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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.8 Impairment of financial assets (continued)

(a)

(b)

Financial assets carried at amortised cost (continued)

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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.8 Impairment of financial assets (continued)

(b)  Available-for-sale financial investments (continued)

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.

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)

2.9 Financial liabilities

(a)

(b)

(c)

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.

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.
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2 EEFFBORBER @) 2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.10 Derivative financial instruments and hedge accounting
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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.

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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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.10 Derivative financial instruments and hedge accounting

2.11

(continued)

(a)  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.

(b)  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.

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.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

22

2.13

2.14

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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.15 Foreign currency translation

(a)

(b)

(c)

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.

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and
losses resulting from the settlement of such transactions and
from the translations at year- end exchange rates of monetary
assets and liabilities denominated in foreign currencies are
recognised in the income statement, except when deferred in
other comprehensive income as qualifying cash flow hedges
and qualifying net investment hedges.

Translation differences on non-monetary items that are
measured at fair value whose fair value changes recognised in
the income statement, such as equity held at fair value through
profit or loss, are reported as part of the fair value gain or
loss. Translation differences on non-monetary items that are
measured at fair value whose fair value changes recognised
in the equity, such as equities classified as available-for-sale
financial assets, are recorded as other comprehensive income
and included in the fair value reserve in equity.

Group companies

The results and financial positions of all the group entities
(none of which has a functional currency which is the currency
of a hyperinflationary economy) that have a functional
currency different from the presentation currency are
translated into the presentation currency as follows:

. assets and liabilities of these entities are translated at the
closing rate at the end of the reporting period;

. their income statements are translated at average
exchange rates (unless this average is not a reasonable
approximation of the cumulative effect of the rates
prevailing on the transaction dates, in which case
income and expenses are translated using the exchange
rates prevailing at the dates of the transactions); and

. all resulting exchange differences are recognised in other
comprehensive income and accumulated in a separate
component of equity.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.15

2.16

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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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.16 Property, plant and equipment (continued)

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.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.16

2.17

Property, plant and equipment (continued)

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.

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.
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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.17

2.18

2.19

Investment properties (continued)

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.

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
of an associate is included in “Investments in associate”. The
carrying amount of goodwill is reviewed for impairment annually or
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.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.19 Intangible assets (other than goodwill) (continued)

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.

(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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SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.20

2.21

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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2 EEFFBORBER @) 2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)
2.21 i3 BE (40) 2.21 Income tax (continued)
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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.

2.22 Employee benefits

(a) Employee leave entitlements
Employee entitlements to annual leave and long service leave
are recognised when they accrue 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)

222

2.23

2.24

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.

Provisions

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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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.24

2.25

2.26

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)

2.27 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

(i)
(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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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.28

2.29

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.

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 CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS

3.1

Impairment allowances on loans and advances

The Group reviews its loan portfolios to assess impairment on a
monthly basis. In determining whether an impairment loss 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 of loans before the decrease can be identified with
an individual loan 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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CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS (continued)

3.2

3.3

3.4

3.5

3.6

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.

Impairment of available-for-sale financial investments

The Group determines that available-for-sale financial investments
are impaired when there has been a significant or prolonged
decline in the fair value below its cost. This determination of
what is significant or prolonged requires judgement. In making
this judgement, the Group evaluates among other factors, the
normal volatility in share prices. In addition, impairment may be
appropriate when there is evidence of a deterioration in the financial
health of the investee, industry and sector performance, changes in
technology, and operating and financing cash flows.

Held-to-maturity financial investments

The Group follows the guidance of HKAS 39 to classify non-
derivative financial assets with fixed or determinable payments
and fixed maturity as held-to-maturity. This classification requires
significant judgement. In making this judgement, the Group
evaluates its intention and ability to hold such investments to
maturity. If the Group fails to keep these investments to maturity
other than for the specific circumstances, for example, selling
an insignificant amount close to maturity, it will be required to
reclassify the entire class as available-for-sale financial investments.
The investments would therefore be measured at fair value and not at
amortised cost.

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.
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3 CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS (continued)

3.7

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.

4 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 risk management since
2009 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.
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FINANCIAL RISK MANAGEMENT (continued)

4.1

Overall risk management (continued)

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 an Assistant 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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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 New Basel Capital Accord
implemented since January 2007, the Group has been adjusting its
credit risk management practice in line with relevant guidelines
released by the HKMA and for the sake of enhancing internal
credit control, processing efficiency and product competitiveness.
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 loans, small
business loans and consumer loans, 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 approves 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 loan proposals approved by the Credit Committee would be
submitted to the Chief Executive Officer for signature if and where it
is needed.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

The Credit Department (CRD) and the Loans Administration
Department (LAD) are the centralised departments in the Bank
mandated to carry out credit policies. 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 Risk Management
Department and credit audits are conducted on specific loan
portfolios or operating units in the credit process. To maintain their
independence, the Credit Department and Loans Administration
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 New Basel Accord 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 15 grades built on New Basel Accord-
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.

The Bank is vigilant about risk concentration and has therefore been
practising credit risk exposure limits to individual customers in
absolute amount and as a percentage of the Bank’s equity, to industry
sectors and to geographical markets.

The Group’s quarterly credit guidelines and quarterly loan portfolio
review have been implemented for years. In economic bad times, it is
basic to the mechanism for initiating pre-emptive measures to help
stabilise the quality of the Group’s loan asset portfolio. These have by
now been supplemented by the Parent Bank’s credit risk appetites,
industry and common customer credit policies. The credit resources
of the Parent Bank have been significantly useful to the Group in its
loan business, in customer selection, screening, credit review and
decision.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

The Group attaches increasing importance to post-approval risk
monitoring. This is performed by the Credit Control and Policy
section of the Risk Management Department which reviews for
potentially problematic borrowing accounts and performs group
review of special mention accounts and customers in high risk

1 5 A o portfolios. It is also performed by Business Line relationship
managers and Credit Department who identify and review Early
Warning List customers.
(a) A FFA I o 26 7 Al 1 B0 428 74 it (a) Maximum exposure to credit risk before collateral held or other
I 2 & K15 1 e credit enhancements
2016 2015
T-#L THTT
HK$’000 HKS$’000
ARG EAMRMZAE BRI :©  Credit risk exposures relating to
on-balance sheet assets are as follows:
B4 Jo A 4R AT IR 26 Bl Cash and balances with banks and other financial institutions
Hofth 4 R 2 5547 165,606,506 138,070,069
TESRAT [R] 2 B HAth 4 i 2. Placements with banks and other financial institutions
FEK 26,593,495 27,005,813
FEZ S s S mEE Financial assets held for trading 672,251 165,717
i &M TR Derivative financial instruments 18,415,757 11,384,264
R e HoAh R IE Advances and other accounts 419,655,275 385,734,115
L e & 6 A Available-for-sale financial investments 80,692,819 80,580,998
A Z3 W Emikg Held-to-maturity financial investments 74,281,596 78,697,212
HHEEARKUSZ Credit risk exposures relating to
15 F R Bs sl A - off-balance sheet items are as follows:
B FOR R S H A A5 A B R Loan commitments and other credit related commitments 239,822,761 203,503,192
TS ¥ R B A A A B 08 £ Financial guarantees and other credit related
contingent liabilities 29,670,686 22,460,286
T T 0 A R IR At the end of the reporting period 1,055,411,146 947,601,666
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4 B R B A BE om0 4 FINANCIAL RISK MANAGEMENT (continued)
4.2 'f% Pﬂ EL Fﬁi (%) 4.2 Credit risk (continued)
(b) FHEEZF (b)  Credit quality
B R AR Gross loans and advances
() A EE RSB B SRR (i) Distribution of gross loans and advances by credit
® 8 quality is summarised as follows:
2016 2015
T-#L T
HK$’000 HKS$’000
& R AR TE 2 Sk A Gross loans and advances to customers and other accounts:
~ AR B AN A i - neither past due nor impaired 414,477,254 377,712,695
-~ HAE R - past due but not impaired 2,703,438 1,813,472
—EL ~ impaired 3,143,237 2,523,872
st Total 420,323,929 382,050,039
2016 2015
T#x TH#TT
HK$’000 HK$’000
GRATF 2 Bk HA%H - Gross loans and advances to banks:
— G R A 30 7R R el (L - neither past due nor impaired 2,159,837 5,885,328
Ny Gl ST Al - past due but not impaired - -
- WA - impaired - =
Hast Total 2,159,837 5,885,328
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4 FINANCIAL RISK MANAGEMENT (continued)
4.2 Credit risk (continued)
(b)  Credit quality (continued)
Gross loans and advances (continued)
SR A% i 400 7S A M 2 Bk A A O (ii)  Distribution of gross loans and advances that are neither
past due nor impaired
S S S SR DI T [ The credit quality of the portfolio of loans and advances
ZEFMEZERER TS AL that were neither past due nor impaired at the end of
P BT BR A 2 TR B T AR R AR AT BT the reporting periods can be assessed by reference to the
1l internal rating system adopted by the Group.
2016 2015
NFHITEe T#T T#TT
{5 R FTEAR Credit rating Internal rating HK$’000 HK$°000
1E &R Pass grade A-E 133,753,229 126,526,310
F-H 183,712,750 180,953,534
I-J 93,909,542 72,031,479
B AR Special mention grade K-L 5,261,570 4,086,700
At Total 416,637,091 383,598,023

i B AR P B 8 2 B & e M Al i
RN MG FEFT AR o (5 L RT AR E B
Jo A8 T )6 Ak 2 AR i 72 A4 A8 2 A e
BRI > BLAE KBRS AR RC B S
(FE s S NN DA
N SB[ R AR LR o B HE
T~ B8 K AR S SR ST AN AE AT
JHAE DU T AR AR

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 adopted, if available.
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

Credit quality (continued)
Gross loans and advances (continued)

(ii)

Distribution of gross loans and advances that are neither
past due nor impaired (continued)

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
Special Mention Grades

Ato]
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)

(iii) Gross loans and advances which were past due but not
impaired

The analysis below shows the gross loans and advances
to customers and banks that were past due but not
impaired at the end of the reporting periods:

2016 2015

T#T THETC

HK$°000 HK$’000

A A 30 H Past due up to 30 days 2,406,652 1,738,462
#ih131-60 H Past due 31-60 days 56,541 64,332
iile1-90 H Past due 61-90 days 165,209 9,164
oo H YA B Past due over 90 days 75,036 1,514
M5t Total 2,703,438 1,813,472
A i 2 AP EAE Fair value of collateral 2,657,010 1,144,040
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Other than gross loans and advances, no financial
assets were past due but not impaired at the end of the
reporting periods of 2016 and 2015.

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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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

Credit quality (continued)
Gross loans and advances (continued)

(iv)

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 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 HKAS 39.
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
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$468 million as at
31 December 2016 (2015: HK$54 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.

115



o B SRAT () AR A R -ARFEFER
Industrial and Commercial Bank of China (Asia) Limited Annual Report 2016

BEZE-ANFFZH =+ R IEEE
For the year ended 31 December 2016

4 B R B BE ) 4 FINANCIAL RISK MANAGEMENT (continued)
4.2 'f% Pﬂ EL Fﬁi (49) 4.2 Credit risk (continued)
(b) 15 B E # (4%) (b)  Credit quality (continued)

fE 95 K SR8 2 Debt and equity securities

() FEFPARACHE 2 B 2 SR E (i)  Financial investments by rating agency designation
TRIURR T = — HREE R The table below presents an analysis of financial
PRS2 B 0 2 B RLEE T - Y investments by rating agency designation
R 92 A A Sl T 2 T A R S AR at 31 December, based on S&P’s ratings or their
% A Z AR RNETT - ERA equivalent to the respective categories of financial
FAF TR Z UL - AR A investments. In the absence of such issue ratings, the
BABEAT N PR AN 2 RF AR5 3] - rating scale adopted by the issuers is used.

st e ERE E ]

FERHZ L E LR E

LR R Available- Held-to-

Financial for-sale maturity
assets held financial financial 25
for trading investments investments Total
T-#L T-#0 T-#0 Tt
RN 2016 HK$°000 HK$’000 HKS$’000 HK$’000
AAA AAA - 14,101,289 7,171,220 21,272,509
AA - BEAA+ AA- to AA+ - 22,539,604 30,206,530 52,746,134
A- ZEA+ A-to A+ - 17,853,265 20,420,066 38,273,331
A A- Lower than A- - 12,183,418 6,808,401 18,991,819
Ktk Unrated 672,251 14,015,243 9,675,379 24,362,873
T Total 672,251 80,692,819 74,281,596 155,646,666

i it 1 A B

FefEsc oz LR E SR G

S E Available- Held-to-

Financial for-sale maturity
assets held financial financial Tt
for trading investments investments Total
Fison T 0 Fison T
TR A 2015 HK$°000 HK$’000 HK$°000 HK$’000
AAA AAA = 4,291,076 11,665,937 15,957,013
AA - BAA+ AA-to AA+ = 12,929,622 26,780,518 39,710,140
A-ZEA+ A-to A+ = 13,521,708 26,195,061 39,716,769
IR A- Lower than A- = 9,517,554 7,721,237 17,238,791
Rtk Unrated 165,717 40,321,038 6,334,459 46,821,214
A5t Total 165,717 80,580,998 78,697,212 159,443,927
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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(b)

(c)

(d)

Credit quality (continued)
Debt and equity securities (continued)

(ii)  Investment portfolio

As at 31 December 2016, the Group’s debt securities
portfolio amounted to HK$150.8 billion, a 19% increase
over the HK$126.2 billion as at 31 December 2015.
HK$50 billion or 33% of the portfolio will mature in
2017. The majority of the portfolio is denominated
in USD, HKD and CNY whereas the rest are in other
currencies, such as AUD and EUR. 50% of the portfolio
is kept in the available-for-sale book category, 74% 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 Board.

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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FINANCIAL RISK MANAGEMENT (continued)

4.2 Credit risk (continued)

(e)

()

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 guidelines,
the Group runs the counterparty 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) 15 /1 V& iz JEE 7 Yt o) (g)  Credit risk stress test (continued)
R A A4 [ 2 e WA 5 B FE A The following table summarises the result of the Group’s latest
JREL g JE 3 3 R credit risk stress tests for counterparties.

TR N SRR
+=H=1+—H +=—H=+—H
fa B UL Crisis scenario 31 December 2016 31 December 2015
M ANERSEERA (FHBT) Mild NPL (HK$’ million) 7,173 6,598
NI H BRI EE 2R (%) NPL ratio (%) 2.18% 2.19%
TEWIEEEL (A0 Expected credit loss (HK$’ million) 5,272 4,510
WA NEASEFHRA (FEET) Moderate ~ NPL (HK$’ million) 9,540 8,821
NI A EE =R (%) NPL ratio (%) 2.89% 2.93%
TEEEHEL (A EBIT) Expected credit loss (HK$’ million) 6,754 5,799
fE ANERSFERA (H &%) Severe NPL (HK$’ million) 11,749 10,900
TN H BRI EE 3R (%) NPL ratio (%) 3.56% 3.62%
TEMIfE EEK (FEBIT) Expected credit loss (HK$’ million) 8,426 7,273

A A R ek A R R B
AT Ak ] A 2 o o A L B
LT B e T AR o G fE R EEUR
i Bl (B0 A0) A% 7 DL 2L ~ Sl - o0 B SR
B R A0 A o T 0 R IR A6 1) 7 B
T W i LA S U B R ~ 5 7R B TE o

All the above credit risk reports are reviewed monthly by the Credit
Committee or 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)

4.3

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, derivatives and stocks. 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 and the Senior Executive Risk Management
Committee (the “SERMC”). Exposures are measured and
monitored against limits on positions, stop-loss, DVO01,
delta, gamma, vega, Value-at-Risk (“VaR”) etc. 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 mode and
within approved limits. The Group’s market risk exposures
are periodically reviewed by the Board RMC and the SERMC.
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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4 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 and the SERMC
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 HKAS 39.

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 HR R KA B (50 4 FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 R A B () 4.3 Market risk management (continued)
(c) FIRE 7 41) (c) Interest rate risk (continued)
—~WHk  —EZWR ZETSEA —& ik HAED L Hith st
Upto 13 312 1-5 Over5  Non-interest
1 month months months years years bearing Total
THL THL T#L T#x T T THL
St e X | 31 December 2016 HK$000 HK$°000 HK$000 HK$000 HK$°000 HK$°000 HK$°000
(i Assets
Re RS EELMAMERE  Cashand balances with banks and other
ba 12 financial institutions 147,362,188 - - - - 18244318 165,606,506
FRGRERIM SRR 23 Placements with banks and other financial
institutions 10,232,638 16,360,857 - - - - 26,593,495
EL S HEEMEE Financial assets held for trading - 331,341 323,354 - - 17,556 672,251
[tk ! Derivative financial instruments - - - - - 18,415,757 18,415,757
BB AR Advances and other accounts 1,656,233 316,595,824 49,259,319 34,593,365 13,628,343 392,191 419,655,275
ks & SRAE Available-for-sale financial investments 1,792,510 5,546,681 9,047,839 34,975,491 29,152,762 177,536 80,692,819
NHEIMERRE Held-to-maturity financial investments 5,611,969 8,284,425 24,140,402 26,738,671 9,506,129 - 74,281,596
gz Other assets 4,061,442 - - - - 8,695,376 12,756,818
i Total assets 170716980 347,119,128 82,770,914 96,307,527 52,087,234 4947734 798,674,517
fifi Liabilities
RATRERF SRR FX Deposits from banks and other financial
institutions 121,227,715 65,899,124 15,562,697 354,152 - 585,856 208,329,544
it EM TR Derivative financial instruments - - - - - 18,003,999 18,003,999
BERH Deposits from customers 218,159,366 76,649,855 78,346,237 48,424,451 - - 421,579,909
SR Certificates of deposit issued 1,387,524 19,084,289 20,754,705 334,860 - - 43,561,378
EEUATEARNERARZE  Debt securities in issue designated at fair value
s through profit or loss - - - 72,101 - - 72,101
MBS U AR 2 BB 1T Debt securities in issue measured at amortised
cost 3,000 - - 948,078 - - 951,078
VARG LR A 2 14 B 1R Subordinated debts measured at amortised cost - - - 3,864,938 7,739,010 - 11,603,948
Hit R Other liabilities 519,535 - - - - 10,166,879 10,686,414
AR Total liabilities 31207,140 161,633,268 116,663,639 53,998,580 7,739,010 33,456,734 714,788,371
ESTT A Total interest sensitivity gap (170,580,160) 185,485,860  (33,892,725)  42,308947 44,548,224 16,016,000 83,886,146
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4 HR R KA B (50 4 FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 R A B () 4.3 Market risk management (continued)
(c) FIRE 7 41) (c) Interest rate risk (continued)
—WAR  —F=WA =E+ZMHA —EhE HAEM L Rt L)
Upto 13 3-12 1-5 Over 5 Non-interest
1 month months months years years bearing Total
Tt Tt T T T T Tt
ZE-HEFZR=T-H 31 December 2015 HKS'000 HK$000 HK$000 HKS$1000 HKS$'000 HKS$'000 HK$000
(i Assets
Be RS EELMAMEE  Cashand balances with banks and
ba 12 other financial institutions 116,294,502 = = = = 21,775,567 138,070,069
TERTRER ISR HE Placements with banks and
other financial institutions - 15,655,218 11,350,595 - - - 27,005,813
HER S RS EE Financial assets held for trading - - - - - 165,717 165,717
ik &M TH Derivative financial instruments = = = = S 11,384,264 11,384,264
BRI HRR Advances and other accounts 182,292,060 106,052,835 61,098,027 33,182,572 591,382 2,517,239 385,734,115
fiflksh S RBE Available-for-sale financial investments 7,967,399 4,696,605 34,927,694 25,346,813 7,483,814 158,673 80,580,998
NHEIMERBE Held-to-maturity financial investments 3,666,681 7,641,681 16,987,412 41,489,994 8,911,444 - 78,697,212
g Other assets 2,067,708 = = = = 9,845,129 11,912,837
HaEsH Total assets 312,288,350 134,046,339 124,363,728 100,019,379 16,986,640 45,846,589 733,551,025
fifk Liabilities
RITFE R SR 2 775 Deposits from banks and other financial
institutions 96,383,755 35,376,386 13,418,796 = = 10,651,017 155,829,954
it EMTA Derivative financial instruments - - - - = 11,015,476 11,015,476
KR Deposits from customers 217,101,260 77,131,401 72,457,734 31,840,816 = = 398,531,211
eEfT Certificates of deposit issued 20,466,795 21,256,710 23,463,840 957,537 = S 68,144,882
HEATEABIERARZE  Debt securities in issue designated at fair value
Vi through profit or loss - - - - - - -
DB AR AR 2 BB 1T Debt securities in issue measured at
amortised cost = 2,798,700 2,938,642 1,192,849 = = 6,930,191
DE U IN Y& Subordinated debts measured at amortised cost - - - 3,859,630 9,515,815 - 13,375,445
AR Other liabilities 1,153,747 = = = = 8,232,661 9,386,408
AR Total liabilities 337,105,557 136,563,197 112,279,012 37,850,832 9,515,815 29899154 663213567
PR T Total interest sensitivity gap (24,817,207) (2,516,858) 12,084,716 62,168,547 7470825 15,947,435 70,337,458
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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. 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 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 and
Trading 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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4 FINANCIAL RISK MANAGEMENT (continued)
4.3 Market risk management (continued)

(c) Interest rate risk (continued)

RITHR F 2 F1% J iz Interest rate exposures in banking book
ot 1 A 3 L 3 ) 2 5 ) ) AR R AR Sensitivities of earnings or economic value to interest rate
MR changes are summarised below:
2016 2016 2016 2016 2016 2016 2015 2015 2015 2015 2015 2015
#i ¥t AR¥ [ 7 it Hi i ¥t AR Bt Hio Az
HKS$ Us$ CNY EUR NZ$ JPY HKS$ US$ CNY EUR NZ$ JPY
AflE  WERE  vWERE  WEMxX EEEC Wl Rl Asbx AEdc AElT AEEc ARk

HKS million HKS million

HKS$ million HKS million HKS$ million HK$ million HK§million HKSmillion HKSmillion HK$million HKSmillion ~HKS million

%1% EH20008  Tmpact on earnings over the next
EBHAKIL  12monthsif interest rates rise
WABMBERE  by200basis points

E 781 39 58 (145) ) ) 105 166 ) . ) )
fi#1% £32000  Impact on economic value if
IS EEE  interest rates rise by 200 basis
iy % points (257) 3,333 774 12 ) - 16 2978 528 - () -
XM TIAR IR DL R BOEAT The analysis is based on the following assumptions:
(1) Wts R AR AR BCTAT A ) (i)  there is a parallel shift in the yield curve and in interest
rates;
(i) ALA 7 A s E (ii)  there are no other changes to the portfolio;
(i) WHEFERENR K& (ili) there is no loan prepayment; and
(iv) WA EER B RAFZ0R S B FE (iv) deposits without fixed maturity dates are repriced on the

B

next day.
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4 BB B A B a) 4  FINANCIAL RISK MANAGEMENT (continued)
4.3 T8 A B () 4.3 Market risk management (continued)
(c) Tl 57 4#) (c)  Interest rate risk (continued)
1 75 JE Sensitivity analysis
N RBUNA BARRAT 4 ZF N The tables below show the last stress tests on the Bank’s trading
K= F—hAE+T T ARG ERREE and investment portfolios conducted in December 2016 and
HEET AR KBS P o A4 2015 respectively. The testing scenario (bps of yield curve
JAR 0 2 W U o A (22 5Ll 4R shift) of the stress test represents the sensitivity to a reasonable
B 2 B ARAE T A HoAh 2 B AR possible change in interest rates, with all other variables held
SIEU T » RPITZ I BEH R R constant, of the Bank’s income statement:
5 BT BE Y AU
ZE A 2016
328 By 2 ) 3l e D g 0k Interest rate stress test for interest rate trading
T#x T b
(HK$’000) Scenario
L201 A i
Light Moderate Extreme
-100fAZEEE  +100A2EE;  -200fAEE  +200f82EEE  -300fAZEEE  +300fHZEE
ZRMRE Yield curve shift -100 bps +100 bps -200 bps +200 bps -300 bps +300 bps
ZZ-NEHZH December 2016 (13,377) (16,904) (26,754) (33,807) (40,132) (50,711)
B2 W A% 2 2 A 2 B Interest rate risk for investment book debt securities
(HTMJIE J5 BEFNE ) (exclude HTM book and EFNs)
T#x e
(HK$’000) Scenario
L408 A & & K 4 7Y B 50l ¢ 527
Light ~ Moderate Extreme Yield curve steepen Yield curve flatten
+100fHAEE  +200fHEEE  +300f8R  100fHHEE:  300fEAEH  100fAFE  300{HEEE
ZE A EE) Yield curve shift +100bps  +200bps  +300 bps 100 bps 300 bps 100 bps 300 bps
—“Z—-NETH December 2016 (1,205,848) (2,411,696) (3,617,544)  (976,623) (2,929,868)  (229,225)  (687,676)
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4 FINANCIAL RISK MANAGEMENT (continued)
4.3 Market risk management (continued)
(c)  Interest rate risk (continued)
Sensitivity analysis (continued)

2015
Interest rate stress test for interest rate trading

Tk TEUL A
(HK$’000) Scenario
L4010 i A fe
Light Moderate Extreme
-100fEAESE  +100fEAERS  —200f8%EE  +200fH%EET  -300fHZESES  +300fEAEE
EYSVIERE ) Yield curve shift -100 bps +100 bps -200 bps +200 bps -300 bps +300 bps
“E-fiE+T A December 2015 (14,251) (4,244) (28,592) (8,411) (42,025) (12,504)
G I TE 5 % > A R il % Interest rate risk for investment book debt securities
(HTMUEF REENEE4)) (exclude HTM book and EFNs)
T TERLHT
(HK$°000) Scenario
L il e T LR B Bfhsser
Light ~ Moderate Extreme Yield curve steepen Yleld curve flatten
+100MH R +2001A2EEE  +300fH2E%:  100fHZEEE  300fEAEEE  100f8EEE  300MH%EE
ZE MRS Yield curve shift +100bps  +200bps  +300 bps 100 bps 300 bps 100 bps 300 bps
—HEFZA December 2015 (530,097)  (1,021,001) (1,476,387)  (357,014)  (998,887)  (178,569)  (522,560)
(d) ﬁﬁ?ﬂ/@ (d)  Currency risk

6 e B T < T T HL 2 B PR AR E AR

T A b B 8 < B

ENCL N e R O o T
HEAT Z AN AZ 5 S R R A 46 [ SR AT 2
BB ER - NIEZXSEBEEZE
e JEL B ) W 2R A R T35 S AR
g JE W BB 2 B T AL o 2 A1 R A
R A A A7 4 TR AL BT o 5 LR 47 1 W
T ﬁ’zﬁﬁ”ﬁ JE 5 78 L 0 4K 8 456 L o
% H L B A o

PR 38 7 A

T R M A A [ T A B R
B A5 A 42 B i R (RS B 2 E A

B HEHOET M -

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

B exposures arising from non-trading businesses are transferred

to GMT for centralised management within foreign exchange
position limits approved by the SERMC. Management has set
limits on positions by currency. Positions are independently
monitored by Risk Management Department against the
approved limits on a daily basis.

e The tables below summarise the Group’s exposure to foreign

currency exchange risk. Included in the tables are the Group’s
assets and liabilities at carrying amounts, categorised by
currency.
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4 HR R KA B (50 4 FINANCIAL RISK MANAGEMENT (continued)
4.3 T 5 R A B () 4.3 Market risk management (continued)
(d) B HEFE ) (d)  Currency risk (continued)
W FL ARH Jef Hst
HK$ US$ CNY Other Total
T#L T#x T#L T#L T#x
ZZ NS AZETH 31 December 2016 HK$°000 HKS$’000 HKS$’000 HKS$’000 HK$°000
-3 Assets
B4 KA SRATR £ Cash and balances with banks and
oAt AB I 2 1 other financial institutions 72,316,642 60,856,433 22,684,737 9,748,694 165,606,506
TESRATIR 3 R HoAb 4 B A 2 Placements with banks and other
Tk financial institutions 10,000,000 10,119,753 4,023,132 2,450,610 26,593,495
FERE 5 ik SR Financial assets held for trading - 17,556 654,695 - 672,251
B A IRIE Advances and other accounts 238,126,743 131,873,356 41,196,809 8,458,367 419,655,275
e E S mtE Available-for-sale financial
investments 380,009 51,658,144 24,353,449 4,301,217 80,692,819
AR ERMEE Held-to-maturity financial
investments 16,536,687 40,309,735 16,783,465 651,709 74,281,596
R AT Z & Investments in associates 285,953 97,246 - - 383,199
TR S A R Goodwill and other intangible assets 959,934 - 67,591 - 1,027,525
Ed<LiES Investment properties 43,100 - 36,558 - 79,658
VENT ] Property, plant and equipment 778,115 - 166,198 - 944,313
HAERE » AAEHAT RARIER Other assets, including current and
THE deferred tax assets 2,908,218 5,166,693 1,769,697 477,515 10,322,123
B Total assets 342,335,401 300,098,916 111,736,331 26,088,112 780,258,760
1% Liabilities
SRAT I 3 o A 5 B Deposits from banks and other
ZHK financial institutions 78,868,728 67,783,695 47,155,569 14,521,552 208,329,544
KFfER Deposits from customers 160,556,994 138,964,591 109,107,322 12,951,002 421,579,909
CEA TR Certificates of deposit issued 11,143,878 25,140,422 7,277,078 - 43,561,378
82 DA FEES R G RAR Debt securities in issue designated
Z BB at fair value through profit or loss - - 72,101 - 72,101
DIBESH A AR 2 B BT Debt securities in issue at amortised
cost 3,000 - 948,078 - 951,078
ARG A AR 2 R AR H Subordinated debts measured at
amortised cost - 11,603,948 - - 11,603,948
Hib &6 EIEERT RIS Other liabilities, including current
A and deferred tax liabilities 5,280,709 3,038,229 2,237,163 132,313 10,688,414
Rkl Total liabilities 255,853,309 246,530,885 166,797,311 27,604,867 696,786,372
B AR A Net on-balance sheet position 86,482,092 53,568,031 (55,060,980) (1,516,755) 83,472,388
15 eAkik Credit commitments 97,769,426 126,500,290 16,306,929 28,916,802 269,493,447
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4.3 Market risk management (continued)

(d) B HEFE ) (d)  Currency risk (continued)
LT B N oAb At
HKS$ US$ CNY Other Total
THIT Tt Fioc BRI THIT
R —HETZA=1T—H 31 December 2015 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
{3 Assets
B4 KA RATR 0 Cash and balances with banks and
oAt 4 RB A 2 55 17 other financial institutions 62,807,948 45,276,812 24,381,790 5,603,519 138,070,069
TESRATIR E R H A4 B aE 2 Placements with banks and
73 other financial institutions = 15,206,089 8,530,960 3,268,764 27,005,813
FelE 5 g e g s Financial assets held for trading - 165,717 - - 165,717
B AR Advances and other accounts 127,904,802 132,379,648 121,134,137 4,315,528 385,734,115
s Mg Available-for-sale
financial investments 193,755 33,984,202 42,803,649 3,599,392 80,580,998
SR EIAC L g Held-to-maturity
financial investments 16,567,855 41,426,486 20,027,819 675,052 78,697,212
REEAFRZEE Investments in associates 284,878 - - - 284,878
A L FA AT B Goodwill and other intangible assets 976,598 - 68,615 - 1,045,213
Ed<LiES Investment properties 42,300 - 38,619 - 80,919
VEIT i} Property, plant and equipment 896,194 - 50,084 - 946,278
HA &R » BHEHAT R Other assets, including current and
AT TH B deferred tax assets 1,452,280 4,152,736 3,691,867 258,666 9,555,549
jgz3 k] Total assets 211,126,610 272,591,690 220,727,540 17,720,921 722,166,761
15 Liabilities
SRAT I 3 T A 5 A Deposits from banks and
ZAEK other financial institutions 57,821,910 35,084,045 56,305,282 6,618,717 155,829,954
EFfHR Deposits from customers 150,964,512 117,641,136 119,520,232 10,405,331 398,531,211
CETIE Certificates of deposit issued 6,074,773 39,534,816 22,535,293 - 68,144,882
82 VA BRI 5 Debt securities in issue designated
Al BT at fair value through profit or loss - - - = =
DABESH A AR 2 E B AT 18 Debt securities in issue at
amortised cost 699,992 4,160,495 1,646,313 423,391 6,930,191
DA S A AR 2 R AR H Subordinated debts measured at
amortised cost - 11,592,044 1,783,401 - 13,375,445
Hib & SREHET ELER Other liabilities, including current
A and deferred tax liabilities 1,620,837 2,523,728 5,078,124 163,719 9,386,408
Rk Total liabilities 217,182,024 210,536,264 206,868,645 17,611,158 652,198,091
HRAMENARTH Net on-balance sheet position (6,055,414) 62,055,426 13,858,895 109,763 69,968,670
15 Bekik Credit commitments 13,867,116 170,266,617 10,856,416 30,973,329 225,963,478
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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 2016 and 2015, with all other variables
held constant.

TR N 2016
A HE £7 1 Bl B JE ) 03 Risk stress testing for foreign exchange position
T#x WL A
(HK$°000) Scenario
L371 WA J
WY1 (10%) W81 (12%) W81 (15%)
W (4%) W (6%) Wi (10%)
Light Moderate Extreme
Spot (10%) Spot (12%) Spot (15%)
Volatility (4%) Volatility (6%)  Volatility (10%)
AR B S s s ) (N REBRAM) Worst of spot and volatility change
(excluding CNY) (359,332) (1,046,850) (1,734,348)
T#x W4 A
(HK$°000) Scenario
L3 1 WA J
B9 (3%) WP (5%) B 481 (79)
W (3%) W (4%) W (6%)
Light Moderate Extreme
Spot (3%) Spot (5%) Spot (7%)
Volatility (3%) Volatility (4%) Volatility (6%)
AR RIS R s (N REY) Worst of spot and volatility change (CNY) (239,862) (572,252) (802,108)
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4 FINANCIAL RISK MANAGEMENT (continued)
4.3 Market risk management (continued)
(d)  Currency risk (continued)
Stress test (continued)

2015
Risk stress testing for foreign exchange position

o A b
(HK$°000) Scenario
A it A &
13 (9%) R (129%) R (15%)
PR (3%) TR (4%) PBWE (5%)
Light Moderate Extreme
Spot (9%) Spot (12%) Spot (15%)
Volatility (3%) Volatility (4%) Volatility (5%)
AR R im s gy (N RHEERSM) Worst of spot and volatility change
(excluding CNY) (14,562) (19,458) (24,316)
e AT
(HK$°000) Scenario
L8 it A fi
R (3%) R (5%) R (7%)
PR (5%) P (5%) MR (5%)
Light Moderate Extreme
Spot (3%) Spot (5%) Spot (7%)
Volatility (5%) Volatility (5%) Volatility (5%)
AR BN e hE s ) (N R Worst of spot and volatility change (CNY) (1,711) (8,667) (13,088)

SRR TE RN R AN AR N B R B0 B
ETb o AR ERAT I At AR BAT i 45 B JRE
3 BT B IR I R 0 A R B A

7N R W) 1 o

In view of increased volatility of CNY and CNH, the Bank will review
the volatility of CNY and CNH adopted in the market risk stress test
programme in accordance with the prevailing market situation.
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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 a 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 2016 and 2015 are mainly
long-term strategic equity investments which are reported
as “available-for-sale financial investments” set out in Note
26. Equities held for trading purposes are included under
“Financial assets held for trading” set out in Note 23. 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 to the financial statements.

2016 2015
T#T THIT
HK$°000 HK$’000
A H BB IR 2B Cumulative realized gains arising from sales and
5 i liquidations of equity exposure 2,493 674,747
TEASSE B 1Y ft A N ERR. » (R A 580 Total unrealized gains recognised in the Group’s reserve
fi 76 AR 1Y A B B i 45 0 AR but not through the income statement 142,955 110,141
RREHEA T LR M A FE/EA L Unrealised gains included in the Group’s supplementary capital
IA) B T AR TAY 199 AT AT o 2 R i 22 119 for capital adequacy ratio purpose
YU 142,955 110,141
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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 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 and
Board RMC. Liquidity is managed and forecasted on a daily basis to
enable ALCO, GMT 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 performed for both internal and regulatory purposes 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 HKD, USD and CNY.

Management information systems are in place to extract data from
various sources and produce the essential management information
reports, including statutory LCR, 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 unencumbered, 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 converted into cash quickly with little or no loss in value.
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 Committee, is delegated by CEO
Committee 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 balance sheet risk as well as
asset and liability profile;

. formulate appropriate asset and liability management policies
and strategies; and

. review and discuss items or matters that have significant
impact on assets and liabilities as well as capital.

Liquidity Management
. identify, measure, monitor and control the liquidity risk;
. review and approve the liquidity risk management policies;

. strengthen the Bank’s liquidity and monitor the liquidity risk
indicators, cash flow and intraday liquidity;

. review the stress testing on a regular basis; and

. establish contingency plan on liquidity, including but not
limited to solicit customer deposits, issue CDs, sell bonds, etc.
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4 FINANCIAL RISK MANAGEMENT (continued)
4.4 Liquidity risk (continued)
Funding Management

. review the funding needs and ensure diversified source and
efficient use of funds;

. review the internal FTP policy and plan; and

. formulate strategic plan to secure stable long term funding to
support business growth.

To ensure an effective liquidity risk management, frontline business

units:

. report the customer fund in-/out-flow timely through internal
cash flow reporting system and monitor the trend of deposits
withdrawal;

. attract relatively stable deposits and achieve the deposit

growth targets set by management;

. simultaneously comply with the deposit growth target when
developing liquidity-consuming loan business;

. implement liquidity management plans as agreed in ALCO or
other management committees when needed;

. price lending properly, taking into account the Bank’s liquidity
cost and availability; and

. slow down or cease to commit any new loans, defer or regulate

loan drawdown and/or to collaborate on loan sale at times
when the Bank needs to raise liquidity.
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk (continued)

The Hong Kong Monetary Authority (“HKMA?”) has issued the
Banking (Liquidity) Rules (“BLR”) detailing the implementation of
the LCR in Hong Kong. The BLR stipulates the minimum LCR 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. To promote
longer-term resilience, a Net Stable Funding Ratio (“NSFR”) for Als
will also be introduced in 2018.

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.

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, 10% consist of demand and current
account deposits, 21% of savings deposits, and 69% of time, call and
notice deposits (2015: demand and current account 11%, savings
20%, time, call and notice 69%). 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.
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FINANCIAL RISK MANAGEMENT (continued)

4.4 Liquidity risk (continued)

As the trading and available-for-sale portfolios 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.

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 and the Board/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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FINANCIAL RISK MANAGEMENT (continued)
4.4 Liquidity risk (continued)
The tables below analyse assets and liabilities of the Group as at 31

December into relevant maturing groupings based on the remaining
period at the end of reporting period to the contractual maturity

date.
BB
R o Ll =2
Repayable Upto  —%=HJ +ZHA —~E1i% TN L W it
ondemand ~ onemonth  I-3months  3-12months 1-5years  OverS5years Indefinite Total
Ti#x Ti#x Ti#x Ti#x Ti#x Ti#x Ti#x Ti#x
SRR 31 December 2016 HK$'000 HKS'000 HK$'000 HKS'000 HK$'000 HKS'000 HK$'000 HKS'000
Y Assets
RERERTFEE L SRS Cash and balances with banks and
Y4 1A other financial institutions 35,649,110 129,957,396 - - - - - 165,606,506
ERTFAERLM MR Placements with banks and
T3 other financial institutions - - 10375 14559770 - - - 26593495
HELH R EMER Financial assets held for trading
~ A - equity securities - - - - - - 17,556 17,556
- HihfE% -~ other debt securities - - 331,341 323,354 - - - 654,695
fik4MIA Derivative financial instruments 116823 1880483 3956545 7849281 3912626 699,999 - 18415757
SRR Advances and other accounts 6606921 16729390 35028388 79614815 199829495 80,538,303 1307963 419,635,275
s EEMEE Available-for-sale financial investments
- R - treasury bill - - - - 67860 1830510 - 8559200
- RE - equity securities - - - - - - 183,652 183,652
—FriE L - certificates of deposit held - - - 521,302 252,868 - - 774170
- Jifbih - other debt securities - 33660 3,930,591 T00L355 27,993,933 27,322,053 - 66571793
~HEEHER - wealth management product - L4673 1616089 1525182 - - - 4604004
REAMRRE Held-to-maturity financial investments
-BHER - treasury bills - -3 9,638,061 1,164,272 - - 13,136,334
~Freh 2t - certificates of deposit held S 4SS 3091708 1549020 - - - 929196
- K% - other debt securities - 960,735 2858716 12,953,320 25574399 9,506,129 - 51,853,300
BN Investments in associates - - - - - - 383,199 383,199
TR R B Goodwill and other intangible assets - - - - - - 1,027,525 1,027,525
e Investment properties - - - - - - 79,658 79,658
EYEL] Property, plant and equipment - - - - - - 944313 944,313
FUEE L5 LR R Other assets, including current and
B deferred income tax assets 1410 238596 603,705 2286891 4,723,006 253,921 5007 10322123
it Total assets 0384264 158351595 65784809 137,822,352 270,179,280 I0I5L1I5 4001093 798674517
fifl Liabilities
GRS T o vdiz Deposits from banks and other financial institutions 42,062,598 84450,975 65,899,124 15,562,696 354151 - - 208,329,544
fikSBIR Derivative financial instruments - 1,814,296 3,843,384 7,990,285 4,013,624 342,410 - 18,003,999
BFf Depositsfrom customers 130516183 87,643,183 7664985 78346237 48424451 - - 421579909
BT E Certificates of deposit issued S L34 19006747 280,47 334,860 - - 43561378
EBfEE Debt securities in issue
—HEUATRERIERAR - Designated at fair value through profit or loss - - - - 75,101 - - 72,101
— L BRA AR - Atamortised cost 1,000 2,000 - - 948,078 - - 951,078
DV AR AJE 2 Subordinated debts measured at amortised cost - - - - 3,864,938 7,739,010 - 11,603,948
HlaR BETREENERAR  Otherliabilities, including current and
deferred income tax labilties 1944560 4692863 1269327 1675751 1,057,055 - 46,858 10,686,414
ek Total liabilities 17454341 179990841 166,668,437 126407216 59,069,258 8,081,420 46,858 714,788,371
bk g ik Net liquidity gap (132,140,077)  (21,639,246)  (100,883,628) 11,415,136  21L110031 112,069,695 3954235 83,886,146
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4 Eﬁ%ml‘ﬁ%ﬁ (#9) 4 FINANCIAL RISK MANAGEMENT (continued)
4.4 WEE SRR @ 4.4 Liquidity risk (continued)
BRI
Gl ~HBAR e
Repayable Upto  —Z=fiA TZIA —E1f FAELLE R st
ondemand ~ onemonth  1-3months  3-12months 1-5years  Over 5 years Indefinite Total
Tt T Tkt T Tk T kT T
e Sk e I 31 December 2015 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HK$'000 HKS'000 HKS'000
{3 Assets
SRR GIEE 3 X R L Cash and balances with banks and
ba i other financal institutions 48025280 90,044,789 - - - = - 138070069
FESRTRER LS R Placements with banks and
i other financial institutions - - 15528 1135059 = = - 05813
HEh e EE Financial assets held for trading
Rl - equity securities - - - - - - 165,717 165,717
~ g% - other debt securities - = - B - B - =
fif2MIR Derivative financial instruments 103,590 1719451 1,266,065 5,503,035 2,043,621 748,502 - 11384264
BRI Advances and other accounts 050 1370081 43707677 100301236 139233083 80,036,795 103489 385734115
Ml E SR E Available-for-sale financial investments
— - treasury bills = 2,712,580 = 2,706,738 2,081,495 = = 7,700,815
- RERE S - equity securiies - - - - - - 150,533 150,533
R I - certificates of deposit held - 470,87 - 773,388 479287 = = 1,722,962
- flhfs - other debt securities - 1,929,536 917,857 4030749 23,703.964 7,483,815 8140 38074061
—BrEE RN - wealth management product - 1,995,723 3401219 27,535,685 - - - R
ERER: ke Held-to-maturity financial investments
- BHEE - treasury bills - 3,437,097 582387 12,036,032 - - - 2194716
—Fri¥ R f - certificates of deposit held - - - - - - - -
i -~ other debt seurities - 29,384 1,820,294 4951380 41,489,994 8,911,444 - 5740049
REEAR 2 7E Investments in associates - - - - - - 284,878 284,878
T T S Goodwill and other intangible assets - - - - - - 1,045,213 1,045,213
famE Investment properties - - - - - - 80,919 80919
EDE | Property, plant and equipment - - - - - - 946,278 946,278
HogE AR REREH R Other assets, including current and
K deferred income tax assets 17,061 2,547,118 5,609,203 738,619 590,570 2617 50,361 9,555,549
B Total assets 55866081 118786448 78198920 169927457 209822014 97,183,173 3766932 733,551,005
fi Liabilities
BHFEREbEREEL Deposits from banks and other financialinstitutions 24,614,188 81459239 35,2442 8,269,375 6,192,730 - - 155809954
fik4MIR Derivative financial instruments 4019 1,775,148 1,208,175 5,520,307 1,828,358 677,449 - 101547
EFfHR Deposits from customers 127,109,361 89,991,899 77,131,401 T2457,734 31,840,816 = - 398531211
CE#hfE Certificates of deposit issued - MA66795 21059219 23,583,839 1,035,029 - - 6814488
BBfES Debt securities in issue
—HEUATRERIERAR - Designated at fair value through profitor loss - - - - - - - -
— LB AR - At amortised cost - - 2,798,700 2,938,641 1,192,849 = = 6,930,191
DBSRA AR RERE Subordinated debts measured at amortised cost - - - - 3,859,630 9,515,815 - 13,375,445
Hi& g Qs RELTER Other liabilities, including current and
- deferred income tax labilities 112,662 124726 5,448,646 1,563,403 245,865 2 791,085 9,386,408
M Total liabilities 151840230 196917807 142940563 114335320 46195277 10,193,265 91085 663,213,567
bl g ke Net liquidity gap (95974149)  (78131359)  (64741683)  S590137 163626737 86,989,888 2975847 70337458
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FINANCIAL RISK MANAGEMENT (continued)
4.4 Liquidity risk (continued)

The table below presents the cash flows payable by the Group under
non-derivative financial liabilities, derivative financial liabilities that
will be settled on a net basis and derivative financial instruments that
will be settled on a gross basis by remaining contractual maturities
at the balance sheet date. The amounts disclosed in the table are the
contractual undiscounted cash flows, whereas the Group manages
the inherent liquidity risk based on expected undiscounted cash
inflows.

The Group’s derivatives that will be settled on a net basis include:

- Foreign exchange derivatives: over-the-counter currency
options; and

- Interest rate derivatives: interest rate swaps, forward rate
agreements and OTC interest rate options.

The Group’s derivatives that will be settled on a gross basis include:

- Foreign exchange derivatives: currency forward, currency
swaps; and

= 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)
AERIF =MA
HIvs R EUT =%
Repayable 3 months +=HA — &4 TN L R st
on demand orless  3-12months I1-5years  Over 5 years Indefinite Total
T T T T T T T#x
ZEF-NEFSAZT-H 31 December 2016 HKS$'000 HKS$'000 HKS$'000 HKS$'000 HKS'000 HKS'000 HKS$'000
LA Financial liabilities
RATRER Deposits from banks and
bR other financial institutions 41,155,957 150,239,058 15,261,336 4,061,711 5,965,964 - 216,684,026
KF Deposits from customers 131,828,429 164,963,594  79,295292 48,425,453 - - 424512768
CBTHE Certificates of deposit issued 234 20,792,168 22,792,792 904,777 1,317,905 - 45,807,876
TELATEERNERANRZ  Debt securities in issue at fair value through
TR profit or loss - - - 72,101 - - 72,101
MBHARANREZ B85 Debt securities in issue at amortised cost - - 176,902 780,193 352,834 - 1,309,929
DA A AR 2 14 B R Subordinated debts measured at amortised
cost - 146,476 378,858 6,061,954 8,622,550 - 15,209,838
Hib4RE & Other financial liabilities 1,977,736 6,497,490 1,352,465 468,634 - 46,858 10,343,183
ABAGEH Total financial liabilities 174,962,356 342,638,786 119,257,645 60,774,823 16,259,253 46,858 713,939,721
REBAR Derivative cash flow
DR ESENTESBTR Derivative financial instruments settled
on net basis 623 33,640 123,261 63,803 49811 - 271,138
AL Total inflows 1,193 1,612,754 4,880,169 34196755 64,910,560 ~ 105,601,431
it A Total outflows (70)  (1,579,114)  (4,756,908)  (34,132,952)  (64,860,749) - (105,330,293)
NABERNTELR TR Derivative financial instruments settled
on gross basis
A S Total inflows 336 170,405,327 172,322,086 300,418,498 73,369,773 - 716,516,020
ekt Total outflows (483)  (170,400,782)  (172,129,286)  (300,565,462)  (73,398,723) - (716,494,736
HaEARFIEE Off-balance sheet items
—AEg AT
No later o FAED E 5t
than 1 year 1-5years  Over 5 years Total
T Tt T#L T
“R—-ANETH=1T—H 31 December 2016 HKS$’000 HKS$’000 HKS$’000 HK$’000
BOHOR Loan commitments 181,598,324 18,954,733 28,989,784 229,542,841
W~ G H R Guarantees, acceptances and
A FA 5 Fit 2 other financial facilities 29,670,686 - - 29,670,686
B A7 A A7 3 Forward forward deposits placed 10,279,920 - - 10,279,920
Ak Total 221,548,930 18,954,733 28,989,784 269,493,447
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4 HR R KA B (50 4 FINANCIAL RISK MANAGEMENT (continued)
4.4 {ﬁyj ﬁﬁ’-ﬁ Fﬁ (%) 4.4 Liquidity risk (continued)
s =fiA
M2 B =z
Repayable 3 months A —E TN E IR At
on demand orless  3-12months 1-5years  Over 5 years Indefinite Total
T T T T T T T
-GS RAEH 31 December 2015 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$°000
LA Financial liabilities
BATRER Deposits from banks
SRR 2 15 and other financial institutions 4,172,683 119,753,216 17,706,343 6,224,399 = - 185,856,641
KFf Deposits from customers 133,555,830 170,045,324 63,767,767 35,836,021 = - 403204942
EETTEHE Certificates of deposit issued - B37T16 24558548 1,035,032 - - 69330742
BEMAFHERRGERARZ  Debt securities in issue at fair value through
CH AT profit or loss - - - - - - -
DIBHA AR Z E%17H% Dbt securities in issue at amortised cost = 2,798,700 2,938,642 1,192,849 = = 6,930,191
MBS AR R ERR Subordinated debts measured at amortised
cost = = = 3,859,630 9,515,815 = 13,375,445
iR E Other financial liabilities 112,663 7,125,966 1,471,319 245,889 21 924,354 9,880,212
ARARHEH Total financial liabilities 175841176 343,460,368 110,442,619 48,393,820 9,515,836 924354 688,578,173
RABAR Derivative cash flow
URESENTESBTA Derivative financial instruments settled
on net basis = (213,546) 2,043,644 4,919,043 2,532,965 = 9,482,106
AL Total inflows = 64,951,635 64,475,043 50,554,124 28,691,135 - 208,672,137
T A Total outflows - (65,165181)  (62,231,599)  (45,635,081)  (26,158,170) - (199,190,031)
ARSI ELR TR Derivative financial instruments settled
on gross basis
AL Total inflows 1095620 329441232 289,526,964 81,413,304 5,720,422 - 707,197,542
it A Total outflows (1,195,191)  (329,578,409)  (289,589,209)  (80,646,519)  (5,534,385) - (706,543,713)
BEARFINEE Off-balance sheet items
—AEELT
No later —FhH4E AAEDL st
than 1 year 1-5 years Over 5 years Total
Tt FHsn 0 TH50
ZE—HFETA=+—H 31 December 2015 HK$°000 HK$’000 HK$’000 HK$°000
BHORH Loan commitments 171,235,196 20,026,493 10,946,836 202,208,525
WORE -~ G NL Guarantees, acceptances and
At B 755 Tl 2 other financial facilities 22,460,286 = = 22,460,286
C A7 A A Forward forward deposits placed 1,294,667 - - 1,294,667
il Total 194,990,149 20,026,493 10,946,836 225,963,478

142




—INAEAER
Annual Report 2016

4 B E| B A B (an)
4.5 R 4R T H R m

AL 2 SEH I S L B TR (B
A TTR) A B o ARSI % E B a0 B AR
FWEZEF AR U RE RN EEBER
%‘E?Z%Fﬁiﬂ: LRI o AR AR R IE

e ) A T R A A AR R
Zm TEH N e 55 B 22 A - (] IRF 7 AR R o A
R 2400 i B < A B B AR

$%§Iﬁi§i@ﬁ§?ﬁ$ﬁ%%‘f%&ﬂﬂz%%‘%&

B AR B R DA Tl B 48 4% 7 2
E\%'é FELLIR B 2O o AT B R B AN R
W EEAMRN Z G o A IR
I OL AR B HAM RIS - 1 B0 T A D AR BRI
HoAt {5 25 -

ALEMINEB AT AN TR 2 B R
] 256 T s S5 B s 22 6 00 U5 B8 DA B TR )
U T TR L By o L 4 L E
Z BB KV BEE 2 o BRI o

(a) O TAEEH M
AR 4R [ R R R B > Sk L B
T BUA s 0 K MR R L B - M4
MR —FE-ANFET_H=1T—HZA
T E A EIfEOT3E#EE L (E A
4E B3T8E WD) o

(b) B M
ﬂi%%ﬁ”ﬂafﬂﬂﬁﬁ%ﬁ%ﬁa#ﬁ%ﬂ' <5t
ﬂﬁékx%%‘?&ﬁﬁ% A B 4
i B A R o i —F—NAE A
=+—H > W& 2 A PFRES EUE
6TIH B TL (= E— A4 : F1{E9T7
HEHBIT) -

o T SRAT (W) AR A

Industrial and Commercial Bank of China (Asia) Limited

WE-E-AE+ A=+ —HILFE
For the year ended 31 December 2016

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 2016 was HK$193 million positive (2015:
HK$38 million negative).

(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 2016 was
HK$169 million positive (2015: HK$197 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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4 W B B a0 4  FINANCIAL RISK MANAGEMENT (continued)
46 SRVEEKABZATFEAE G 4.6 Fair values of financial assets and liabilities (continued)

VoA 3 Determination of fair value hierarchy

R 5 s DA g 15 e I 55 13955 [ A P B (7T = The following table presents the fair value of the Group’s financial
SRR B BESR > T RIRA instruments measured at the end of the reporting period on a
A5 [H] A i ) oK i 7 T kAR L e DU 7 E A recurring basis, categorised into the three-level fair value hierarchy
THZAVEME - 7B TE—RZATHE as defined in HKFRS 13, Fair value measurement. The level into
{78 7 PR A DA BT B8 A A 2 2 8 which a fair value measurement is classified is determined with
Z A 5 M e A reference to the observability and significance of the inputs used in

the valuation technique as follows:

SRR —NE . EEATEERFAS 83 Level 1 valuations: Fair value measured using only Level 1 inputs
B B E B AL TS BT A i.e. quoted prices in active markets for identical
[ ¥ 7 sl A A R A assets or liabilities at the measurement date.

G AEE: MEATHEERBSE B3 Level 2 valuations: Fair value measured using Level 2 inputs i.e.
B BB —SRAG (BN AT B Bk inputs other than quoted market prices included
TP 2 7 T B LR BT AR Y within Level 1 that are observable for the asset or
B T AR LA 2 8 liability, either directly or indirectly.

£ X T I /A KRS R TE oSS Level 3 valuations: Fair value measured using unobservable inputs.
o JE RIS 2 MUR TR AR R Unobservable inputs are used to measure fair
AR 8 ] 48 2 2 R ) DA 7R value to the extent that relevant observable
AFEME S inputs are not available.
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Determination of fair value hierarchy (continued)
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4.6 Fair values of financial assets and liabilities (continued)

HFH— HH— HH= B
Level 1 Level 2 Level 3 Total
B T T T T
ZE-ANETFZAZ—H 31 December 2016 HK$°000 HK$000 HK$000 HK$°000
SRU PP R SR Recurring fair value measurements
& ﬂﬁ% Financial assets
e T A Derivative financial instruments
i SN E 5 4 Forward foreign exchange contracts - 10,399,556 - 10,399,556
SIS E S A Structured foreign exchange contracts - 99,543 - 99,543
£ W A Currency swaps - 6,061,034 - 6,061,034
A1 FX options - 338,803 - 338,803
| 2R 441 Interest rate swaps - 1,032,472 - 1,032,472
7 it 222 4 Commodity forward - 474,806 - 474,806
5 Interest rate futures - 9,516 - 9,516
JBC SR A5 Equity swaps - - - -
R Equity options - 27 - 27
- 18,415,757 - 18,415,757
FAE 32 b 1 ol < T Financial assets held for trading
(%5 Debt securities - 654,695 - 654,695
il Equities - 17,556 - 17,556
- 672,251 - 672,251
R 80 6 5 B Available-for-sale financial investments
(e Debt securities 58,904,085 16,993,239 - 75,897,324
i 22 Equities 54,772 - 128,572 183,344
o A L Wealth management products - 2,836,808 - 2,836,808
58,958,857 19,830,047 128,572 78,917,476
A5l E A Total financial assets 58,958,857 38,918,055 128,572 98,005,484
S Financial liabilities
firtE 4l TR Derivative financial instruments
M ANE G £ Forward foreign exchange contracts - 10,216,188 - 10,216,188
& %ﬁﬂ‘l@ﬁ'% Structured foreign exchange contracts - 100,749 - 100,749
15 W 4 Currency swaps - 6,114,222 - 6,114,222
A1 e A FX options - 352,748 - 352,748
1| 2R i 4 Interest rate swaps - 510,444 - 510,444
T i 7 1) Commodity forward - 476,090 - 476,090
Fl =W & Interest rate futures - 5,643 - 5,643
JBc SR A Equity swaps - 227,888 - 227,888
Ji ZE I Equity options - 27 - 27
- 18,003,999 - 18,003,999
FEE DL INPAEE RS I as R AR Financial liabilities designated at fair value
A A through profit or loss
BT Debt securities in issue - 72,101 - 72,101
- 72,101 - 72,101
A A Total financial liabilities - 18,076,100 - 18,076,100
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Fair values of financial assets and liabilities (continued)

Determination of fair value hierarchy (continued)

LR L EH= ok
Level 1 Level 2 Level 3 Total
B Tt ot Tl Tt Tt
“E AT ZH=+—H 31 December 2015 HK$°000 HKS$’000 HKS$’000 HKS$’000
SRU PP R S R Recurring fair value measurements
% ﬂﬁiﬁ Financial assets
k4 TH Derivative financial instruments
m W ANE A A Forward foreign exchange contracts - 6,239,711 - 6,239,711
LEREPESME G £ Structured foreign exchange contracts - 258,142 - 258,142
g g
£ W A Currency swaps - 3,191,811 - 3,191,811
471 A FX options = 706,662 - 706,662
| = 45 1 Interest rate swaps - 769,116 - 769,116
T it 722 401 Commodity forward - = - _
F I Interest rate futures - 3,019 - 3,019
JB i Equity swaps - 215,797 = 215,797
Jie S e Equity options - 6 - 6
- 11,384,264 - 11,384,264
FRVESE 5 P e T Financial assets held for trading
&5 Debt securities - - - -
JBe 5 Equities = 165,717 - 165,717
- 165,717 - 165,717
koY 6 4 Al Available-for-sale financial investments
i Debt securities 37,730,641 9,669,408 89,649 47,489,698
Jig 22 Equities 53,509 = 97,017 150,526
B Wealth management products - 23,910,610 - 23,910,610
37,784,150 33,580,018 186,666 71,550,834
Sl AR Total financial assets 37,784,150 45,129,999 186,666 83,100,815
S Financial liabilities
A T H Derivative financial instruments
i W HME 5 4 Forward foreign exchange contracts - 6,362,658 - 6,362,658
LERE RSN A £ Structured foreign exchange contracts - 259,787 - 259,787
1 g g
jege st h Currency swaps - 3,093,438 - 3,093,438
S e A FX options = 637,961 - 637,961
pilp R Interest rate swaps - 443,014 - 443,014
7o il 2 4 Commodity forward - - - -
pillEeS N Interest rate futures - 2,815 - 2,815
JB 5 4 14 Equity swaps - 215,797 = 215,797
i S Equity options - 6 - 6
- 11,015,476 - 11,015,476
FRE LAHEEA AT R ANR  Financial liabilities designated at fair value
LN through profit or loss
CE TS Debt securities in issue - - - -
45 R B AR R Total financial liabilities - 11,015,476 = 11,015,476
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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:

HESE ]
e Sy BeEEH B TRBERE W SR BRE—NAE
—H—H Wig/ Reclassify ZhuEH TS AST—H
At (H%) from held-to- Total gains At
1 January Addition/ maturity recorded 31 December
2016 (disposal) investment in equity 2016
T#x Ti#x T T T#x
HK$°000 HK$’000 HK$’000 HKS$’000 HK$’000
SlERE Financial assets
it & 4 Mg Available-for-sale financial investments
&% Debt securities 89,649 (89,649) - - -
5 Equities 97,017 - - 31,555 128,572
ER=SMEREAH Total level 3 financial assets 186,666 (89,649) - 31,555 128,572
BB ERA
RZF— 1A B gy TARER M5 R N T4
—HA—H ¥/ Reclassify to ZWsdE  FZA=t—H
At (ii#) held-to- Total gains At
1 January Addition/ maturity recorded 31 December
2015 (disposal) investment in equity 2015
T b b b i
HK$’000 HK$’000 HK$’000 HK$’000 HK$°000
SRR Financial assets
ke & SR g Available-for-sale financial investments
&% Debt securities 8,602 - 79,102 1,945 89,649
JRE Equities 81,333 13,163 - 2,521 97,017
FR=EMEEAE Total level 3 financial assets 89,935 13,163 79,102 4,466 186,666
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4 B R B A BE om0 4 FINANCIAL RISK MANAGEMENT (continued)
46 SRVEEKABZATFEAE G 4.6 Fair values of financial assets and liabilities (continued)
LN TE (58 2 4548 =4 T A2 # Movements in level 3 financial instruments measured at fair value
2 (#) (continued)
SEAREF IS K2 EH =4 T H ki Gains/losses on Level 3 financial instruments included in the income
s R AL statement for the year comprise:
A4 Bl 40 KEEBB 2 M
Unrealised Unrealised
losses gains Total
T#L T#x T#x
e S A% 2016 HK$’000 HK$’000 HK$000
FEAARFEE IR iR 2 ds Total gains/(losses) included in income statement
(E548) Ha% for the year - 21,387 21,387
AR B 18 A AR M
Unrealised Unrealised
losses gains Total
TH#TT TH#TT T
ZE A 2015 HK$’000 HK$’000 HKS$’000
FEAAEF I 2SR 2 Uk dE Total gains/(losses) included in income statement for
(fst8) 4% the year - 13,560 13,560
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4 B E| B A B (an) 4 FINANCIAL RISK MANAGEMENT (continued)

4.6 SihEE & EZ AP HEIE @)

4.6 Fair values of financial assets and liabilities (continued)

G 2 I E K

TR % PR (G AR 2 6l 7 I AR
AR ESF o > AR — B — 2 M
R

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
which are recorded at fair value:

RS/ a VYA R 3
Transfers from level 1 to level 2
2016 2015
T-#0 THIT
TR 2016 HK$°000 HK$°000
L6 4 A% Available-for-sale financial investments
Bz Debt securities 221,762 609,566
FAGREELRSER - EHBEESER > 2H The above financial assets were transferred from Level 1 to Level 2 as
R ERERAFEECAHA GRS > M they ceased to be actively traded during the year and fair values were
W] 2 S8 05 s T A% 8 1 T 9L 1) T 3 i A consequently obtained using valuation techniques using observable
Wt 0 DAA (6 7 95 LA o market inputs.
A R —
Transfers from level 2 to level 1
2016 2015
T-#0 T
TR N 2016 HK$’000 HK$’000
L6 s 4 A% Available-for-sale financial investments
e Debt securities 763,890 =
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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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4 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

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 and noted that the total fair value is not materially
different from the total carrying value.

Held-to-maturity financial investments

The fair value of held-to-maturity debt securities is
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 values.

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)

46 SRVEEKABZATFEAE G 4.6 Fair values of financial assets and liabilities (continued)
b FE LIS T [E 7 2 2/ T A (%) Financial instruments not measured at fair value (continued)
(e) L #7177 (e)  Certificates of deposit issued
A4 H FHE BB AT AT A 2 N T EE R The Group has assessed the fair value of certificates of deposit
E 7% FEAH B 2 e R il AR - 0T R A issued after taking into account the relevant yield curve and
1 (R A AR B R T (AR ARG I EE K2 B o noted that the total fair value is not materially different from
the total carrying value.
() Hfh&@EREME 1F (f)  Other assets and other liabilities
HoAth B K LA £ — B A AN AR The estimated fair value of the other assets and other liabilities,
Z R > BRI Al A B 2 HAR T which are normally non-interest-bearing, is their carrying
18 - values.
A B B DA SCAS 5 B A AR 2 4l The carrying amounts of the Group’s financial instruments
THEE®E  BER T —RNEL T carried at cost or amortised cost are not materially different
—HETZH =1 — HZ A TEE % from their fair values as at 31 December 2016 and 2015
HRZEE > MERLU N & T RERAN - %% except for the following financial instruments, for which their
SR T H 2 R E A EE D R TE carrying amounts and fair value and the level of fair value
ZATEEERIT hierarchy are disclosed below:
e i i 2016
Carrying AT FH— FH= FH=
amount Fair value Level 1 Level 2 Level 3
T T T T T
HK$°000 HK$°000 HK$°000 HK$°000 HK$’000
a2l A Financial liabilities
ARG A A MR 2 22 A0E Subordinated debts measured at
amortised cost 11,603,948 19,559,236 15,577,169 3,982,067 -
FRTI (A 2015
Carrying AFAEE S S SFH=
amount Fair value Level 1 Level 2 Level 3
T T T T T
HK$’000 HK$’000 HK$°000 HK$°000 HK$°000
o =N Financial liabilities
AR RUA AR 2 42 B 50 Subordinated debts measured at
amortised cost 13,375,445 13,726,764 9,942,883 3,783,881 -
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FINANCIAL RISK MANAGEMENT (continued)

4.7 Fair values of non-financial assets and liabilities

Fair value hierarchy

The following table presents the fair value of the Group’s bank
premises and properties and investment properties 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: Fair value measured using only Level 1 inputs
i.e. unadjusted quoted prices in active markets for identical assets or
liabilities at the measurement date

Level 2 valuations: Fair value measured using Level 2 inputs
i.e. observable inputs which fail to meet Level 1, and not using
significant unobservable inputs. Unobservable inputs are inputs for
which market data are not available

Level 3 valuations: Fair value measured using significant
unobservable inputs

Fair value at 31 December 2016

FH— 3 HH=
Level 1 Level 2 Level 3
T#1 T#x T#T T#T
HK$°000 HK$°000 HK$°000 HK$’000

FRHEPEA TR R Recurring fair value measurement
SRATH AN 5 Bank premises and properties 655,436 - - 655,436
58 ¢/E S Investment properties 79,658 - - 79,658

MNoB—HE+ZA=+—HZAVEE

Fair value at 31 December 2015

SRR — S - SRR =
Level 1 Level 2 Level 3
THE T THE T THTC THTC
HKS$’000 HKS$’000 HKS$’000 HKS$’000

REEAPEER = Recurring fair value measurement
SRATH SN e Bank premises and properties 653,564 = = 653,564
B Investment properties 80,919 = = 80,919

BE_Z-ANE+_H=1+—HILFEE %
A — Be S AR = 22 [H] S MRS > A A B
WA =2 THH o AR H 2 BUR /5 0 R 8%
A 2 i A ] R R R S (E S R 2 B 2
HE o

During the year ended 31 December 2016, 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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4 BB B A B a) 4  FINANCIAL RISK MANAGEMENT (continued)
47 FEEREEKARZ A TFEAAE 3D 4.7 Fair values of non-financial assets and liabilities (continued)
L FIEE S () Fair value hierarchy (continued)
AL E T A B W 3 DL KSR AT ) ZE M S E R All of the Group’s investment properties and bank premises and
TE-NET A= HEHAGE - AR properties were revalued as at 31 December 2016. The valuations on
AT BOE W 3 DL B SR AT W SN [ 7 22 Ak M el the Banks’s investment properties and bank premises and properties
S B ZE A S A (R A A B I AT A BR A were carried out by an independent professionally qualified valuer,
FHEAT o A ERAT B R 2 W BB W 2E LA K SRAT A.G. Wilkinson & Associates. The investment properties and bank
Wy SEHN 5 E 2 A (8 e v B A 2 S B E premises and properties of the Bank’s subsidiary were carried out
A A (L R R 11 T [ AR B E A L M M by an independent professionally qualified valuer in the Mainland
T At 1B 5 w0 A RN RHEAT o UG5S £ R 24 B China, Shenzhen GuoZhongLian Asset and Real Estate Appraisal
5 T A% (B0 4 2E T 7E 3 B R0 4 260 BN 2 9T 34 Consulting Co., Ltd. The valuers are with recent experience in
48 B o AS 4 | 2 45 3 8 ) B i B A A% the location and category of property being valued. The Group’s
w3 R AR R R HOA JE AT Al (ELIRE BT 2 A management has discussion with the surveyors on the valuation
BB B Al (A 45 AT o assumptions and valuation results when the valuation is performed
at each interim and annual reporting date.
B FR =2 FE (R 22 B A Information about Level 3 fair value measurements
AAE TS ¥ A ] g A HvE i
Valuation techniques Unobservable input Range
wE s
— ik P& T35 I i 2
— {1 A It P8 5 R AT B R
TS e =
T A
Investment properties
- Hong Kong Investment method Market yield 2.68%
- Mainland China Discount cash flow Risk adjusted discount rate 5.5%
Expected market rental growth 2.5% - 4%
Expected occupancy rate 97%

RITY R 5
— ik
— {1 A T AT

— HE A A 7 2
Bank premises and properties
- Hong Kong

- Mainland China method 1

- Mainland China method 2
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HHE Lk
PrE B &

H% Lk

Direct comparison approach

Discount cash flow

Direct comparison approach

YRR 2 S, (i)
L i A 2 A B
TGS R

e A R

G E T B

Premium/(discount) on
characteristic of the properties

12.80% to (33.17%)

Risk adjusted discount rate 5%
Expected market rental growth 4%
Expected occupancy rate 97%
Market value discount rate 5%
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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 B E| B A B (an) 4 FINANCIAL RISK MANAGEMENT (continued)

47 IS A R AR AFARE (e 4.7
B SERE = 2 AT E it e 2 B )

S B = A TR R 2 4 2 ST

Fair values of non-financial assets and liabilities (continued)
Information about Level 3 fair value measurements (continued)

The movements during the year in the balance of these Level 3 fair

P/ N value measurements are as follows:

T#T

AT B - Bank premises and properties: HK$’000
W FE—ANE—H—H At 1 January 2016 653,564
RN Addition for the year -
FE 32 3 Exchange adjustment (99)
FERHTE S Depreciation charge for the year (18,031)
AL R Surplus on revaluation 20,002
REF—ARFEFZA=+—H At 31 December 2016 655,436
T T

SRAT 5 EE I - Bank premises and properties: HK$’000
—“E-hFE—HA—H At 1 January 2015 620,252
GRUNE N Addition for the year -
[ 2 8 Exchange adjustment (1,603)
AR NPT S Depreciation charge for the year (13,545)
Al 72 R Surplus on revaluation 48,460
RE-F—nEF_A=+—H At 31 December 2015 653,564
T#1

BEWE : Investment properties: HK$’000
R FE—NFE—H— At 1 January 2016 80,919
A%@fﬁnﬁ]% Fair value adjustment 1,262
[TFE 5 ) 2 Exchange adjustment (2,523)
REF—RE+ZA=Z+—H At 31 December 2016 79,658
Tl

BEYE - Investment properties: HK$’000
WoFE—RE—~H—H At 1 January 2015 69,977
A TAEE T Fair value adjustment 13,002
HE 3 5 B Exchange adjustment (2,060)
ATE—HAETHA=1—H At 31 December 2015 80,919
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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. On
21 July 2016, the Bank has issued Tier 1 capital securities of US$1
billion. On 5 November 2016, the Bank has redeemed Tier 2 capital
securities of RMB1.5 billion. 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 ratio of total regulatory
capital to risk-weighted assets (the CAR) at the minimum of 8% plus
a capital cushion. 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 2016 and 2015, 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. It is inherent to every aspect of daily business
operations within an organization, which covers a wide spectrum
of issues and root causes. The Group is adopting the “Three Lines
of Defence” approach to manage operational risk. The Operational
Risk Committee provides adequate oversight to ensure inherent
operational risks are mitigated with adequate control measures.
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,
comprehensive internal control systems, etc. The Group will keep on
pursuing active and proactive 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 and compliance risk is the potential risk of legal and regulatory
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.
They conduct regular compliance checking so that the Bank
can identify potential non-compliance issues and take remedial
actions on a timely basis. They also arrange 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. 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.
Corporate and investment banking mainly comprises corporate
banking, the provision of debt capital market and investment
banking. 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-group
elimination entries and any items which cannot be reasonably
allocated to specific operating segments.
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5 AEERE @ 5 SEGMENT REPORTING (continued)
5.1 WM () 5.1 Class of business (continued)
el
b (L] e
Corporate and LEEE0 A Global B Chinese
investment  Commercial Retail markets  Institutional Mercantile R it
banking banking banking  and trading banking Bank  Unallocated Total
Tibi Tibx Tibx Tibn Tibx Tibn Tibn Tibx
RN 31 December 2016 HKS000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000
B Net interest incorne LBLT 2855446 13031 L4LI76 63230 115573 (263,260) 9,142,855
W RRE A Fee and commission income 381,695 833,172 720,041 3 262,330 183,263 83,547 2,464,051
e YU EST Fee and commission expense (14,457) (18,522) (269,141) - (58) (6,355) 1) (308,540)
WERAERAFS Net fee and commission income 367,238 814,650 450,900 3 262,272 176,908 83,540 2,155,511
BLARA Net trading income 9,115 318,670 108,255 (2,37) 3,011 32,697 96032 1067453
KEUATEEBHERARLREE  Net gain/(loss) on financial assets and liabilities
Réfilks/ (B8 54 designated at fair value through profitor loss - - - 18,525 - - (106) 18,419
RHARBEZ R Dividend income from financial investments - - - - - - 7475 7475
HHEERA Other operating income - 1,306 25 - 3 10,862 5,496 17,932
BEIA Operating income 1,693,810 3,990,072 1,909,651 1,237,377 933,518 2,336,040 309,177 12,409,645
B Operating expenses (820154 (54144)  (L6857) (02394 (B34 (432,006) B (2790811)
AMEBER R BEEA Operating profit before impairment losses 151L656 3435928 76,794 934983 760184 1,904,034 30955 9,618,834
MBS G /BRE (Charge for)/write back of impairment losses on
loans and advances (364,73) (7,990) (29,418) . (39,177) (437,671) 394 (878,597)
(R E SR AR AR AR Write back of impairment losses on
available-for-sale financial investments - - - 67,050 - - - 67,050
IR AtV k-3t Operating profit after impairment losses 1146921 3,427,938 7336 1,002,033 7007 1,466,363 309649 8,807,287
Bt Revaluation gain on investment properties - - - - 462 800 1,262
WERT G R TE Net loss from property, plant and equipment - 8) (2,523) - - (291) (67) (2,889)
I A ) B Al i Gain on disposal of subsidiary and associate - - - - - - 2,984 2,984
HERT R Loss on disposal of loans and advances - - - - (32) - - (322)
HEREHESREEZ GRS Net gain on disposal of available-for-sale
financial investments - - - 127,452 - 17,129 88,858 233,439
HERHEIMARMEZUGEIFE  Netgain on disposal of held-to-maturity
financial investments - - - 5,909 - - - 5,909
EERR Operating profit 1,146,921 3,427,930 730,853 1,135,394 720,685 1,483,663 402,224 9,047,670
JEfG e A A Share of profits of associates - - - - - - 21,064 21,064
BB Al Profit before tax 1,146,921 3,427,930 730,853 1,135,394 720,685 1,483,663 423,288 9,068,734
AR Segment assets 95,808,319 151,418,285 53,832,978 102,142,622 36,215,128 139,354,582 218,337,391 797,109,305
PEEARZEE [nvestment in associates 383,199 383,199
RIPEE Unallocated assets - - - - - - LI LISy
R Total assets 95,808,319 151,418,285 53,832,978 102,142,622 36,215,128 139,354,582 219,902,603 798,674,517
AE Segment liabilities 94,036,088 147,657,331 54,621,092 99,300,774 41,995,297 128,373,118  204,355946 770,339,646
RNEAR Unallocated liabilities - - - - - - (55,351,075)  (55,351,275)
AEAH Total liabilities 94,036,088 147,657,331 54,621,092 99,300,774 41,995,297 128,373,118 148,804,671 714,788,371
B, Capital expenditure 15 857 32,739 994 69 5,156 2437 82,267
FEREHER Depreciation and amortisation charges 144 658 40,137 5,514 1,458 27,381 41,326 116,618
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5 EEE @ 5 SEGMENT REPORTING (continued)
5.1 %%@ﬂ (% 5.1 Class of business (continued)
AR ERT SRS E G
Corporate and TERAT TERG Global GG Chinese
investment  Commercial Retail markets  Institutionl  Mercantile AE F5i)
banking banking banking  and trading banking Bank  Unallocated Total
Tk T T T T Tik Fii Tik
“F-RERZAER 31 December 2015 HK$'000 HKS'000 HK$'000 HKS'000 HK$'000 HKS$'000 HK$'000 HKS 000
THHEA Net interest income 1,398,313 2,338,768 1098473 1,122,372 S6L474 Q15584 (178002) 851742
I YEETIIN Fee and commission income 403815 628,111 661,103 6 246980 184,178 36,866 2,181,099
e YUES T Fee and commission expense (36,565) (29432) (235,881) = (1,297) (@22 . (345,397)
RS EE Net fee and commission income 387,050 598,679 42500 6 245,683 141956 36,366 1,835,662
HAMA Nettrading income 90,608 293,66 91,518 20412 100,540 42,687 LI 1,070,538
REUATEEBRERAREMAE  Net gain on financial assets and liabilities designated
REARIGE at fair value through profit or loss - - - 1,372 - - - 1,372
KHERBEZRERA Dividend income from financial investments - - - - - - 8,950 8950
HAEERA Other operating income - 623 2% 1761 1 31,246 8,550 2471
ET/UN Operating income 1,876,171 351,73 1,615,503 1345923 907,698 237173 07475 1147623
BRI Operating expenses (201,047) (538,693)  (1,099,701) (304,870) (161,160) (479,011) 84398 (2700,084)
AR RERE B XA Operating profit before impairment losses L7514 2713039 515,802 LO4L053 746,538 1,892,722 91873 8776151
BRAERR G /B (Charge for) write back of impairment losses on
loans and advances (989,753) 12,079 (33,115) 109 (20,127) (295,639) 14,504 (1,311,942)
[l E SR AR AR KRR Write back of impairment losses on
available-for-sale financial investments - - - 137,298 - - - 137,298
MRBER R EERA Operating profit after impairment losses 683,371 2,725,118 482,687 1,178,460 76411 1,597,083 06377 760507
B REERA Revaluation gain on investment properties - - - - - 12,802 200 13,002
MR BRI Net loss from property, plant and equipment 2 ()] (1,727) - - (35) (33) (1,803)
bl INFVE LA ] Gain on disposal of subsidiary and associate - - - - - - - -
HERTZER Loss on disposal of loans and advances - - - - - - - -
HEREHESRRE R TR Net gain on disposal of available-for-sale
financial investments - - - 49927 - 70,142 640,010 760,079
HENAEHMARAIEZIGERE  Netgain on disposal of held-to-maturity
financial investments - - - - - - - -
B Operating profit 685369 2,725,114 480,960 1,228,387 76411 1,679,992 846,55 8,372,785
JEl e A Al A Share of profits of associates = = = = - - 19,262 19,262
Wb Profit before tax 685,369 2,705,114 480,960 1,228,387 726411 1,679,992 865,814 8,392,047
AHEE Segment assets 93212292 144241999 45339902 D384S3N2 24082580 12306284 34291843 73928114
S UNIVAIS Investment in associates - - - - - - 284878 284,478
FARERE Unallocated assets - - - - - - 1,338,033 1338033
B Total assets 93212292 144241999 45339900 DB4SIND 24080580 1306284 3594754 733551005
g0l Segment libiliies 9016396 141195764 63215174 195939870 45240130 142635934 28202440 708,546,708
FHEAR Unallocated liabilities = = = = = - (4533041 (45333,141)
ARAH Totallabilties 9016396  14LI95764 63215174 195939870 45240130 142635934 (I7,130701) 663,213,567
Bt Capital expenditure 141 2% 48,770 4730 80 19,166 33,895 107,078
bl Ve ik i Depreciation and amortisation charges 2 821 41,361 5759 159 24118 49,650 13517
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5 S HEBHE (a0 5 SEGMENT REPORTING (continued)
5.2 &ML H 4 5.2 Geographical area
AREMERAEFHBE LY - HEEEEH The Group operates predominantly in Hong Kong. The geographical
L 7 e 16 T (1 R N analysis, which has been classified by the location of the principal

operations, is as follows:

B 7% DA Ab

2 00K b [

Asia Pacific
His (excluding frits
Hong Kong Hong Kong) Consolidated
T#L T-#x T#x
TR N 2016 HK$’000 HK$°000 HK$°000
- UION Operating income 9,952,875 2,456,770 12,409,645
¥ o iy i Profit before taxation 7,461,554 1,607,180 9,068,734
B A Total assets 659,324,888 139,349,629 798,674,517
=Eivk ) Total liabilities 586,421,344 128,367,027 714,788,371
AR Bl SR Contingent liabilities and commitments 244,231,479 25,261,968 269,493,447
AF AN S Capital expenditure during the year 77,111 5,156 82,267

IR A5 Vs LA b

. HE K b [

Asia Pacific
Fis (excluding A
Hong Kong Hong Kong) Consolidated
THIT T T
CEHAE 2015 HKS$’000 HK$°000 HK$°000
= LIUN Operating income 8,911,419 2,564,816 11,476,235
R o il v Al Profit before taxation 6,516,069 1,875,978 8,392,047
W AR Total assets 581,248,248 152,302,777 733,551,025
I=Rr Fk Total liabilities 520,582,028 142,631,539 663,213,567
AR B A SR I Contingent liabilities and commitments 203,631,054 22,332,424 225,963,478
RN EAE ST Capital expenditure during the year 87,912 19,166 107,078

RN F— A W mEL 4N No revenue from transactions with a single external customer or
W& F a5 5 2 W A A 42 [F A A 10% counterparty amounted to 10% or more of the Group’s total revenue

ke in 2016 or 2015.

161



o B SRAT () AR A R -ARFEFER
Industrial and Commercial Bank of China (Asia) Limited Annual Report 2016

BEZE-ANFFZH =+ R IEEE
For the year ended 31 December 2016

6 | B A 6 NET INTEREST INCOME
2016 2015
T#x T
HK$’000 HKS$’000
LI NIEE Z FLE IR - Interest income on:
T4 B A SR AT 7] 2 B HAth <5 Rl i Cash and balances with banks and other financial institutions
&t 662,563 1,649,125
TE SR A7) 3 B H At 4 Al B A 2 77 3K Placements with banks and other financial institutions 435,951 478,663
R B E At B TE Advances and other accounts 12,685,718 11,678,054
SR G — ke Financial investments — available-for-sale 2,590,385 2,320,146
S E —FFE 221 Financial investments — held-to-maturity 1,867,229 1,613,258
18,241,846 17,739,246
PITFIEE 2 F8 3 Interest expense on:
SRAT[R] 2 B HoAth 4 Rl A v 2 A7 2K Deposits from banks and other financial institutions 1,499,689 1,797,202
P AR Deposits from customers 5,738,507 5,447,941
TR A Certificates of deposit issued 1,004,204 882,623
BT SR Debt securities in issue 148,370 92,113
DA S AR AR 2 AR A I Subordinated debts measured at amortised cost 649,687 993,305
HoAtb Others 58,534 8,820
9,098,991 9,222,004
AR A Net interest income 9,142,855 8,517,242
A EHTE H A T4 RS E S 2 AR kA Included in the above is interest income accrued on impaired financial
32,776,0004 70 (=& — T 4F : 26,155,000 75) > H assets of HK$32,776,000 (2015: HK$26,155,000), but including unwinding
A0 5 B 20 (8 18 2% 2 A1) B BT F10 0 1] 28,729,000%5 T6 of discounts on loan impairment losses of HK$28,729,000 (2015:
(ZF—HAF ¢ 14,740,000%5 76) o HK$14,740,000).
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7 NET FEE AND COMMISSION INCOME

(FE51)
(Restated)
2016 2015
T THTT
HK$’000 HKS$’000
B~ B RAER Loans, overdrafts and guarantees 1,217,147 1,003,942
B M R A Securities and brokerage 213,659 292,020
B 5 Trade finance 177,443 254,168
(iR Credit card 321,873 287,043
TR Remittance 84,830 76,402
PRz Insurance 161,031 56,333
HoAth 265 T 7 ERAT IRBs Other retail and commercial banking services 34,819 46,192
B AP Securities arrangement fee 29,383 26,391
HoAte Others 223,866 144,568
gL iEALON Fee and commission income 2,464,051 2,187,059
Wi B AR 4 S Fee and commission expense (308,540) (345,397)
e e K AR & WA AR Net fee and commission income 2,155,511 1,841,662
Horpr: Of which:
1 IE REE AL 5y R a4 8 LA MB{E Net fee income, other than amounts included in determining the
K P AR <5 L < ol A effective interest rate, arising from financial assets or financial
P2 FEIRA (AEEFHE liabilities that are not held for trading nor designated at fair
B R 4%0) value through profit or loss 1,329,689 1,258,110
HALEENRRHEE PR EERILE  Net fee income on trust and other fiduciary activities where the
ZAGFE R HAZ G N B M2 Group holds or invests on behalf of its customers
T A 92,394 23,811
Hep Of which:
7 i AL 2 W S AR WA AS DS Fee and commission income by product line constitutes not less
Wt R GAEE 2+ F than 10% of the total amount of fee and commission income, as
follows:
— A A - term loan 509,121 362,073
— SR K - syndication loan 503,716 464,639
iR - credit card 321,873 287,043
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8 FHREHWA 8 NET TRADING INCOME
2016 2015
T#L T T
HK$°000 HK$’000
P Equity investments (2,466) 37,435
e Debt securities
—FHEZE S H ;@ﬁﬁﬂl B E - financial assets held for trading 34,598 72,961
— M S R — available-for-sale financial investments (2,899) 1,083
A TH Derivatives (136,591) 119,160
AP Foreign exchange 1,175,203 839,915
1,067,845 1,070,554
ESRLT Al E YN Ei ) Gain/(loss) from hedging activities
IR (B3 Fair value hedges
— B R R B TE E - Net loss on hedged items attributable to the hedged risk
e 1 1 A (222,597) (13,558)
— b T H i ss A - Net gain on hedging instruments 222,205 13,542
(392) (16)
V28 5 W AR Total net trading income 1,067,453 1,070,538
AR U A0 S i A PRSI L B R There is no gain or loss on financial liabilities measured at amortised cost
&AM 4 Rl & ik ﬁéﬁ[&?}ﬁ (:%4 FAE which is included in total net trading income in 2016 (2015: Nil).
4E) ©
Ho 2z A T 3% Tl U S 9 NET GAIN ON FINANCIAL ASSETS AND LIABILITIES
O 85 D A K A AN ol
A kS ; DESIGNATED AT FAIR VALUE THROUGH PROFIT
T OR LOSS
2016 2015
T#T T#TT
HK$°000 HK$’000
88 LA E RS i 4 % Financial assets designated at fair value through profit or loss
N et Bl - 1,372
B AP A A 4R R Financial liabilities designated at fair value through profit or loss
NS SR 18,419 -
HEEAA-PEES 4 RAMRERME  Total net gain on financial assets and liabilities designated at fair
R D B T i i A value through profit or loss 18,419 1,372
10 KREZRFEZBEEBA 10 DIVIDEND INCOME FROM FINANCIAL
INVESTMENTS
2016 2015
T#1 THsIC
HK$’000 HK$°000
FrER S Mtz Bl &g 2 RS Dividend income from listed financial assets held for trading
A - 802
T AR S Rl 2 BRI Dividend income from listed available-for-sale financial
investments 250 249
I Ei e SRS 2 BB A Dividend income from unlisted available-for-sale financial
investments 7,225 7,899
A H 4 R 2 I S A SR Total dividend income from financial investments 7,475 8,950
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11 OTHER OPERATING INCOME

(F41)
(Restated)
2016 2015
T#L T T
HK$°000 HK$’000
FHE A Rental income (38) 411
BEYFEZHERA Rental income from investment properties 3,476 3,074
W AN E TS RAZ Less: Direct operating expenses arising from investment
G B ¥ properties that generated rental income during the year (85) (76)
Fift Others 14,579 33,062
BERE-E PN L] Total other operating income 17,932 36,471
KK Y fa
12 BwHEH 12 OPERATING EXPENSES
2016 2015
T#L TH#TT
HK$’000 HK$°000
BT - Staff costs:
— Hid P A S - Salaries and other costs 1,393,781 1,248,022
—BIRE - Retirement benefit costs 74,407 67,068
1,468,188 1,315,090
W KA S Premises and equipment expenses, excluding depreciation and
(AL T8 B ) amortisation:
— WS - Rental of premises 453,409 449,965
— HAth - Others 134,171 129,207
587,580 579,172
SR YL Depreciation and amortisation expenses 116,618 123,517
e wt M <5 Auditors’ remuneration 4,680 4,617
T HUE General administration expenses 93,840 85,584
I 5 2 Business promotion expenses 149,909 138,059
(k- 4| Communication expenses 84,066 85,514
HAbEZEL Other operating expenses 285,930 368,531
CES Tk Total operating expenses 2,790,811 2,700,084
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13 IBIREZH 13 RETIREMENT BENEFIT COSTS
B i R AT R 2 AR R4 Tl S AR AR AR R The retirement benefit scheme cost charged to the income statement
BRG] KA S atE ([RZ5EsHE ) HIE L 2 4k represents contributions payable by the Group to the ORSO Scheme and
X o the MPF Scheme (the “Schemes”).
RAERZ R AREE 2 B TR G A 23RS Under the Schemes, the Group’s contributions are reduced by
R ALK ATIR % S 5B > AR B ] et s L contributions forfeited by those employees who leave the Schemes
IR Z ko 4F N 8 ] 4 458,200,000% 7T (—F prior to the contributions vesting fully. Forfeited contributions totaling
—IL4F ¢ 9,500,000 78) Z R WK - R AEAE B i BR HK$8,200,000 (2015: HK$9,500,000) were utilised during the year leaving
550,000 7C (—F—TL4F : 586,000 7T) 4 fF H & 41 HK$550,000 (2015: HK$586,000) available at the year-end to reduce future
WAt R contributions.
AR B RS T % S I 2 R (R A No contributions were payable to the Schemes at the year-end (2015: Nil).
) o ZAE T E 2 R AR R LR B AR The assets of the Schemes are held separately from those of the Group in
Gy B A B o independently administered funds.
14 SRR 48K 52 8 14 CHARGE FOR IMPAIRMENT LOSSES ON LOANS
AND ADVANCES
2016 2015
T#1 TH#IT
HK$’000 HKS$°000
BRI B AR 2% S Charge for impairment losses on loans and advances
A5 7P Ak Individually assessed
— HTha A - New allowances 684,993 1,225,915
—f#m - Releases (99,904) (85,436)
— el (BftsE25) — Recoveries (Note 25) (3,358) (4,736)
AR 1A B R A L 2 S B v Net charge for impairment losses on individually assessed loans
(Bt 5E25) and advances (Note 25) 581,731 1,135,743
AR Collectively assessed
— iR - New allowances 296,866 176,199
A U PR O S B TR AR Net charge for impairment losses on collectively assessed loans
( Fﬁ&ZS) and advances (Note 25) 296,866 176,199
T W g 35 SCHH AR Net charge to the income statement 878,597 1,311,942
15 YWELEZHEZIGERFE 15 NET LOSS FROM PROPERTY, PLANT AND
EQUIPMENT
2016 2015
T#x T T
HK$’000 HKS$°000
HH B ) 3 N R < e TR R AR Net loss on disposal of property, plant and equipment (2,832) (1,780)
SRAT ) 2 Al e A S Charge for revaluation deficits of bank premises (57) (23)
(2,889) (1,803)
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16 TAX

Hong Kong profits tax has been provided at the rate of 16.5% (2015: 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

TR Wi A RSB B S

Group operates.

The amount of tax charged to the consolidated income statement

represents:

2016 2015

T#L R

HK$°000 HK$’000

A RLIE Current tax

— N R B A - Provision for Hong Kong profits tax for the year 1,225,419 997,873

— A g S T YE A — Provision for overseas tax for the year 587,612 707,953
A A B YE AR Over-provision in respect of prior years (65,558) (43,961)
TEIERLFR Deferred taxation (74,105) (53,482)
1,673,368 1,608,383

AR T A TR R 0 i ) 2 0 I S e BB e BULAT
i wh A 2 PR B Z AT

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

2016 2015

T#L T

HK$’000 HKS$’000

R il i £ Profit before tax 9,068,734 8,392,047
B % 16.5% Calculated at a tax rate of 16.5% (2015: 16.5%)

(ZF—14F £ 16.5%) #HiF 1,496,341 1,384,688
At Bl S8 A [R) B R 2 S 28 Effect of different tax rates in other countries 173,691 306,737
HEZHRBLZ A Income not subject to tax (28,835) (105,923)
RS I 5 AS Al gl 3 Expenses not deductible for tax purposes 101,205 70,020
e 1 B [ ) Adjustments in respect of current tax of previous periods (65,558) (43,961)
S3Aik W S R BT Share of tax of an associate (3,476) (3,178)
i T 32 Tax charge 1,673,368 1,608,383
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17 EHME 17 DIRECTORS’ EMOLUMENTS

AR A VS 2 MR 9115 383 (1) M6k B 2 W] (4 88 2 o A1 4
BERE) ARG 5 250 73 40 9 B HE S e U T

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:

2016 2015
T#L THs T
HK$’000 HK$’000
4 Fees 2,400 2,300
oAt 4 Other emoluments:
4 MR Salaries and allowances 9,294 7,481
15 AEAL Discretionary bonuses 1,084 1,295
N A Contribution to the Schemes
(E 7 M EE13) (as defined in Note 13) 491 328
13,269 11,404
o I )

A SRAT BRI SRR AR R A R AT 1A 3R BRI AT SE 1 49 Mk o
AR BAE TS BT M FHMAS -

1) 3 BLAT S AT M B K PR 2 R T R R
SE > T A A T S A R < DA % R AT HE Y
A 8 ] B AR ey o

fEMTERAFMASRCT S B TR
. EBWE

. EBRH

o KPR

o DAFEFNH e B A SR AT 265 19 8 A H Rk

o RERAT I A I B R At I B TR R

wy S LR AR B8 HEON N 2 B E R B IR
M o
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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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DIVIDENDS

The Board has not recommended the payment of dividend for the year
ended 31 December 2016 (2015: Nil).

EARNINGS PER SHARE

Basic earnings per share amount is calculated by dividing the profit for
the year attributable to shareholders of the Group by the weighted average
number of ordinary shares in issue during the year.

2016 2015
B MEAG B A (F-H#500) Profit attributable to shareholders (HK$’000) 7,395,366 6,783,664
EEAT I R IRE B (FI%) Weighted average number of ordinary shares in issue (thousands) 2,577,000 2,191,057
HREEAZF (W) Basic earnings per share (HK$) 2.87 3.10

MRALEREE LR - ANFE+_A=+—H K"
=T+ T H =+ — B LG T ST I
WA o R A AR T 2 A R A < B A
EAR B AR o

Diluted earnings per share amount for the year ended 31 December 2016
and 31 December 2015 were the same as basic earnings per share, as the
Group had no potential dilutive ordinary shares in issue during those
years.
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20 HEAM 20 ACCOUNTING CLASSIFICATIONS
7))
i M ATRESR KXk e
RO Mg BERAK WbsE  wHEEN HE ok ik it
Designated
at fair value Other
Held for Held for through Available- Held-to- Loans and amortised
REF-AELZAZA—R trading hedging  profit or loss for-sale maturity receivables cost Total
T THL T#L T THL T#L T THL
At 31 December 2016 HK$000 HK$000 HKS$'000 HK$000 HK$000 HKS$'000 HK$'000 HK$000
(i Assets
R RAERITR ER Cash and balances with banks and
BRI 3 Ay other financial institutions - - - - - - 165,606,506 165,606,506
FRRER ISR Placements with banks and other
P23 financial institutions - - - - - 26,593,495 - 26593495
it EMIR Derivative financial instruments 18,008,315 407,442 - - - - - 18,415,757
SRR Advances and other accounts - - - - - 419,655,275 - 419,655,275
SRRE Financial investments 672,251 - - 80692819 74,281,596 - - 155,646,666
SRR Total financial assets 18,680,566 407,442 - 80,692,819 74,281,596 446,248,770 165,606,506 785,917,699
FemgE Non-financial assets 12,756,818
W Total assets 798,674,517
il Liabilities
RITFERIMEREH 2/ Deposits from banks and other
financial institutions - - - - - - 208,329,544 208,329,544
itk &I Derivative financial instruments 17,959,516 44,483 - - - - - 18,003,999
REEH Deposits from customers - - - - - - 1579909 421,579,909
BB RE Certificates of deposit issued - - - - - - 43,561,378 43,561,378
ERTRE Debt securities in issue - - 72,101 - - - 951,078 1,023,179
~HELATEES - Designated at fair value through
G EIN profit or loss - - 72,101 - - - - 72,101
— DR A AR - Measured at amortised cost - - - - - - 951,078 951,078
DA AR AN R PR Subordinated debts measured at
amortised cost - - - - - - 11,603,948 11,603,948
BHAEAR Total financial liabilities 17,939,516 44,483 72,101 - - - 686,025,857 704,101,957
FEmAR Non-financial liabilities 10,686,414
ARHR Total liabilities 714,788,371
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20 HEHAE @ 20 ACCOUNTING CLASSIFICATIONS (continued)
fE7E D)
HfE HE  ATEES EHR e
gkl HpE  REERAR ks AZEEM Al e A 5
Designated
at fair value Other
Held for Held for through Available- Held-to- Loans and amortised
REZ-RET-AZt—H trading hedging  profit or loss for-sale maturity receivables cost Total
T T T T T THTT T T
At 31 December 2015 HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000
{3 Assets
Ba AR ER Cash and balances with banks and
Kt emi 5 other financial institutions - - - - - - 138070069 138,070,069
TRARER ISR Placements with banks and other
bZiz s financial institutions - - - - - 27005813 - 27005813
itk aM LA Derivative financial instruments 11,148,859 235,405 - - - - - 11,384,264
BRI Advances and other accounts - - - - - 385,734,115 - 385,734,115
SRBH Financial investments 165,717 - - 80580998 78,697,212 - - 159443927
%ﬁﬂﬁ‘éﬂ%ﬁ Total financial assets 11,314,576 235,405 - 80,580,998 78,697,212 412,739,928 138,070,069 721,638,188
FemEE Non-financial assets 11,912,837
W Total assets 733,551,025
ffi Liabilities
RATAERFMAMBERZFT  Deposits from banks and other
financial institutions - - - - - - 155,829,954 155,829,954
itk aMIE Derivative financial instruments 10,939,778 75,698 - - - - - 1015476
R Deposits from customers - - - - - - 398531211 398,531,211
EEfTE Certificates of deposit issued = = = = = - 68,144,882 68,144,882
BETHA Debt securities in issue - - - - - - 6,930,191 6,930,191
—HREMAFEES - Designated at fair value through
e IN profit or loss - - - - - - - -
—DBHRA AR - Measured at amortised cost = = - = - - 6,930,191 6,930,191
DA AR AR 2 HE (B R Subordinated debts measured at
amortised cost - - - - - - 13,375,445 13,375,445
BHA AR Total financial liabilties 10,939,778 75,698 - - - - 6A81168 653,827,199
FEMARE Non-financial liabilities 9,386,408
AREHA Total liabilities 663,213,567
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21 Bl R AR SR AT ] 58 BLH A 5 il B A 2 45 21 CASH AND BALANCES WITH BANKS AND OTHER
p 3 FINANCIAL INSTITUTIONS
2016 2015
Tt Tl
HK$°000 HK$°000
BT Cash on hand 494,430 490,400
R ERAT 2 KE AT Balances with central banks 22,863,053 28,735,015
HAbERAT K 4 Rl 22 45 17 Balances with other banks and financial institutions 12,291,627 18,799,865
A8 H LA ZIHE 2 $R47 R 36 K HoAL - Placements with banks and other financial institutions maturing
4 A A A7 K within one month 129,957,396 90,044,789
165,606,506 138,070,069
22 AESRAT A 36 B i 4 b Mg AR 2 A7 K 22 PLACEMENTS WITH BANKS AND OTHER
FINANCIAL INSTITUTIONS
2016 2015
THL T
HK$°000 HK$°000
A=) AR H B SRAT[R 3K I Placements with banks and other financial institutions maturing
Al 4 AR AT 2K between one and twelve months 26,593,495 27,005,813
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23 FINANCIAL ASSETS HELD FOR TRADING

2016 2015
T#1L T# T
HK$°000 HK$°000
5 R AFEE Debt securities, at fair value:
) Unlisted 654,695 -
654,695 -
JREERESE o R AEE Equity securities, at fair value:
I bl Unlisted 17,556 165,717
17,556 165,717
FRVESE 5 i o < Tl 0 M Total financial assets held for trading 672,251 165,717
FRfEzc o) g 2 RV FE 4% 8547 A\ Financial assets held for trading are analysed by category of issuer
AT as follows:
SRATIR] 3 B At <2 B A Banks and other financial institutions 654,695 -
12 Corporate entities 17,556 165,717
672,251 165,717
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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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24 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The following tables summarise the contractual/notional amounts of each
significant type of derivative financial instruments as at 31 December:

&8,/
RSB APEEEE A TREMEAE
Contractual/
notional Fair value Fair value
amounts assets liabilities
T#x T-#0 T-#L
TRNAE 2016 HK$’000 HK$°000 HK$’000
1) FER G Rz ik THE 1) Derivatives held for trading
a) SMEfTAE TH. a) Foreign exchange derivatives
— B e 4 — Currency forwards 707,501,681 16,460,590 (16,330,410)
— A HIIRE R A - OTC currency options purchased 23,070,823 334,392 -
— LA M RE R - OTC currency options written 25,415,975 4,411 (352,748)
— &EREE AN E T, — Structured foreign exchange instruments 527,181 99,543 (100,749)
AN AT A T L 40 Total foreign exchange derivatives 16,898,936 (16,783,907)
b) FlZEAAETH b) Interest rate derivatives
— | 2 4w ) — Interest rate swaps 98,354,536 625,030 (465,961)
— R & - Interest rate futures 17,659,551 9,516 (5,643)
— il S BHL A A 2% - Quanto swaps
FE A 1 1] - - -
2R A A T H 48 %R Total interest rate derivatives 634,546 (471,604)
o) MEAMATER c) Equity derivatives
— I EE A - Equity options 8,067 27 27)
— e S — Equity swaps 2,309,648 - (227,888)
JEAS i A T EL 48 %R Total equity derivatives 27 (227,915)
d) FEREH d) Commodity contract 9,088,063 474,806 (476,090)
FrfER Z M THE Total derivative assets/(liabilities)
% (AR B held for trading 18,008,315 (17,959,516)
2) FEAEE PR A LH 2) Derivatives held for hedging
a) MER/NTHEHERHZ a) Derivatives designated as fair value hedges
fidk TH
— I g A - Interest rate swaps 4,341,017 215,448 (21,815)
b) 558 A Bl i 2 b) Derivatives designated as cash flow hedges
i TH
— | 4w — Interest rate swaps 16,465,912 191,994 (22,668)
FRES W iE 2 i A Total derivative assets/(liabilities)
TH&RE/ (&%) held for hedging
AR 407,442 (44,483)
EfERMETREE Total recognised derivative assets/(liabilities)
(B fF) B 18,415,757 (18,003,999)
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24 DERIVATIVE FINANCIAL INSTRUMENTS (continued)
BRI pFEeE ATHEEERE A TEESS

Contractual/
notional Fair value Fair value
amount assets liabilities
TH#T T T
S AR 2015 HKS$’000 HKS$’000 HK$000
1) FHEZR S M2 ATE TR 1) Derivatives held for trading
a) AMERTAETH a) Foreign exchange derivatives
—Em - Currency forwards 700,877,000 9,431,522 (9,456,096)
— AN B HRE R A — OTC currency options purchased 48,857,523 706,662 =
— MR REE - OTC currency options written 50,344,091 - (637,961)
— AR SNHE LR - Structured foreign exchange instruments 1,047,404 258,142 (259,787)
AP MEAT A T H A E Total foreign exchange derivatives 10,396,326 (10,353,844)
b) FlZFATETE b) Interest rate derivatives
— I Z g 1A - Interest rate swaps 80,764,207 533,711 (367,316)
—F R & - Interest rate futures 8,010,710 3,019 (2,815)
— | S B AN A 2R - Quanto swaps
5t 4 1) 3,685,430 = =
R A7 T A Total interest rate derivatives 536,730 (370,131)
c) MEAATE TR c) Equity derivatives
— % S A - Equity options 2,025 6 (6)
— RS — Equity swaps 2,374,117 215,797 (215,797)
JEe AT A2 T B 485 Total equity derivatives 215,803 (215,803)
d) P AEA d) Commodity contract = = =
F1EsC 5 i TR Total derivative assets/(liabilities)
EE (A #% held for trading 11,148,859 (10,939,778)
2) R AT A TR 2) Derivatives held for hedging
a) RE BN TEMEE 2 a) Derivatives designated as fair value hedges
fiiE TH
— | R 451 - Interest rate swaps 708,971 - (37,752)
b) $5E % Bl 4 i 5 S P b) Derivatives designated as cash flow hedges
ZHiETH
— I 2 45 Y - Interest rate swaps 15,048,024 235,405 (37,946)
FRES M & 2 i Total derivative assets/(liabilities)
THEE/(Af) held for hedging
M 235,405 (75,698)
ORI A TR Total recognised derivative assets/
(B ) M (liabilities) 11,384,264 (11,015,476)
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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
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:

2016 2015

T T

HK$’000 HK$000

AN TAEEE ol ss 1) > 00 Gain/(loss) arising from fair value hedge, net:
PITFIEH :

— ¥ LA - Hedging instruments 222,205 13,542
— JE 3 iR B 2 A B A ) i I - Hedged items attributable to the hedged risk (222,597) (13,558)
(392) (16)

Bl < i b B B ERT AL 2 A s ] > AR PR GE AR
A5 50 32 V7 B R 5 O T G U Bl A AR J i o
1A 0 40 E A 22 W g K s SR 2D B R T A
TA) 2 B 4 Utk S ol ol A4 ke R o SR VL B e O
BT R IR AR R o XS AT AR TR R
FE PR 2 Wt K e 18 RIVIRF T WA i R Tl R o AR A > SIf
S WA i R 7 R R PR B < R 3 o A 2 SRR
(TR —HA4 ) o

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 (2015: Nil).
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24 DERIVATIVE FINANCIAL INSTRUMENTS (continued)
Below is a schedule indicating as at 31 December 2016 and 31 December

2015, the periods when the hedged cash flows are expected to occur and
when they are expected to affect profit or loss:

—4El —B A =F)N\E MNAERL L

ZRNE 2016 Within 1 year 1-3 years 3-8 years Over 8 years
HHEL HHEL HHEL [:F 35w
HKS$ million HKS$ million HKS$ million HKS$ million
BEmA (EE) Cash inflows (assets) 38 74 34 -
Bamd (BFH) Cash outflows (liabilities) (101) (106) (110) (6)
B4 Ui i AR Net cash flow (63) (32) (76) (6)
—4ER =Z =l =B NE IR L
RN 2015 Within 1 year 1-3 years 3-8 years Over 8 years
H#EH T HEHTT T #HIT H #HIT
HKS$ million HKS$ million HKS$ million HKS$ million
BERA (BE) Cash inflows (assets) 19 33 31 =
Bemd (A Cash outflows (liabilities) (44) (60) (58) (8)
B4 B A Net cash flow (25) (27) (27) (8)
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AR TN > ST RE R P B A i S b A o0 TR R 2
16,792,000% 70 B S Bl ik 45 B B Bl as % > Wt A
FLEWA (& — H A ¢ 2,254,000 70) ©

37 4652 5y 2 B 4wt 3 o i R 2 FEUSIAS i B U
Wi A5 7T RIS 2 B4 Wik T2 i — 2 — AR AUk -

During the year, realised gain amounted to HK$16,792,000 previously
recognised in equity under the cash flow hedge reserve was transferred
to the income statement and included in the net interest income (2015:
2,254,000).

There were no transactions for which cash flow hedge accounting had to be
ceased in 2016 as a result of the highly probable cash flows no longer being
expected to occur.
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24 DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The aggregate replacement costs and credit risk weighted amounts of the

above contingent liabilities and commitments and derivative financial

instruments are:

2016 2015
455 1B 15 R B
oA T bl 4 A A T HE B8R
Credit risk Credit risk
Replacement weighted Replacement weighted
cost amount cost amount
T#T T#T T TH#T
HK$’000 HK$’000 HK$’000 HK$000
SR A R BORYE Contingent liabilities and commitments - 32,369,742 - 21,811,120
S £ 4) Exchange rate contracts
— M - Forwards 10,058,763 3,911,926 5,948,315 2,646,605
— 4Ll - Swaps 5,987,111 5,021,705 3,214,659 3,778,318
— JiE L - Option purchased 70,519 69,615 372,703 257,854
— T A ~ Option written 20,978 128,717 5,049 124,023
— KM ISP E - Structure FX 99,543 487,789 258,142 1,735,310
16,236,914 9,619,752 9,798,868 8,542,110
FZEEH Interest rate contracts
—BoCH & E - Eurodollar Futures Product 7,266 19,673 1,366 9,698
— i — Swaps 751,573 799,077 769,117 905,294
758,839 818,750 770,483 914,992
ARG # Equity contracts
— Tl - Option written 27 54 6 13
— i ~ Swaps - 184,772 215,797 405,726
27 184,826 215,803 405,739
i B AR Debt securities or other commodities
— T - Commodities 472,408 866,843 - -
— BRI BE - US Treasury Futures Product 2,251 47,460 1,653 81,946
474,659 914,303 1,653 81,946
17,470,439 43,907,373 10,786,807 31,755,907

At g T 2 B A A B e < A 1R
G AT A 2

do not have the effects of bilateral netting arrangements.

The replacement costs and credit risk weighted amounts of the exposures
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ADVANCES AND OTHER ACCOUNTS

25.1 Loans and advances to customers, banks and trade bills

2016 2015
T-#L T
HK$’000 HKS$’000
KPR Advances to customers 392,966,358 339,141,041
$RATIR FE K Advances to banks 2,159,837 5,885,328
[ Trade bills 27,357,571 42,908,998
FE -~ RITRIZEZ SR K Gross loans and advances to customers, banks and trade bills
B 422,483,766 387,935,367
JEEFLE Accrued interest 972,928 1,020,839
423,456,694 388,956,206
B AR Less: Impairment allowances
— BRI A - Individually assessed (1,828,704) (1,486,171)
— AR — Collectively assessed (1,972,715) (1,735,920)
419,655,275 385,734,115
2016 2015
T#x T
HK$’000 HK$’000
RS G L Gross impaired loans and advances 3,143,237 2,523,872
Tt R 2 el A Impairment allowances made in respect of such loans 1,828,704 1,486,171
W AE SR SR H A Gross impaired loans and advances as a percentage of total gross
loans and advances 0.74% 0.65%
FRAF 5 T {E Market value of collateral 773,281 673,686

B B K 2 % TR T RO R AR h B —
B Z {355 AT L AT 5 Al 51 R A€ Bl 4 U B A
BENE (iR ED o 1 E B 5 e A7
1 7 LB (L 7 4% T 28 A il A9 £ 8K o

RoFE—NEFT_A=+—H > FEFERMN
PE B R L Z8550.80% (—F —TL4F £ 0.74%) ©

REF—ARE+_A=Z+—HER_F—HF
ToA=t—H > AEHETRITREEN K
TE T 7 6 SR ARSI IR A W AE > TR A %R
R T 24 S AR R 4B A A 1) 3 (L A
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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 occurred after the initial
recognition of the asset (a “loss event”) and that loss event has an
impact on the estimated future cash flows of the loans that can be
reliably estimated.

The impaired loan ratio of advances to customers was 0.80% as at 31
December 2016 (2015: 0.74%).

There were no impaired advances to banks and trade bills as at
31 December 2016 and 31 December 2015; nor were there any
individual impairment allowances made for them on these two dates.
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25 B  HABIR IH (a0 25 ADVANCES AND OTHER ACCOUNTS (continued)
25.2 B M RAT [F) 28 Bk 2 Bk D AE HE 25.2 Loan impairment allowances against advances to
customers and banks
A 30 A% AN
Individual Collective s
assessment assessment Total
T T T#L
ZR N 2016 HK$°000 HK$°000 HK$°000
PO E MR A ) Movement in impairment allowances on
loans and advances:

AR —NE—H— HR#E Balance at 1 January 2016 1,486,171 1,735,920 3,222,091
ma B& (K 5E14) Impairment losses (Note 14) 581,731 296,866 878,597
B AS e A [|] 2 Bk Loans written off as uncollectibles (193,275) - (193,275)
THE 8 5 RS A ) 8 K Dok (26 Unwinding of discounts of loan impairment

AT BLAE 8 11 (B 5Ee) allowances recognised as interest income
(Note 6) (28,729) - (28,729)
W 1] A A 4 B I B K Recoveries of loans written off in previous years
(fftiE14) (Note 14) 3,358 - 3,358
e b, K HL At 5 4% Exchange and other adjustments (20,552) (60,071) (80,623)
R_F—ANETFZA=+—H At 31 December 2016 1,828,704 1,972,715 3,801,419
mex A - Deducted from:
E-IRE-¢ N Advances to customers 1,828,704 1,816,073 3,644,777
RAT[A] 2E B Advances to banks - 5,852 5,852
EEET Trade bills - 150,790 150,790
1,828,704 1,972,715 3,801,419
LEEAT AAT
Individual Collective AR
assessment assessment Total
T T T
—F—H4F 2015 HK$’000 HK$°000 HK$°000
FFEYE S E) Movement in impairment allowances on
loans and advances:
= E T A — HEREH Balance at 1 January 2015 510,302 1,594,701 2,105,003
BB E K (KEE14) Impairment losses (Note 14) 1,135,743 176,199 1,311,942
B AS BB A 1] 2 B K Loans written off as uncollectibles (142,342) = (142,342)
TlE 58 5 RIS S 1Y 6 3 Dok (L Unwinding of discounts of loan impairment
AT BLAE 48 1] (B 5E6) allowances recognised as interest income
(Note 6) (14,740) - (14,740)
WS Im] A48 1 4F B L hl B B K Recoveries of loans written off in previous years
(Bt 14) (Note 14) 4,736 = 4,736
T 5, J LAt 37 Exchange and other adjustments (7,528) (34,980) (42,508)
“E-HEFZA=+—H At 31 December 2015 1,486,171 1,735,920 3,222,091
g g - Deducted from:
% P8R Advances to customers 1,486,171 1,552,622 3,038,793
$RAT IR E R Advances to banks = 6,471 6,471
[HEER 3 Trade bills - 176,827 176,827
1,486,171 1,735,920 3,222,091
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25 Bk S At BR IE () 25 ADVANCES AND OTHER ACCOUNTS (continued)
253 MHIE P RBITRESEX (ARG EE 25.3 Overdue advances to customers and banks (excluding trade
18 K E WK ) bills and receivables)
AEHEBRE " F—NRNFER _F—HFE+ A The gross amount of the Group’s advances to customers (excluding
=T —HZE@EBNEF SR EE N trade bills and receivables) overdue as at 31 December 2016 and 2015
SR R EUCHKIR) Ay BT E is analysed as follows:
AT e dika 13
itk o e WA A
FakMm  MNEPRE ML Amountof  Amount of Individual
Gross FAW  Market value secured unsecured  impairment
advances % of  of collateral balance balance allowance
T advances T#x T#x T T
HK$’000 to customers HK$°000 HK$°000 HK$°000 HK$°000
RN 2016
i Overdue for:
75 H LT (R Six months or less but over three
=fA A months 53,232 0.0 58,834 37,244 15,988 13,987
— AR5 DL {E R A
~NAH One year or less but over six months 338,626 0.1 96,513 60,342 278,284 125,630
i — 4 Over one year 2,311,236 0.6 304,812 277,437 2,033,799 1,622,265
2,703,094 0.7 460,159 375,023 2,328,071 1,761,882
e K 2015
i Overdue for:
ZNE A BT H Six months or less but over three
=fHA months 64,922 0.0 3,922 1,514 63,408 25,489
e ARGk ]
A One year or less but over six months 1,304,410 0.4 727,695 89,558 1,214,852 856,017
A — 4 Over one year 379,893 0.1 249,352 124,654 255,239 259,479
1,749,225 0.5 980,969 215,726 1,533,499 1,140,985
B B AR The criteria for eligible collateral are as follows:
. HEAH it 7 5 A o 5 B R] 5 B M T E K . The market value of the collateral is readily determinable or can be
SR reasonably established and verified;
. HEH R ] FASE > AR ER T . The collateral is marketable and there exists a readily available
R secondary market for disposing of the collateral;
. 2GR AT Uk [ 18 40 5 11 45 ) AT ARG s 7 ) . The Bank’s rights to repossess the collateral is legally enforceable and
A7 ELAWE 4B AT AT BELBGE 5 % without impediment; and
. A FC A it A T B ) A o U LR ply A R . If the collateral is a movable asset, it should be under the Bank’s
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HZE—ARNET_A=ZT—HRZZ—HF
ToA=Z—H s A TR AT O
EXEVEN DR SNPNGR T E S S E /e VI

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 2016 and
31 December 2015.
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25 Bk B HABIR I (a0 25 ADVANCES AND OTHER ACCOUNTS (continued)
25.4 oAb ja & B 25.4 Other overdue assets
2016 2016 2015 ?015
JE i B Jfib 3 e JREFTFLEL Fofth ¥
Accrued Other Accrued Other
interest assets interest assets
T#L T#x T THIT
HK$’000 HK$’000 HKS$’000 HK$’000
i Overdue for:
Z5 A SRAT (E AR =40 A Six months or less but over three
months 240 - 4 -
—4EF DL E R A A One year or less but over six months 214 - 5,153 -
A Over one year 43,349 - 19,417 -
43,803 - 24,574 -
EHERE Rescheduled assets - - = =
43,803 - 24,574 -
A E T 2 g T R e I o Other assets refer to trade bills and receivables.
25.5 AR % 25.5 Rescheduled advances
2016 2015
T T
HK$’000 HK$’000
AR Rescheduled advances (excluding overdue loans
(N EFEEH =M A Z @ azx) over three months) 423,550 9,338
ARk v R ERa A As % of advances to customers 0.11 0.00
*Eﬁg%ﬂ’gj B AR L a3 e At = A H‘Jﬁfﬂ Rescheduled advances which have been overdue for more than
B b S R 25,33 i B K 4 i o R three months under the revised repayment terms are included in the
analysis of overdue advances in Note 25.3 above.
R oFE—ARET A= —HR_F—HF There were no rescheduled advances to banks as at 31 December
= H =+ —H o 3 AT ] R 47 R 2 AL 2016 and 31 December 2015.
B o
25.6 Wt H] i 25.6 Repossessed assets
RFE—=RNET A =1—H > AL There were no repossessed assets of the Group as at 31 December
m&E (ZE—hE+_HAH=+—H : &) - 2016 (31 December 2015: Nil). Repossessed assets only comprise
Wi T 7 A2 AR 2 T TS 40 R R A RN B properties which the Group has acquired access or control (e.g.
AT T HCAS (AN 278 268 v AT 380wl A B O I DR through legal actions or voluntary actions by the borrowers
) B sl 2 M 2E o concerned) for releasing in full or in part on the obligations of the
borrowers.
25.7 @B N B i 1 1Y B 4 HE W 25.7 Cash collateral on securities borrowed and reverse
repurchase agreements
?j[*%%)fé%ﬁﬁﬁ 2 {# =5 /\4351— H= "|‘* In respect of reverse repurchase transactions, there were no

H)ﬁﬁmﬁﬁﬁﬁﬁITumgjﬁﬁm
MM (CE-AFE+ A=+ —H ) o
FAFEAE H o A8 42 ) P I G R O
o o A AT 5C 5 14 A R A AT E TS )
1) — e B A8 K o

collateral held by the Group which were permitted to be sold or
repledged as at 31 December 2016 (31 December 2015: Nil). No
collateral has been actually sold or repledged 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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26 AVAILABLE-FOR-SALE FINANCIAL INVESTMENTS

2016 ZOLS
T#xE THs T
HK$’000 HKS$’000
(2 Debt securities
R BT Listed in Hong Kong 20,844,039 15,860,587
A s LA I b T Listed outside Hong Kong 39,806,079 17,184,999
¥ b Unlisted 15,255,045 14,452,252
75,905,163 47,497,838
S Equity securities
A MR T Listed outside Hong Kong 54,772 53,510
¥ L Unlisted 128,880 97,023
183,652 150,533
T P Wealth management products
E ] Unlisted 4,604,004 32,932,627
F LB B 4 R A A Total available-for-sale financial investments 80,692,819 80,580,998
iRz iE Market value of listed securities 60,704,890 33,099,096
KEFFABERAZ B AT HE Debt securities after taking into account of impairment loss
are comprised of the following items:
JEE3 Treasury bills 8,559,200 7,700,815
B REA 2 A ik Certificates of deposit held 774,170 1,722,962
HAb 7 Other debt securities 66,571,793 38,074,061
75,905,163 47,497,838
R it o & S R S T A Available-for-sale financial investments are analysed by
BN - category of issuer as follows:
R L UM K SR AT Central governments and central banks 15,982,561 8,203,550
B - Public sector entities 865,387 532,645
SRATI] 2 B JFCAth <52 Pl 146 v Banks and other financial institutions 35,547,441 47,606,656
2 Corporate entities 28,297,430 24,238,147
80,692,819 80,580,998

AR 5 < RS2 L Bl (A4 5 B

financial investments

Movement in individual impairment allowances on available-for-sale

2016 2015

T#x T

HK$’000 HK$’000

mw—H—H At 1 January 122,578 84,462
GRINE 3 Write-back for the year (67,050) (13,560)

B R A 2B 8OE R Transfer from held-to-maturity investments and

EEN- advances to customers 26,887 51,731
i 5, 22 2H Exchange difference 508 (55)
Wt —HA=+—H At 31 December 82,923 122,578
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27 BAZRBMEERE 27 HELD-TO-MATURITY FINANCIAL INVESTMENTS
2016 2015
T#1 TH#IT
HK$°000 HK$’000
i Debt securities
A BT Listed in Hong Kong 25,911,718 25,912,515
TN DA A [ b T Listed outside Hong Kong 13,683,906 17,403,148
I Eii Unlisted 34,685,972 35,381,549
A 23 ] 4 Rl 4 & AEE Total held-to-maturity financial investments 74,281,596 78,697,212
TR E Market value of listed securities 39,830,565 43,394,046
KA BAR K Z 5 Debt securities after taking into account of impairment losses
AFELINIEE ¢ are comprised of the following items:
JiE Treasury bills 13,136,334 21,294,716
PR 2 A7 % Certificates of deposits held 9,291,962 -
HAwfg s Other debt securities 51,853,300 57,402,496
74,281,596 78,697,212
FeA 2RISR BRI A Held-to-maturity financial investments are analysed by
bS] T (e N category of issuer as follows:
rh Y BUR B rp Y8R AT Central governments and central banks 21,822,768 33,853,767
NERE Public sector entities 658,723 331,455
SRAT ] 2 K H A 4 Rl i e Banks and other financial institutions 26,106,825 19,245,173
2% Corporate entities 25,693,280 25,266,817
74,281,596 78,697,212
A NI SRR A 2 B A o A R A There was no collective impairment allowance made against the held-to-
(ZF— A ) - maturity financial investments during the year (2015: Nil).
5 2 5 ;
28 JRWE A 2 B E 28 INVESTMENTS IN ASSOCIATES
2016 2015
T#T T#TT
HK$’000 HK$°000
JRE A 3 5 P Share of net assets 353,413 255,092
A St I o A 2 Goodwill on acquisition 29,786 29,786
383,199 284,878
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28 INVESTMENTS IN ASSOCIATES (continued)

The following list contains only the particulars of the Group’s material
associates which are unlisted corporate entities whose quoted market
prices are not available:

RHAHEA A AN SES L] CHARSEBAZ N AR M2 R
Form of business Place of incorporation Particulars of issued Group’s FEEH
structure and business and paid up capital effective interest Principal activity
AL) WA Al 100,000 2 ¥t 40% Edi¢i
IEC Investments Limited Incorporated Hong Kong 100,000 ordinary shares Investment holding
R AT A A CAL WA #ik 10,000,008 ¥ ¢ 7% REVEEERRE
SINO-CEEF Capital Management Incorporated Hong Kong 10,000,000 ordinary shares Provision of
Company Limited asset management
services

IEC Investments Limited ([TEC ) 7 & i % F5 $ & 4
o A S H R 2 F L AR UL IRIEC 2 40% 8 > 1
TR o AR B4 TN HE AT 40,000 K TECHE 40
o AR EARTHARAT ([HAF]) EFBIEEE
B o AR A AT B AR 2GR E A F -
MR PR AE 0 AR 51l A4 ) 4R 9 R At B 3 g
1T THANEAY » A S M FE R R AN
100% 3 > & —F — N FEI37% o A5 E 1 E HHAE
B2 G e R T ik 2,984,127 75 TC o AN 45 [ R 4E K
5 A 483,700,000 5% % 20 F o |- 2 g 45 4 ] (i P AE
RS A M R R A BIE o

E T A R 2 B BRI (O & RHBUR 19 AR
] 22 BLAR ) DA% BRAR A BB 3R A 2 R T
62 BRI

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.
SINO-CEEF Capital Management Company Limited (“SCM”) engages
in asset management services in Hong Kong. SCM was formerly a wholly
owned subsidiary of the Group. As part of the Group’s restructuring
plan during 2016, SCM issued additional shares to the Group and other
investors, which diluted the Group’s shareholding in SCM from 100% in
2015 to 37% in 2016. The Group recognised a gain of HK$2,984,127 on
disposal of SCM. The Group held 3,700,000 ordinary shares of SCM as of
year end. The above associates are accounted for using equity method in
the consolidated financial statements.

Summarised financial information of these material associates, adjusted
for any differences in accounting policies, and reconciled to the carrying
amounts in the consolidated financial statements, are disclosed below:

A 3 B A )
SINO-CEEF Capital Management
IEC Investments Limited Company Limited

2016 2015 2016 2015

T Tt T Tkt

HK$’000 HK$’000 HK$’000 HK$’000

B Current assets 238,541 317,472 259,518 -

FEE Non-current assets 403,758 403,578 3,320 -

E A Current liabilities 1,881 28,185 11 =

FE R E £ R Non-current liabilities - 55,134 - =

s Equity 640,418 637,731 262,827 =

A Revenue 58,574 58,574 14 =

R AR A Profit from continuing operations 53,007 48,399 (3,146) -

2T AR Total comprehensive income 53,007 48,389 (3,146) -
BLAR A 8 ) 2 HE A R Reconciled to the Group’s interest in the associates

WA ) Gross amounts of net assets of the associate 640,418 637,731 262,827 -

HEE B RHER Group’s effective interest 40% 40% 37% -

7B T AR W 8 ) R Group’s share of net assets of the associate 256,167 255,092 97,246 -

kS Goodwill 29,786 29,786 - -

A B R 2 IR T Carrying amount in the consolidated financial statements 285,953 284,878 97,246 -
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29 GOODWILL AND OTHER INTANGIBLE ASSETS

BN K P 2 By ki
Lk o Computer Trading Al
Goodwill software rights Total
T T-H0 T-#0 T
HK$°000 HKS$’000 HKS$’000 HK$’000
FRASE Cost
RFE—ANF—H—H At 1 January 2016 999,715 257,118 1,895 1,258,728
WE Additions - 6,572 - 6,572
fiske Disposals - - - -
HoAth 37 % Other adjustments - (615) - (615)
W oE—NE+_H=+—H At 31 December 2016 999,715 263,075 1,895 1,264,685
EYE: Accumulated amortisation
RZFE—NFE—H—H At 1 January 2016 - 213,515 - 213,515
A A 4 6 Charge for the year - 24,046 - 24,046
& Disposals - - - -
At Other adjustments - (401) - (401)
W_FE—=RFE+ZA=1+—H At 31 December 2016 - 237,160 - 237,160
R T VFEL Net book value
W oFz—NFE+_H=1+—H At 31 December 2016 999,715 25,915 1,895 1,027,525
GG o HE
(GRS Computer Trading G5t
Goodwill software rights Total
Tt Fison T FHsI0
HK$’000 HK$°000 HK$°000 HK$°000
RASH Cost
W oF—HhF—H—H At 1 January 2015 999,715 241,139 1,895 1,242,749
WE Additions = 16,325 = 16,325
e Disposals - (41) - (41)
HAth 7 4 Other adjustments - (305) - (305)
W oF—AFE T H=1—H At 31 December 2015 999,715 257,118 1,895 1,258,728
EREHE Y Accumulated amortisation
W_FE—AFE—H—H At 1 January 2015 - 182,221 - 182,221
EESYONE: e Charge for the year - 31,501 - 31,501
& Disposals - (32) - (32)
A 74 Other adjustments - (175) - (175)
AN E—hFE+_H=+—H At 31 December 2015 - 213,515 = 213,515
R TAT V(B Net book value
W oFz—hFE+_H=1+—H At 31 December 2015 999,715 43,603 1,895 1,045,213
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() HGOXEBHERHEN " TERE+TAEGIH &
2 LA AL 5 3R BH 5 B ) 2 % AR B R AS - i 43 L
AN RENER EZENELA=ZT—HZ
MY K E o

(i)  ATEEPUAE > AT 5 SR TICEICBC Asia Wa
Pei Limited 5 [H 2 2 & 847 AR o MG IR IS 2 e 2
14322,317,000%5 JC
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29 GOODWILL AND OTHER INTANGIBLE ASSETS

(continued)
Notes:

(1) The Core banking system was upgraded in October 2005 with direct costs
including software development consultancy fees and employee costs
recognised as intangible asset as at 31 December 2009 and 2008 respectively.

(ii)  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.

(iii) 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:

2016 2015

T-#L Fison

HKS$’000 HK$’000

1B G RAT Corporate and Investment Banking 585,715 585,715
P ESRTT Commercial Banking 230,450 230,450
FERT Retail Banking 142,386 142,386
HoA Others 41,164 41,164
999,715 999,715

5514 2 B o ] 4 AR 6 ) (R 15 o
7 R 0 1 2 430 0 P
U M B4 3T o A — R0 B i 4
FE s 5 B e — 47 0 T 5540 LA 2
0 O T 2 A T 1
FAGH % -

FHR 515 (5 A AR A 4 BL R 6% %210% ©

L AR AR A B T T 055 R DA THU R A S R
B o INRET- 32 48 = S BRAT SR oA BT R TR 2 — 3K
iy o
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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 6%
to 10%.

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.



ZHEANEER
Annual Report 2016

o T SRAT (W) AR A

Industrial and Commercial Bank of China (Asia) Limited

WE-E-AE+ A=+ —HILFE
For the year ended 31 December 2016

30 HEWHE 30 INVESTMENT PROPERTIES
2016 2015
T#T T-HETT
HK$’000 HK$’000

A —H—H Z RH{E Carrying amount at 1 January 80,919 69,977

ECfY e TREE] Net revaluation gain 1,262 13,002

BEE 58,75 %1 Exchange difference (2,523) (2,060)
W H =1 —HZHREE Carrying amount at 31 December 79,658 80,919

AL 2 BB W SR A T B N A% DL AL
A

The Group’s investment properties are situated in Hong Kong and
Mainland China under the following lease terms:

2016 2015
T-#L Tt
HK$’000 HK$’000
TERWERA Held in Hong Kong

REIFE (504ELL L) Long term leases (over 50 years) 43,100 42,300

TEA WS LA IR R A Held outside Hong Kong
HHITHE (102504F) Medium term leases (10-50 years) 36,558 38,619
79,658 80,919

KRBT EYER T —ANFETH=1T—HH
M) N7 B3 A G T A B A A SRS R A T 4 A B
7 85 B i P s 5 B FE R £ 2 £543,100,00095 76 (—
F— R4 42,300,000% 7C) © A< SRAT BFHE 4 7 G
EYER_FE—NETA =T HhB I HES
T ) i 1 T [ RO A b b A A
i Rh A R 2w e 2 BT B B v i ) ok 5 A Ak
1436,558,000%5 JC (- ZF — R4 : 38,619,000 JC) °

The Bank’s investment properties were revalued on 31 December 2016
by A.G. Wilkinson & Associates, an independent professionally qualified
valuer, at HK$43,100,000 (2015: HK$42,300,000) on an open market,
existing use basis. The investment properties of the Bank’s subsidiary were
revalued on 31 December 2016 by Shenzhen GuoZhongLian Asset and
Real Estate Appraisal Consulting Co., Ltd., an independent professionally
qualified valuer, at HK$36,558,000 (2015: HK$38,619,000) on an open
market, existing use basis.

GG R Particulars of investment properties
“E-AREFZA=Z+T—H 31 December 2016
7 4R T . B 5 ) 2
ot & it} Attributable interest
Location Use Lease term of the Group
7 i Sl S ) U 8 e Ml T BHE AR [HE Ttk RUME (504ELA L) 100%
Shop B on the Ground Floor Office building Long term lease (over 50 years)
No. 8 Causeway Road
Hong Kong
VRN ho 45 FEY 1 4 L e A4 4 T € R [HE itk FIIE (105 504F) 100%
VOB —BEA - BJEE 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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B E Y &L 31 PROPERTY, PLANT AND EQUIPMENT
WERELRDE  AEHEEE 10 B i Al
Bank premises Leasehold Furniture and Hst
and properties improvements equipment Total
T#L T#x T#x T#L
HK$’000 HKS$’ 000 HK$’ 000 HK$’ 000
RoF—HE+-A=+—HL At 31 December 2015 and 1 January 2016:
X -ANE—-A—H:
JAS (35 A Cost or valuation 890,286 371,516 405,047 1,666,849
2R E R (E Accumulated depreciation and impairment (236,722) (212,178) (271,671) (720,571)
REF—HFT+_HA=1t—HR Net book value at 31 December 2015 and
ZE—ANE—H— HZHRE R E 1 January 2016 653,564 159,338 133,376 946,278
NE Additions - 29,693 46,002 75,695
i Disposals - (2,096) (9,663) (11,759)
Al (k) Revaluation (Note (i) 20,002 - - 20,002
R EHET Depreciation provided during the year (18,031) (29,874) (44,667) (92,572)
EE 5, T H A 7 2 Exchange rate and other adjustments (99) (426) 7,194 6,669
REF—AE+ZHA=+—HZERHFE  Netbook value at 31 December 2016 655,436 156,635 132,242 944,313
RE-FE—ANE+_A=+—H: At 31 December 2016:
JAS (1 5 £ (L Cost or valuation 830,379 389,851 426,737 1,646,967
2T R Accumulated depreciation and impairment (174,943) (233,216) (294,495) (702,654)
REF—AE+TZH=+—HZERHFE  Netbook value at 31 December 2016 655,436 156,635 132,242 944,313
L E WA S E AT The analysis of cost or valuation of
the above assets is as follows:
NZZ—-NE+_H=+—H: At 31 December 2016:
& AR At cost - 389,851 426,737 816,588
Ak At valuation 655,436 - - 655,436
655,436 389,851 426,737 1,472,024
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31 PROPERTY, PLANT AND EQUIPMENT (Continued)

ROFEERWE  HEWEEER TR I B

Bank premises Leasehold Furniture and Mt
and properties improvements equipment Total
Tk Tkt T T
HK$'000 HK$'000 HK$'000 HK$°000
REZF—FEFZH=ZF—HRZF—H4F  At31 December 2014 and 1 January 2015:
—H—H:
WA A Cost or valuation 1,000,407 337,093 387,154 1,724,654
28 R Accumulated depreciation and impairment (380,155) (188,660) (242,979) (811,794)
REF—NEFZA=Z+—H R Net book value at 31 December 2014 and
ZE—F—A— A ZIREFA 1 January 2015 620,252 148,433 144,175 912,860
RE Additions = 47,889 42,864 90,753
& Disposals = (4,082) (6,331) (10,413)
A (KeEG)) Revaluation (Note (i) 48,460 = = 48,460
TS Depreciation provided during the year (13,545) (31,559) (46,912) (92,016)
[T B K Lt 37 Exchange rate and other adjustments (1,603) (1,343) (420) (3,366)
IR ER —F—HFE+ " H=1+—H Net book value at 31 December 2015 653,564 159,338 133,376 946,278
AE—REF-A=1—H: At 31 December 2015:
WAEBR A Cost or valuation 890,286 371,516 405,047 1,666,849
ZEHTE R (E Accumulated depreciation and impairment (236,722) (212,178) (271,671) (720,571)
REF—REFTH =1 H ZIREFE Net book value at 31 December 2015 653,564 159,338 133,376 946,278
B EZ AR ES T The analysis of cost or valuation of
the above assets is as follows:
REZ—RF+_H=+—H: At 31 December 2015:
i A E At cost = 371,516 405,047 776,563
Fiefhi At valuation 653,564 = = 653,564
653,564 371,516 405,047 1,430,127
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31 W3 Rttt am

Bk -

()

RITYWER T —ANE+ A=+ —HRIEHB L
B Rl (L A A B A R AT T AR o 2 A B T
LA EEATEA c AEMMBARZEECR =%
—NET A= — BARE B S A
A A I AR O A i A 1
AR PR TR S 2 A BT S A (AT Al - A
T AR (01 I 208 )R 48 T 45 B ) Tt A B RO i v 2 4R
TTETAEREHIA o INARLE B 2 SRAT 5 7 A 34 I
A8 BT H AR o RIS 2 AR T (B 259,946,000
6 (& — HAF © 58,895,000%5 7C) °

S T 2 W) S 6 A i B A st LT A R A
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PROPERTY, PLANT AND EQUIPMENT (continued)

Note:

@

The bank premises were revalued at 31 December 2016 based
on the open market value by A.G. Wilkinson & Associates, an
independent professionally qualified valuer. The subsidiary’s
premises were revalued at 31 December 2016 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$59,946,000 (2015:
HK$$58,895,000) had they been stated at cost less accumulated
depreciation.

The Group’s properties are situated in Hong Kong and Mainland

China under the following lease terms:

2016 2015
T#L T-H#ETT
HK$°000 HK$°000
TEHWERTA Held in Hong Kong
RIAME (504U L) Long term leases (over 50 years) 388,683 384,000
AT £ (10%2504F) Medium term leases (10-50 years) 112,596 116,380
16 7 v DUAI 3 s iy A Held outside Hong Kong
LB (105 504F) Medium term leases (10-50 years) 154,157 153,184
655,436 653,564
32 HAhEE 32 OTHER ASSETS
2016 2015
T THTT
HK$’000 HK$’000
JRE W LIS, Interest receivable 1,963,623 2,312,846
T EIA Prepayments 191,857 147,634
HHEIRF Settlement accounts 3,266,953 3,291,242
E AT RS Margin deposit paid 4,252,691 2,161,711
31l Factoring 96,348 668,376
HoAte Others 266,146 732,972
10,037,618 9,314,781
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The following list contains only the particulars of principal subsidiaries of

the Group:
2 i
Bi4H G e FEEH CHGRTEA Interest held
Name Place of incorporation Principal activities Issued and paid-up capital 2016 2015
ERAT HEEARSAIE SRATER NEM4,150,000,0007C 100% 100%
Chinese Mercantile Bank People’s Republic of China Banking business RMB4,150,000,000
THREM S AR Fik NG 186,000,007 100% 100%
ICBC (Asia) Bullion Company Limited Hong Kong Inactive HKS$6,000,000
TR R A R Hik PR 826,000,007 100% 100%
ICBC (Asia) Futures Company Limited Hong Kong Provision of futures business HK$26,000,000
THENGEERARAR il POt R :858,828,8707C 100% 100%
ICBC (Asia) Investment Management Hong Kong Provision of asset management services HKS$58,828,870
Company Limited

THREWREAHRAR Hik FRARI AR 10,0007 100% 100%
ICBC (Asia) Nominee Limited Hong Kong Provision of nominee services HK$10,000
TR AT 55 A A Fi R AR 100,000,007 100% 100%
ICBC (Asia) Securities Limited Hong Kong Provision of securities brokerage services HK$100,000,000
THREEM(E A RA A &k PR s 130,000,007 100% 100%
ICBC (Asia) Trustee Company Limited Hong Kong Provision of trustee services HK$30,000,000
ICBC (Asia) Wa Pei Nominees Limited i A 007 100% 100%

Hong Kong Inactive HK$100
ICBCA (C.L.) Limited HEZHE Rz ad EST 100% 100%

Cayman Islands Being a special-purpose vehicle for USs1

bond issuance

O B T R ) KRR AS R IESTH 100% 100%
UB China Business Management Co. Ltd British Virgin Islands Inactive USs1
TSRS R () AR AT GEINEES BB R 4,000,000% ¢ 100% 100%

People’s Republic of China Provision of equity investment US$4,000,000
- RS B R A il SEERAA 11,818,183 100% -
SINO-CEEF Holding Company Limited Hong Kong Investment holding company EURI1,818,183

FER T —AEFZAF=ZARETH S AT
MM EETEARARN2EWE A - RS
AEHARAR (THAE]) « R -F—ARE+NH
= H o SR )R S F o e — o R R
BERA AT > 5 A AR379% 0 B -

On 13 December 2016, the Group disposed one of its wholly owned
subsidiaries, SINO-CEEF Capital Management Company Limited
(“SCM”) (formerly known as ICBC (Asia) Asset Management Company
Limited). At 31 December 2016, the Group held 37% stake of SCM through
its subsidiary, SINO-CEEF Holding Company Limited.
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34 $RAT IR E Je Hofth 4 B e RE 2 17 5K 34 DEPOSITS FROM BANKS AND OTHER FINANCIAL
INSTITUTIONS

2016 2015

T THTT

HK$’000 HK$ 000

SRAT [F] 2E R HoAth 4 Rl ARG 2 773K Deposits from banks and other financial institutions 208,329,544 155,829,954

MBS mE R EFE—ANET A =+ —
H > A< 45 [ AT DA B sl ) 4 1 A P E
£524,337,097,000%5 G (—. & — H.4F : 8,572,188,0005
TG) © HEAT 3T By W Ak ki i A UE £ B IR B A — ik %
DR e

In respect of repurchase transactions, the fair value of collateral
which were permitted to be sold or repledged from the Group was
HK$24,337,097,000 as at 31 December 2016 (2015: HK$8,572,188,000).
The transactions are conducted on terms that are usual and customary to
standard lending activities.

35 BPEERK 35 DEPOSITS FROM CUSTOMERS
2016 2015
TH#n THsIC
HK$’000 HK$°000
AR AT O Demand deposits and current accounts 39,689,441 44,977,109
Tt & 47K Savings deposits 90,255,162 80,582,493
E H BB FIAE K Time, call and notice deposits 291,635,306 272,971,609
421,579,909 398,531,211

EELSmES > RE—NET+ZH=+—H > In respect of repurchase transactions, there was no collateral which were

AR 4L (931 41 W DA S SO A HIE R (R — AR
1,582,176,000%5 7G) ° HEAT 32 By ) Ak g s A5 e £ 4%
TG B A — B B A O o

36 BILFTEAL 36
EAEBTEE E /(B 2 83T :

permitted to be sold or repledged from the Group as at 31 December 2016
(2015: HK$1,582,176,000). The transactions are conducted on terms that
are usual and customary to standard lending activities.

DEFERRED INCOME TAX

The movement on the deferred tax assets/(liabilities) account is as follows:

2016 2015
T#1 T#TT
HK$°000 HKS$°000
r—H—H At 1 January 48,904 (81,011)
TE o Rt iR Credited to income statement 74,105 53,482
TERE A RO AR Credited to equity 139,255 20,062
IV 5, J% JFC Al 58 Exchange and other adjustments 7,386 56,371
Bt H=+—8H At 31 December 269,650 48,904
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36 IRAL A BL(E)

WA R o A SR 2R E B IH A R 0 A

36 DEFERRED INCOME TAX (continued)

The following is an analysis of the deferred tax balances of the Group for

T financial reporting purposes:
2016 2015
T#1 TH#IT
HK$’000 HK$’000
KRG B IR L R e R Net deferred income tax assets recognised in the consolidated
R HIE T 1B VR AR statement of financial position 269,650 58,011
W ER A BRI R TR 2 Net deferred income tax liabilities recognised in the consolidated
WRAE BT A5 B B R AR statement of financial position - (9,107)
BtZHA=+—H At 31 December 269,650 48,904

FENELE GUIR) ROk 2 AT FT BN T

The deferred income tax (debited)/credited to equity during the year is as
follows:

2016 2015
T#x T
HK$’000 HK$’000
JI& RME 45 2 N 1B (ELfot Fair value reserves in shareholder’s equity
SRATYIE Bank premises (2,925) (8,315)
g B G B BUE S5 2 5 B4 Ui Available-for-sale financial investments and derivative financial
A 477 AR 4 TR instruments designated as cash flow hedge 142,180 28,377
139,255 20,062
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36 EREFT A3 BL (a0 36 DEFERRED INCOME TAX (continued)
4F R AE T A9 B A A M (BRIR] — BB M I 2 The movements in deferred income tax assets and liabilities (prior to
BRACEHAT) Z B AT offsetting of balances within the same taxation jurisdiction) during the

year are as follows:

7 HiE P 15 B G Deferred income tax assets
ARk SESEE A BLSHTE b
Collective impairment losses Investment revaluation reserves Accelerated tax depreciation Total
2016 2015 2016 2015 2016 2015 2016 2015
Ti#x Tibx T T T T T Tibx
HK$'000 HKS'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000 HKS'000
‘—=A—H At1 January 190,238 138,769 21,122 8,273 629 787 211,989 147,829
&g/ R Credited/(charged) to income statement 7,773 52,080 - - (210) 287 72,563 52,367
it Credited to equity - - 137439 13,224 - - 137,439 13,4
B ER Exchange difference )] (611) (9,564) (375) 8 (445) (9,348) (1,431)
REZAZF—H At31 December 263,009 190,38 148,997 2,122 637 629 412,643 211,989
AR 0 P 45 Bl B AR Deferred income tax liabilities
T ] YT BT L]
Premises revaluation reserves Investment revaluation reserves Accelerated tax depreciation Total
2016 215 2016 2015 2016 2015 2016 215
T T T T T T Ti#x T
HKS'000 HKS$'000 HK$'000 HK$'000 HKS'000 HKS$'000 HKS'000 HKS$'000
R=A—H At1 January 145,527 137,351 (12,893) 59923 30,451 31,566 163,085 228,840
g %R Charged to income statement - - - - (1,543) (1,115) (1,543) (1,115)
s/ (R Debited/(credited) to equity 2,95 8315 (4741) (15,153) - - (1,816) (6,839)
Ei%R Exchange difference (62,670) (1%9) 45,937 (57,663) - - (16,733) (57,802)
‘tZA=+—H At31 December 85,782 145,527 28,303 (12,893) 28,908 30,451 142,993 163,085
A B8 1B A A5 Uk E AR 2 B TE i 1E385,128¥ 0T (ZF The Group has tax losses arising in Hong Kong of HK$385,128 (2015:
—FAF £ 9,524,00095C) > AT BRIYT A DA 6 7 A % HK$9,524,000) that are available indefinitely for offsetting against future
TR 2 A R 2 R A ERBLE A o R R E NGRS taxable profits of the companies in which the losses arose. Deferred tax
A 1 HB 3= W i 2 B JBS 3 ) AN KT RE A R R assets have not been recognised in respect of these losses as they have
i M) P A 0 R S B T e 1R AR SIS T SRk arisen in subsidiaries that have been loss-making for sometime and it is not
S5 Yl 1 T 0 A0 S T I o considered probable that taxable profits will be available against which the
tax losses can be utilised.
M —NETZH =+ —H o i AL T At 31 December 2016, there was no significant unrecognised deferred tax
JBA R Z RARBFN A > A £ IR RSN AT 2 liability (2015: Nil) for taxes that would be payable on the future earnings
i TH B 8T - WA B2 I8 7 A 2 o ROR R R A of certain of the Group’s subsidiaries as the Group has no liability to
HAM(ZF—TF - | - additional tax should such amounts be received.
AR GRAT ) B R S A5 2 B SN AN B AT ] i A5 B AR There are no income tax consequences attaching to the payment of
H o dividends by the Bank to its shareholders.
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37 DAHR S BUAS A MR 2 1% 0 i 37 SUBORDINATED DEBTS MEASURED AT
AMORTISED COST
2016 2015
T#x HE T %
HK$’000 Interest rate % HK$°000 Interest rate %
R SR Subordinated fixed rate notes
“RERZEZREL—A =+ HEE - witha final maturity on 30 November 2020 3,864,938 5.125% 3,859,630 5.125%
—RARCECF+— AW A - with a final maturity on 4 November 2021
(B =R =54+ — H 1 H B ) (callable on 5 November 2016) - - 1,783,401 6%
—RERZFE=FTATHES - with a final maturity on 10 October 2023
(A] J =% — N4 A 1 B R (callable on 10 October 2018) 3,861,710 4.5% 3,857,264 4.5%
— AR ZEZPEFZH =T HEM - with a final maturity on 30 December 2024
(TRZF—=AF+ A=+ AERH) (callable on 30 December 2019) 3,877,300 4.5% 3,875,150 4.5%
11,603,948 13,375,445

RAEARIATY h A GRAT AR AR S5 40 J A - 2 R AR
Fr O R A BN R B BRI o o255 RS BRI
O 4% B AR A 81 A A SRAT 2 BEI AR -

R oF—NET— AR E > AT E A A R
1,500,000,0007C [ 7E 4F H6JHE L B HA H B % ——4F
+— A0 H e A (TR H A N
+—HA®RH) -

A SRAT A AR A JEE 4t R A 4~ IS A B SR
BABRAELOR/WN (CF—TF M o

Subordinated debts were raised by the Bank for the development and
expansion of business. Fixed rate debts have been fully subscribed by the
ultimate holding company. These notes have been qualified and included
as the Bank’s supplementary capital in accordance with the Capital Rules.

On 5 November 2016, the Bank redeemed the subordinated notes with
nominal amount of CNY1,500,000,000 at a fixed interest rate of 6% per
annum with maturity due on 4 November 2021 (callable on 5 November
2016).

The Bank has not had any default of principal or interest or other breaches
with respect to the subordinated debts during the year (2015:Nil).
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38 Hfth £ K 38 OTHER LIABILITIES
2016 2015
T-#L T
HK$’000 HKS$’000
JEEAT IS Interest payable 3,464,551 2,623,581
JREAST 387 4 M AR A Salaries and welfare payable 499,059 392,678
LEEIRE Settlement accounts 3,982,755 2,997,238
C R4 Margin deposit received 550,800 1,163,282
fREE Factoring 96,348 668,376
HAth Others 1,803,612 1,325,655
10,397,125 9,170,810
A A ) A A 1R R L T A AR R AR 4~ FILEL B The Group has not had any defaults of principal, interest or other breaches
HAbEL (& — [4F « M) o with respect to their liabilities during the year (2015: nil).
39 AR 39 SHARE CAPITAL
ey ¥ H % B
Number Ordinary
of shares shares
T T#x
in thousands HK$’000
MEFE—NFE—A—H R At 1 January 2016 & 31 December 2016
“EZ-ARE+-H=1+—H 2,577,000 36,379,331
WoE—RFE—H—H At 1 January 2015 2,064,748 23,591,832
L B 567 i Allotment of new shares 512,252 12,787,499
MEFE—RhFE+-HA=+—H At 31 December 2015 2,577,000 36,379,331

R s 2 ) W0 01 2 13500 > A SRAT Y 38 2 B ST J
T {H

A0 B 45 N R MO R R ) RS Sl
AU BB IR A SRAT IO R & £ = — S
HE o JIT A1 55 2 SR 7E 55 A AR SRAT 1) T80 % 28 O T Moz
A4 o
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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 ADDITIONAL EQUITY INSTRUMENTS

2016 2015
T#x T
HK$’000 HK$’000
1048 £ e M IR JIF 240 US$1 billion undated non-cumulative
RAEHIN— G AR B subordinated additional tier 1 capital securities 7,738,332 -

MRoE—ANELHA -+ —H > ARITHTHAAE
EWMEAWE =2 FEBEEMEFEI —HELRESH
(TN — S EARTE S ) > B%EA106% 360 (M 55 i
#177.38(8 U5 o0 - ©ANBRAHBH 2 B AT RAR) o BHAN—
B G TE S WA B 2425 IR - IR E B E
B B 0 = By nl & [l = ) - AT E 252 N (P 3
AT S WA B R 5 3% R S AR AR R
T AT 3 3 B ) R 2 R — R [ B 2 WA
(3.135H4E B F) FLIEF -

IR AR AR ST — I BEIRE A = F—L
T Ao AT A HERUH 2 IR A 3R (5230
B — 8] A T S5 2 M R % A ) P 2 B R D)
B 2 73 IR T RAH -

&8 R AR SRAT > & R UM B B FR 1 R
B IARSRAT A BN —MEAR B HRZ A - A
SRAT I A AR AUE - RIASRAT R &8 R 2 57
WA — HEA BT 2 A - IR AR &
Z5 IRt — JE#E /) (Hong Kong Bail-in Power) © %44
FHON— SR EA B IS5 Z A N 32 BRI 7 1 B BT Y
ATHE LA AL A — JH sl £ JERE )

(a)  HI IR BT SRR AN — SR E AR 5 2 A a4
A KBRS

(b) EESN— B ATE S 2 RIS A K
B0 IR B AR SRAT B S — B N L2 e
%,/ 5

() BRES—MEARBHFZFNME - 2 IRA K
H B,/ 8053 IR 42 48 -

ARITEA —HBEEE T -F =4 LA
ot FOERAER T AR 2 23 YR SEAT AR R I 4 R
i o] 2 AT I

On 21 July 2016, the Bank issued Basel III-compliant Non-Cumulative
Subordinated Additional Tier 1 Capital Securities (the “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 4.25 per cent. 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 cent. 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 Additional Tier 1 Capital Securities) and the
distribution cancelled shall not be cumulative.

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.

The Bank has a call option to redeem all the outstanding capital securities
from 21 July 2021 or any subsequent distribution payment date thereafter.
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41 fitifh
41.1 A4EHE
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(i) BB AN
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W G RTBOR R

(iii) 35 4 U B b ot

T 45 U 3 e fo A B A 4 B 2. 10(b) BT
LB G W TR A 2 SRR > N A
F O 38 v 0 4 U HL A T R 2 ) Y PR A B8
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(iv) S8 feti Al

T 50 {5 60 475 1R 460 5 S0 B S s 119 B 5
M A 2 T A TE S0 22 3 o 55 R 7 1%
W 5E2.15(c) T 2t 2 & 5T BOR A o

(v) —RhEE
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o HEEETAR IR T AR AR AR 2 AR
T A 5 B

o FFHE A F 2k E ZLERRE A CREE
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Ta 143 2K 2 109 J2 8\ g e B T (L
Z1%) © BCAE A RS i B 2 T R
G IR o

AE—NEFH=+—H > AEH
e 5 B3 385 A1 38 1 3,758,226,0003 7C (&
— T 4E © 4,277,079,0004% 7C) 1E [ 4% 7€ ik
5 1 o 35 0 Tt A 2 2 AN 5 TS SR A T ZE R 451
T P 2 3 1R 5K E AT R o s 2
S5 B0 AE 1) vk 4 AR B R 1R G AR
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A 5 T I TR A 2 A i R P LA R
A ERAT I H e L 2 % F6,104,339,0007 70
(=& —HAF : 5,209,502,000% 7C) ©
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RESERVES

41.1 Group

®

(i)

(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 2.16.

Investment revaluation reserve

The investment revaluation reserve comprises the cumulative
net change in the fair value of 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(d).

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
2.10(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 2.15(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 2016, the Group has earmarked
a “Regulatory Reserve” of HK$3,758,226,000 (2015:
HK$4,277,079,000) 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$6,104,339,000 (2015:
HK$5,209,502,000) which has been dealt with in the accounts
of the Bank.
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41 ﬁg'fﬁ (%) 41 RESERVES (continued)
41.2 AT 41.2 Bank
LGRS
kbl e Bad
Bank i Hhi
premises Investment Cash flow B 5 ] 34!
revaluation revaluation hedge Exchange General Retained 5t
reserve reserve reserve reserve reserve earnings Total
T Ti#x Ti#x T#x T#x T#1 T#L
HK$'000 HK$'000 HKS$'000 HKS$'000 HKS$'000 HK$°000 HK$'000
REZB-AE——H At1]January 2016 424,852 104,749 167,225 - 219,200 25,806,824 26,722,850
kB 2B 2 ATRI%S  Changein fair value of available-for-sale
financial investments - (454,608) - - - - (454,608)
ko B 2 Reserve realised on disposal of
TR B i available-for-sale financial investments - 22,862 - - - - 22,862
AR AT Change in fair value of cash flow hedge - - (28,734) - - - (28,734)
AR AR A B Revaluation surplus on bank premises 16,983 - - - - - 16,983
LA Profit for the year - - - - - 6,104,339 6,104,339
BHEATHEH Change in deferred tax (2,925) 76,652 4741 - - - 78,468
e E LY Other adjustments - - - - - (146,476) (146,476)
REZ-AEFZHET—H At 31 December 2016 438,910 (250,345) 143,232 - 219,200 31,764,687 32,315,684
R
B fh e PAEL bR
Bank Fifi Epul
premises Investment Cash flow B S — ekl R
revaluation revaluation hedge Exchange General Retained ELs
reserve reserve reserve reserve reserve earnings Total
Tk Tk Tk T T TH#TT Tk
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
AR A-H At1 January 2015 397,614 688,465 165,329 = 219,200 20,597,322 22,067,930
Ml 2R E L ATEASE  Change in fair value of available-for-sale
financial investments - 20,546 - - - - 20,546
HEMEHESRLEZ Reserve realised on disposal of
B3N available-for-sale financial investments - (632,580) - - - - (632,580)
BeRHw 2z ATEESS Change in fair value of cash flow hedge - - 2,270 - - - 2,270
RITMEE R b Revaluation surplus on bank premises 32,620 - - - - - 32,620
ERER Profit for the year - - - - - 5,209,502 5,209,502
BEREES Change in deferred tax (5,382) 28318 (374) - - - 2,562
HA R EEH Other adjustments - - - = - - -
REZF-RE+ZA=1-H At31 December 2015 424,852 104,749 167,225 = 219,200 25,806,824 26,722,850
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42 BHER G 42 RELATED PARTY TRANSACTIONS
DL By i — MR SE T i v B e 8 i 8 W) A % TR 3R Listed out below is a summary of the balances and transactions entered
B 2 B AN 2 A BT S 2 K R M sS A MR > AR into during the ordinary course of business with the ultimate holding
EMRATIF A7 3R - B 2 SRAT 38 5 B e A AR company and fellow subsidiaries and associate, including the acceptance of
ROV Gy o 525516 B T3 28 5 IRy [ 4 A T 7 55 0 = placement of interbank deposits, corresponding banking transactions and
FESH o off-balance sheet transactions. The activities were priced at the relevant
market rates at the time of transactions.
42.1 AR A T
42.1 Ultimate holding company
2016 2015
T#1 T# T
HK$°000 HK$’000
FLB WA Interest income 589,107 400,612
FILE 32 Interest expense 1,006,307 1,777,611
HoAth 2 2B A2 Other operating income’? 385,594 72,742
Ho A7 33 e Other operating expense®* 492,514 290,324
B Wi <5 R Amounts due from 138,523,141 96,619,831
JRE A5t <2 # Amounts due to 192,215,639 139,051,316
1. WE—FTT-FELH=ZHTZZEER 1. Inaccordance with the collaboration agreement dated 3 July

i DA By R FAE A YA A &\
FEZA T Z ARSI 2R AE - A
SRATHUAR Bt & wE BT - MRS R -
il B R 4% B 1 B3 B 48 0 < IR 5 T ) o
B T SR AT A s 04T (2347 ) I A 3
BWA - RE—F—-—F+-H =+~
H &7 52 2 & 15 Bk > A s AT i 42 it
H~ AT R AR R SET5 IR 1l 35 Hf i T
Ti) de A& T 2 R WO B R KA o

2. MEFFTLENAMAGTLZFEENR
P e —EENAERH R A %E
FREFH =+ Bl L2 M et
Rk - ASRAT B IR AR A Rl 2 %
5 A B e I A IR A A R
T T B 5 A B 2 A T B R A
FEAE ~ A T SRR A T 1] e A e
WO 5 A

3. MWBE_ZE A A+ —H (BHRE
1wk T 6 51 A 78) w1 5L 2 IR ik 2
ZERENFEZH A ILH EARERATHHE A
FIRT L 2 WROBs Wk > 1) AR SR AT S A SR AT
R TS 2 ] S o A% 2 A D BT AR AL 2 i
o 35 S T 7 S A AR S o

4, REEME - ZEZ——FHA-t+=HZ
L W ok > O AR AL B 82 1 A s 22 ) 3 )
B A A B AT R4 S -
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2001 and the supplemental collaboration agreements dated
4 February 2005 and 13 February 2008, 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. In accordance with the collaboration
agreement dated 21 December 2012, management fee income
was received from the ultimate holding company for the
provision of management, ad-ministrative and marketing
services of its credit card business.

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 supple-mented 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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H > 7% $R 47 %5 171,200,000,0003€ 7 ~ A R #
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BB T R EER A R AT (B — AR
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BAFHE) -

MRo-FE—ARNE+_A=+—H > A7 E
R ) F B FE B N R4 A 2 BN R
700,000,0007C (& —H.4F : AR #700,000,000
JG) o ARERAT IR B e A e R KA
2 AR E R £ #18,591,856,000% 76 (— & —
4E 1 26,845,715,00045 IC) o
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R AEL A S HEB LK #
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Hiufi a2 m g2 HER - |
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42 RELATED PARTY TRANSACTIONS (continued)

42.1 Ultimate holding company (continued)

Transactions with ultimate holding company included the issuance

of fixed rate certificates of deposit and subordinated fixed rate

notes, which were both fully subscribed by the ultimate holding

company and its branches. As at 31 December 2016, the Bank has
issued US$1,200,000,000, RMB300,000,000 and HKD10,500,000,000
fixed rate certificates of deposit to the branch of ultimate holding
company (2015: US$1,800,000,000 and RMB450,000,000 fixed rate
certificates of deposit).

As at 31 December 2016, the Bank has committed facilities to the
ultimate holding company in the amount of RMB700,000,000 (2015:
RMB700,000,000). The Bank also received conglomerate guarantee
on loan from the ultimate holding company in the amount of
HK$18,591,856,000 (2015: HK$26,845,715,000).

(i)

(ii)

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 2016 (2015: 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$8,770,843,000 (2015: HK$19,256,594,000). There was no
sub-participation in loans of the Branch by the Bank in 2016
(2015: Nil). The total fee attributable to the above transactions
of approximately HK$17,009,000 was paid by the Bank to the
Branch in 2016 (2015: HK$50,072,000). 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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RELATED PARTY TRANSACTIONS (continued)

42.2 Fellow subsidiaries

ZE N
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2016 2015

T#L THsIT

HK$’000 HK$000

FE A Interest income 176,352 201,914

FE S Interest expense 17,178 32,764

HAth 7% ZEYg A Other operating income 208,906 5,668

oAt 257 Other operating expense 231,270 6,537

JE i 4 %H Amounts due from 5,962,418 4,386,689

JREAT % Amounts due to 11,502,401 3,599,514
42.3 Wi A 42.3 Associates

2016 2015

T#L THs T

HK$’000 HK$000

FLE WA Interest income 1,344 2,385

FILE S Interest expense 194 264

JRE e 4 %E Amounts due from - 83,700

JEAT B Amounts due to 259,141 78,402

42.4 BRI fth [ 5 42 ) T 95 O BE B 2 2 5

SHLDL S 1 R 4 ) T T e R B 1 22 B A
Jry 3 A AR B A0 o ) ) i B 14 2 By S [
MEZNAL G

o BB ECE

o PRESBEARIEAR (TS

o EEEEA AL 2 Z P RBUTR R Z
A T H A SRAT B 4 B A

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
the PRC government in which Huijin has equity interests

2016 2015

T#L T

HK$’000 HKS$’000

FLEMA Interest income 938,099 991,950
FIE S H Interest expense 173,828 133,992
HA A Other operating income 97,644 13,389
HAth 8 25 3 Other operating expense 72,051 =
JRE Wi 42 Amounts due from 40,477,586 36,821,577
JREAT % Amounts due to 11,925,641 8,797,801
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B B AT 32 5 o A 36 JELA BRI A 45 1 42
ks i E BRI o LGRS > B AR R
22 11 BT H T BT M BRI AR AT IO 2 B R H K 3
5 4 58] P9 AR 4% L 0 R B A A LA % A T 355 2
AT o PRIUL - MEEAT BRI 5 2 WA 2% J 1 A
HEWLS) -

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
directors’ emoluments, is as follows:

2016 2015

T#1 T#ETT

HK$’000 HK$°000

& 5 & Fl Employee benefits 20,900 25,993
426 BERITBRABZERLZY 42.6 Material transactions with key management personnel

6y » A S I BRLA E TE T S  T
HEAT 2 MR8 AR BN fAR A & T
A3 55 - B A 45 A G4 2 AT
INRE Y TTVES T T T P71 P2
I -

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.

2016 2015

T-#L T o0

HK$’000 HK$’000

FLE M A Interest income 14 9

FLE S Interest expense 375 399

B Loans and advances 2,549 _

K Deposits 39,433 40,483
42.7 # T EE S S B A BB B K 42.7 Loans to directors and entities connected with directors

MR8 s 2 WG 9] 2383 (1) (d) Wk J2 A W) (B %
2 4 EORE) B 5 30 20 45 8 1 AR SR AT HY
T A h R o LA 1 4 A A s PR R
W

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
(Disclosure of Information about Benefits of Directors) Regulation
are as follows:

#t+_H=4—H2Z
ARAE IR B

Balance outstanding at

AP I W 4 B

Maximum balance

31 December during the year
2016 2015 2016 2015
T Tiso Tin T
HK$°000 HK$’000 HK$’000 HK$’000
ARAE R AN 5 K B AR Aggregate amount outstanding in respect of
principal and interest 333 34 917 197
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S T (B T L 1 K 4 L B ] R
A B <l WO A 5 A L R e 0 A 4

A AT R b A B E
1e] i 2% 5 e A i 05 A2

AT ¢ 1 il R ) ) R < A R [
325 H AR s 1 R S ASh A 365 T T A 8 2 DA AR SR A
R 5 o e A T T Or MRS o RS T TS
TEA G2 B AT A O S DL » 7T LAt b 22t i 2 1y
5 BP0 AR > L[] MR 5 AR T B e o 119 31
SO TRt e R T A AR I G 2 TS LL A YL
T o AR B R SR E T BT W > AR [ AT DAZER
T 07 SRS I B A 2 R R 1 O b
B BLE R o BR Lt a G > AL A
BT O BT R B8 8 25 ) I 0 JL i R R A - R

R 88 5 AT A AL R o (RIS AR PR S B A B
IS AR A — I L R
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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:

31 December 2016

“R-NEFZH=ET—H
el ¥ B 4
18 M i L ¥ B i L
Carrying Carrying
amount of amount of
transferred associated
assets liabilities
[i] 8 F e Repurchase agreements 6,067,494 8,968,144
fi tH RE 27 1 ik Securities lending agreements 24,336,666 22,343,746
31 December 2015
R —HETH=1+—H
T A B 1
4 e T 114 W T L
Carrying Carrying
amount of amount of
transferred associated
assets liabilities
@%%% Repurchase agreements 12,281,927 5,373,562
15t RE F5 1 Securities lending agreements 10,153,913 9,802,420
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43 TRANSFERRED FINANCIAL ASSETS (continued)

Discounted bills transactions

The Group enters into discounted bills transactions in the normal course
of business by which it transfers discounted bills to third parties in the
PRC with recourse term which would give rise to the Group’s continuing
involvement in the transferred assets. As at 31 December 2016, the
Group retains obligation on those PRC discounted bills transferred
but not matured with a carrying amount of HK$11,751,718 (2015:

HK$164,517,889).

44 OFF-BALANCE SHEET EXPOSURES

44.1 Contingent liabilities and commitments

PATF 2 B 2 R B9 s8R AL ORI &

The following are summaries of the contractual amounts of each

# 4 BE A significant class of contingent liabilities and commitments:

2016 2015

2016 1 i L B 2015 5 B

FHREW IR BRI R

Contractual Credit risk Contractual Credit risk

amount weighted amount weighted

T#T T#T T# T THE T

HK$°000 HK$’000 HK$’000 HKS$’000

HHEAE R AU Direct credit substitutes 16,276,629 4,492,005 11,445,502 4,338,315

BAA8 by A Tl 2 SR L A Transaction-related contingencies 169,465 71,419 158,368 72,597

BLRE 5 A B 2 BOR AR Trade-related contingencies 13,224,592 2,566,316 10,856,416 1,756,149

s A ALK Forward forward deposits placed 10,279,920 2,055,984 1,294,667 258,933
FHA B A0 2 HAbTRYE Other commitments with
an original maturity of:

A AR Unconditionally cancellable 180,816,984 - 170,266,617 -

JRE H DR —4F With original maturity of less than

one year 781,340 156,268 968,579 193,716

JREE B A —F KDL B With original maturity of over one year 47,944,517 23,027,750 30,973,329 15,191,410

269,493,447 32,369,742 225,963,478 21,811,120

wR B BRI B T R
VR e R 2 ey B o KA 2 e A
JAAEER - WPE A 2 B G R U AR 5 A
RAG MBI TR > G5 (E AR - SRS
B2 RYE o WA E S B TR B W R 2 JE
R B B 25 4% B AR R T 9 R 2 B
R o & 0 80 A A & 4 < R 2 MUR IO
5t R T R 35 TR B 2 o o R A
AT RETE R AR IR T & il > A M S HAE IR T
JRACBLE I ©

S L B o HEE < T ) 2 JEC B P A R
0%%100% °

Contingent liabilities and commitments arise from forward asset
purchases, amounts owing on partly paid-up shares and securities,
forward 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 OFF-BALANCE SHEET EXPOSURES (continued)
44.2 Capital commitments
Capital commitments for property, plant and equipment

outstanding as at 31 December 2016 not provided for in the financial
statements were as follows:

2016 2015

THEE File

HK$’000 HKS$’000

CL AT A AR A A 2 St Expenditure contracted but not provided for 45,854 31,075
BRI K 2 S Expenditure authorised but not contracted for 8,900 14,690
54,754 45,765

44.3 BRI ARYE

W= ANETZH=+—H AEERE
I T $65C B 4 A6 L A I SR A R AT 1Y e AR AL <

44.3 Operating lease commitments

At 31 December 2016, the Group had future aggregate minimum
lease payments under non-cancellable operating leases as follows:

AT -

2016 2015
T#x T
HK$’000 HKS$’000

b e b Land and buildings
——4ERIN - Not later than one year 367,788 414,644
— 4PN E R AFERK - Later than one year and not later than five years 578,341 598,239
— AR - More than five years 38,665 =
984,794 1,012,883

44.4 R R R PE

7% A1 AR 457 A AL 40 22 B 2 7 E AE 0 4 T A
INAE Z FHA AL HAL W3 (LA B 3k B G
30) o FH A PR — MR E AR AL ZH S A G AT 45
o S AT B AR 4 Ry i D AR 4 4 L

o

RoF—RNET+ZHZ=Z+—H  AEEEL
I~ 2] U0 0 B AR 5 A T R 1Y AR AR A 8 R 2k
JRE Wi AR LA Y i IR FH 2 AR AN

44.4 Operating lease arrangements

The Group leases its investment properties (Note 30 to the financial
statements) under operating lease arrangements, with leases
negotiated for terms ranging from two to eight years. The terms of
the leases generally also require the tenants to pay security deposits
and provide for periodic rent adjustments according to the then
prevailing market conditions.

At as 31 December 2016, the Group had total future minimum lease
receivables under non-cancellable operating leases with its tenants
falling due as follows:

2016 2015

T-#0 Tt

HK$’000 HK$’000

— AR Within one year 2,581 3,100
CERE (BREEWSE) In the second to fifth years, inclusive 3,364 6,305
5,945 9,405

AR > AR A ) AR 46 AT 0] o e 5 R Wi s 4R L 4
(" F—HAF ) -
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During the year, the Group had no unrecognised contingent rentals
receivable (2015: Nil).
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OFFSETTING OF FINANCIAL ASSETS AND
FINANCIAL LIABILITIES

Financial assets subject to offsetting, enforceable master netting
arrangements and similar agreements

A Y L G MR 2 A
Amounts not set off in the balance sheet
[RY N
WREZAE  OREEANE  REEARE
Gross  WHI 2 AU LY pas ] R85
amounts of Gross Net amounts 5
recognised amounts presented ABIR Cash
financial offset in the in the Financial collateral T
assets  balancesheet  balance sheet instruments received Net amount
T T T T T T
REB-AEFZAET—H At 31 December 2016 HK$'000 HK$°000 HK$°000 HK$°000 HK$'000 HK$°000
S RMERE Derivative financial assets 12,489,415 - 12,489,415 (6,241,044) - 6,248,371
Hig e Other assets 292,434 - 292,434 (264,429) - 28,005
12,781,849 - 12,781,849 (6,505,473) - 6,276,376
IRV R B M2 W
Amounts not set off in the balance sheet
[R5
ARZAE  REEARE  REEARE
Gross  HEIZ A BA2Z kA
amounts of Gross Net amounts il
recognised amounts presented ABITR Cash
financial offset in the in the Financial collateral x
liabilities  balance sheet  balance sheet instruments pledged Net amount
T F#L T T#x T#E T
BREF-AEFZHET—H At 31 December 2016 HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$°000
it MA Derivative financial liabilities 9,693,538 - 9,693,538 (6,241,044) (4,061,442) (608,948)
HivA Other liabilities 466,317 - 466,317 (264,429) - 201,888
10,159,855 - 10,159,855 (6,505,473) (4,061,442) (407,060)
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45 A RE A Ko b B Z I8N 45 OFFSETTING OF FINANCIAL ASSETS AND
FINANCIAL LIABILITIES (continued)
A A R RS 2 2
Amounts not set off in the balance sheet
REEARE REEAKE
HESH 2 A% LY pas] B e
Gross Net amounts A
amounts presented SRTHE Cash
offset in the in the Financial collateral A
balance sheet balance sheet instruments received Net amount
T T Tt T T
R-ZF-HE+-A=1—H At31 December 2015 HKS'000 HKS$'000 HK$'000 HK$'000 HK$'000
itk A M &R Derivative financial assets - 8,650,080 (5,341,796) - 3,308,284
HibEE Other assets - 210923 (180,325) - 30,598
- 8,861,003 (5,522,121) - 3,338,882
WA A R NG 2 25
Amounts not set off in the balance sheet
E R
BEZHE REEARE REEARE
Gross  NHkSH 2 A% CYipats | CEB S
amounts of Gross Net amounts AT
recognised amounts presented GHIA Cash
financial offset in the in the Financial collateral T
liabilities ~ balancesheet ~ balance sheet instruments pledged Net amount
Tl T T T T Tl
REZ-LE+ZA=F—H At31 December 2015 HKS$'000 HK$000 HK$000 HK$000 HK$'000
it SRR Derivative financial liabilities 8,412,534 = 8,412,534 (5,341,796) (2,067,708) 1,003,030
Hit & Other liabilities - 340,371 (180,325) = 160,046
8,752,905 - 8,752,905 (5,522,121) (2,067,708) 1,163,076

UG A T RATHE AR B O R > WA R R T
TR AT A5 5 ol ] A R I R R
BT T 4 R I E AT SRS I I 2 5

FU I e 77 7 B AR AT AR 2 BN 2 i T

HURIE [ B s B DL 52 5 A B

o BT Uy BURAE [ 2 TR A AT IS A A HL A
SE JB TR RS B L B > A R AR A
EAEAF - AR 1 UUT Oy Al AT
FRE 2 HEA] 7 R RS IR 1 oR BE A 5 %

ot RAEAR S Bl TR 2 B A o
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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  ASERAT g 0 B SR DL AR 46 BANK-LEVEL STATEMENT OF FINANCIAL
POSITION
TR N ZE AR
+=H=+—H +tZH=+—H
31 December 31 December
2016 2015
HK$°000 HK$’000
Ba Assets
B4 S AEGRATIR) 3 B Cash and balances with banks and other financial institutions
HoAth 5 R 2 5577 147,644,158 129,566,182
TEGRATR] 2 B HoAth £ A% R 2 773K Placements with banks and other financial institutions 24,235,111 30,242,289
A 4 T Derivative financial instruments 18,415,757 11,361,222
LK B F At IR TH Advances and other accounts 335,226,982 304,556,854
EPE - Financial investments: 126,298,222 106,744,112
— ke & ~ Available-for-sale 63,352,063 41,247,181
—Frf 23 - Held-to-maturity 62,946,159 65,496,931
TNERE N H) 2 & Investments in associates 106,874 126,938
A B A R 2 B0 Investments in subsidiaries 5,287,139 3,999,107
o A e 5 Goodwill and other intangible assets 959,934 976,598
frd-C7ES Investment properties 43,100 42,300
LEN &) Property, plant and equipment 777,788 758,854
BATRLIE & Current income tax assets - 182,757
EFE BT A5l ' 7 Deferred income tax assets 77,386 =
Hofth & Other assets 9,551,390 8,622,711
¥ AR Total assets 668,623,841 597,179,924
£ 1 Liabilities
SRAT [F] 2 Ko HoAth 4 Rl RS 2 772K Deposits from banks and other financial institutions 173,351,059 135,487,837
itk 4 TH Derivative financial instruments 18,003,999 10,993,310
HEEHR Deposits from customers 337,609,972 307,732,300
LB T A7 38 Certificates of deposit issued 41,626,810 51,309,526
BT E R Debt securities in issue 1,023,179 6,930,191
— 88 A P ER I G RANR - Designated at fair value through profit or loss 72,101 -
- Lllﬁﬁﬁ A A B — At amortised cost 951,078 6,930,191
BATRLH &R Current income tax liabilities 111,734 =
AR SEF I B Deferred income tax liabilities - 9,107
DA 88 B AR AR 2 1R A8 5 0E Subordinated debts measured at amortised cost 11,603,948 13,375,445
HoAth & 4 Other liabilities 8,859,792 8,240,027
£ 8 Total liabilities 592,190,493 534,077,743
HE 2 Equity
JeAs Share capital 36,379,331 36,379,331
B i ) Retained earnings 31,764,687 25,806,824
A it Other reserves 550,998 916,026
7 J I A $RAT IR ME £ KRR Total equity attributable to shareholders of the Bank 68,695,016 63,102,181
M TR Additional equity instruments 7,738,332 -
il 2 48 Total equity 76,433,348 63,102,181
2 % £1 16 478 Total equity and liabilities 668,623,841 597,179,924
[ £33 Gao Ming Jiang Yisheng
Ex >3 HITHE S Chairman & Executive
HITHEH FETTIELHE % Executive Director & Chief
Director Executive Officer
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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.

COMPARATIVE AMOUNTS

(a) During the year, management reviewed the presentation of
“Management fee income” in the income statement and determined
that it improves the comparability to classify the item as Net Fee
And Commission Income rather than Other Operating Income
as previously disclosed. The amount was reclassified as Net Fee
And Commission Income in the current year and accordingly the
comparative figure amounted to HK$6,000,000 was reclassified from
Other Operating Income to Net Fee And Commission Income to
conform with the current year’s presentation.

(b) In addition to the above item, certain comparative amounts have
been amended to conform with current year’s presentation.
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Supplementary Financial Information (unaudited)

T B A Ty A R R B 2 R A3 o S AR R
BB R RAL AT 78 2)

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

B F0 R bl AR TG AR A v 4 A TR BT A A Y (B
F736 CEAR) BLRD (TCEARAD D FH - EA TR
Pl 2% T R4 R R Bt L T K B v = T AR AE /T
W~k — = A — AR CEARBLD R -
A A1 [ R A A B T 23 45 R A [ E (% R JRLBR) =
Gk | RHALAE SR R B i R A [ A
ROk | S T S B AR A [ AR (7
W) wh Sk LG T A R o

F 80 B 5 3 M G2 AL - T B S R B AR
Bl T 2 1 7 s o 5 1 A T A0 o) o AR R AR AL
F3ck > SLEET S BAi s M ME AR > &5
TE F A VS 45 A L JR) 3 o A R o

MRAEEARI > FHF G A B 2 £ 5 S8 Y B BE B
Bt 2 A5 LB o LR AR R S Ty [
G TR (BDOR B S8 2 ml) Z BB A W o
BE o R RAR G B A 7 2 BB A A S
BREFRTIBR o 5255 AR A 5 B 2 R B SEAT Aol B B AL B

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 1
January 2013 for the implementation of the “Basel IIT” capital accord. In
view of the Capital Rules, the Group has adopted the “standardised (credit
risk) approach” for the calculation of the risk-weighted assets for credit
risk, “basic indicator approach” for the calculation of the operational
risk and the “standardised (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 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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CAPITAL ADEQUACY AND CAPITAL BASE (continued)

A list of these unconsolidated subsidiaries is shown below:

HRER—ANEFZH =

At 31 December 2016
B 0] B AR
Principal activities Total assets Total equity
TH#T T#T
HK$’000 HK$’000
TSR R & A BRA T AN
ICBC (Asia) Bullion Company Limited Inactive 7,507 7,498
TR B A RA PR AL B 28
ICBC (Asia) Futures Company Limited Provision of futures business 102,643 102,607
TSR R AR A A BRS¢ RS A B S
ICBC (Asia) Investment Management Company Limited* Provision of asset management services 88,430 77,323
TCEREE Y GE A R A PR RS 5 28 A IS
ICBC (Asia) Securities Limited Provision of securities brokerage services 1,125,386 812,380
TR EEPNAGE A BRA A P REMRES
ICBC (Asia) Trustee Company Limited Provision of trustee services 29,811 28,805
ICBC (Asia) Wa Pei Nominees Limited AT B Inactive - -
B v B S A B AN
UB China Business Management Co. Ltd. Inactive - -
PN - fFtHka
Greater China Fund Trust fund 389,618 388,168
Z A3 45 45 7 TSR R R I HE 4% S B (TR A BR A A Y * Included a consolidated subsidiary in the name of ICBC (Asia) Investment

o WY 2

BB AT A KW A it
BB 25 0 e R RN ~ 5 2 AT
B2 2 24 o Sl 9 S A A
P 1 B T 25 0 A R - T A 6L P
St 9 £ B G o
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Management (Shenzhen) Co., Ltd.

As at 31 December 2016, 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 BT bR A BB (o) 1 CAPITAL ADEQUACY AND CAPITAL BASE (continued)
7 4E ] 1A TR 7] ) 58 % M [ 45 0 = B AN = > g AR The' Gfgup operateds]j s;lbsicliiarff in otéle;l countrieiand ter‘rit.ories whe}ze
2 A 161 PR T T B R 1 5 A M 4 A AR caplt? 1sfg0verne )4 o.ca rules and there may be restrictions on the
1 1 transfer of regulatory capital and funds between members of the Group.
ZE NI AR T4
+=H=+—H +=ZHA=+—H
31 December 31 December
2016 2015
T#T T T
HK$’000 HK$000
20 R g — % A Common Equity Tier 1 (“CET1”) Capital
W R A — A T CET1 capital instruments 36,379,331 36,379,331
A B HE 25 — S A T L7 A (I s Shfire premium arising from CET1 capital
instruments - =
R B i £ Retained earnings 35,976,769 28,924,450
G rR ¢ A B R AR S 1R 25 B RS | of which: unaudited profit or loss of the current
\—ﬁfgfﬁﬁi T financial year and profit or loss of the immediately
- preceding financial year pending audit completion 7,152,986 6,610,913
155 5 fif Disclosed reserves 2,606,686 3,940,798
b B S 4 A of which: available-for-sale investment reserve (464,182) (235,655) |
;&%Hﬁ’f’%ﬁéémﬁﬂi?wﬁi AR CET1 Capital before deductions 74,962,786 69,244,579
ik Deduct:
B4 T HL 3 iy Eﬁﬂﬁﬂ?’f HE AR ‘:F‘Hﬁ Cumulative cash flow hedge reserves that relate to the
FELLATEEARN REH B R R  hedging of financial instruments that are not fair
i valued on the balance sheet (143,232) (167,224)
NI s ot i v givorlowes on b of
> =L\ 2% -
B2 BMEA BRGSO B E R R changes in the own credit risk - -
AL 455 b B S A T A Y R FTAPE{E Cumulative fair value gains arising from the
Wi 4 B ] revaluation of land and buildings (650,077) (634,218)
— JRERAT R 1Y) B et A Regulatory reserve for general banking risk (3,984,306) (4,277,079)
P (HIIBR AH BRAE A B IH & ) Goodwill (net of related deferred tax liability) (980,154) (980,154)
AT R (1A B AR IE £ £ ) OtII;:;illrixtt;)nglble assets (net of related deferred tax (29773) (14.978)
B L 208 SUE A T A )0 S o T Deferred tax assets in excess of deferred tax liabilities (269,650) (58,011)
B A L 3 B AR IR 4T B A 19 Cumulative losses below depreciated cost arising from
Sy the institution’s holdings of land and buildings (302) (300)
pae - 5 Debit valuation adjustments in respect of derivative
SR T RO FiES ) P
AL TR GA 2 SRS EIE contracts (121,184) (77,717)
W R . — AR AN AR A CET1 Capital after deductions 68,784,108 63,004,898
e ) . Add:
BN — A AR TR E A Additional TIER 1 Capital after deductions 7,742,968 -
FIEAR G AN FE A Tier 1 Capital after deductions 76,527,076 63,004,898
ZRER Tier 2 Capital
S AR TR BT SR T A Tier 2 capital instruments issued and share premium 10,051,714 12,210,519
LE\: o HREAEH of which: amount that is subject to phase out 2,314,446 2,698,689
R 119 bt BB TR P (U 52 BRI Reserve attributable to fair value gains on revaluation
feti it of holdings of land and buildings 292,534 285,398
R ATy By for el e ke v
AL A W EY N 4 B R BN
“)i\ﬁg%fﬁﬁﬁﬁ (R 1.259% 9 1= SR B HE (Limited to 1.25% of risk-weighted amount for
e credit risk) 5,957,021 5,533,599
;étédﬁ?umﬁﬁ AR Tier 2 Capital before deductions 16,301,269 18,029,516
1F73 Deductions - -
AR E A Tier 2 Capital after deductions 16,301,269 18,029,516
FIE 1R A L A AR Total capital base after deductions 92,828,345 81,034,414
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1 CAPITAL ADEQUACY AND CAPITAL BASE (continued)

RN e <l TG
+=H=+—H +ZA=+—H
31 December 31 December
2016 2015
T# T#E T
HK$’000 HK$000
JREL e o Risk-weighted assets
15 R Credit risk 507,222,689 447,045,096
T 55 5 B Market risk 17,297,138 18,421,975
AR R\ B Operational risk 21,622,813 19,381,713
IR - —fRERAT R 2 58 A S Deduct: Portion of regulatory reserve for general
W A REAE —REA N AL A banking risks and collective provisions
W HEA which is not included in Tier 2 capital - (479,399)
ANFEAE HUEA AR i 3t K Portion of cumulative fair value gains arising
J75 2 Ak A AR B BT EAE from the revaluation of land and buildings
S5 ) AL 2 8 43 which is not included in Tier 2 capital (357,543) (348,820)
JREL i R v A Total risk-weighted assets 545,785,097 484,020,565
it S RN
+ZH=1+—H +ZH=+—H
31 December 31 December
2016 2015
e R — SR A LR CET1 capital ratio 12.60% 13.02%
—REA AR Tier 1 capital ratio 14.02% 13.02%
HEA 3 Total capital ratio 17.01% 16.74%
Wiy 7 % Ty A bE e Capital conservation buffer ratio 0.63% 0%

RAEE SRATE (R ML - ACAR R AE A AT A 0 1A
SRR EAR R | 8 DR UIRR B E AR
SRR DL AR SR B T A i 2 A B BB R 1 A
Z AT AR E R o

ATT A A A £E 18] 22 483 (www.icbcasia.com ) %8R 17 3£
(45 8 ) BLRI S e 5% - 6 BRI 8 A% G 48 T 51 R -

—  KREMZEBEIRE-REA - A HEAR
Be T HRE A 2 B R B R A AR AR B A

— AR IR B R 2 A A
2 R R — S B - RS -
BEA - LA BB I R 5 R

—  AREERNEE RBR 2 e FA B AR
I A A B R ARl 2 A R AR

R CE A B A SB3Ml > it = F — NER ZF
— AR & o AN [ ) DA 4 1l 2K ST O 977 2 1y
AR R Ay il JE0.63% 5 0% e
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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 and 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.

Under Section 3M of the Capital Rules, the capital conservation buffer
ratio for calculating the Group’s buffer level is 0.63% for 2016 and 0% for
2015.
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Industrial and Commercial Bank of China (Asia) Limited

LIQUIDITY COVERAGE RATIO

The Group complies with the minimum requirement of 70% of Liquidity
Coverage Ratio (“LCR”) on a daily basis with effective from 1 January 2016
onwards, in accordance with the Banking (Liquidity) Rules issued by the

MR - HKMA.
TR “E A
2016 2015

SF-34) Ji )  LE ER Average liquidity coverage ratio
— - First quarter 105.12% 94.05%
—HF - Second quarter 124.76% 94.68%
—$=% — Third quarter 143.81% 90.25%
— 5B 2 - Fourth quarter 141.50% 96.89%

SRAT 2 (iR BRI 2530 K30 AWK E 1Y Ik B 4 4%
BOR > Al B A SR AT A S www.icbcasia.com [ B & 4
7 —fi e

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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3 A5 TR B - B B AR B K i 35 L B2 3 CAPITAL CHARGE FOR CREDIT, OPERATIONAL
A 37 AND MARKET RISKS
3.1 5 R KR 3.1 Creditrisk
(i) AEE R T 515G B RS (T4 (i) The Group uses the following external credit assessment
WBAE B RT AR AR A ) AR 45 AN A HI KR 22 1 institutions (“ECAIs”) to calculate its capital adequacy
HEUE (5 H R 5H R kst A E AT R requirements under the standardized (credit risk) approach
gk prescribed in the Capital Rules:
. 12 2 5% IR G5 . Moody’s Investors Service
. o Y 3 0 S AR 5 . S&P’s Ratings Services
. HUBERE AR . Fitch Ratings
A — S A 15 A A R REAR R A E (15 el w The capital requirements on each class of exposures under the
HEE AN EA TR standardized (credit risk) approach as at the end of reporting period is
summarised as follows:
“RB N TR
2016 2015
T#T T# T
HK$’000 HKS$’000
YA REREA On-balance sheet
FHE B Sovereign exposures - 41,197
ay=t; 30 Public sector entity exposures 28,963 13,473
SRAT R Bank exposures 8,854,116 9,547,224
i /NN 7 Securities firm exposures 33,958 51,173
A S JR B Corporate exposures 23,882,523 20,444,383
A BE R b Collective investment scheme exposures 18,560 18,560
HETHH Cash items 75,507 45,426
B P2 SR B Regulatory retail exposures 896,919 694,952
B ER Residential mortgage loans 880,333 764,259
oAb Iz I a2 SR Other exposures which are not past due exposures 1,711,561 1,150,460
a0 1) JE B Past due exposures 178,920 86,487
EARRERERIEE 2 EAME X 485 Total capital charge for on-balance sheet exposures 36,561,360 32,857,594
¥R AR EE Off-balance sheet
ELHAE A Direct credit substitutes 359,360 347,065
BLAZ 5y A7 Bl 2 SR B A Transaction-related contingencies 5,714 5,808
B 5 A B 2 a9k B AR Trade-related contingencies 205,305 140,492
C A A A Forward forward deposits placed 164,479 20,715
FopbRYE Other commitments 1,842,220 1,230,773
HNES #Y Exchange rate contracts 769,580 683,369
FIREH) Interest rate contracts 65,500 73,199
e ARE R A 4 Equity contracts 14,786 32,459
25 G A SO AT i 5 40 Debt security contracts or other commodity contracts 73,144 6,556
ER AR Securities financing transaction 59,325 17,006
AR AME R 2 G AR S AR Total capital charge for off-balance sheet exposures 3,559,413 2,557,442
{5 BB 2 A T S ) 4B Total capital charge for credit risk 40,120,773 35,415,036
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3 f5 B JRUBE - 36 B0 R B % T 5 L B =2
B A 3 )

3.1

3.2

3.3

& R B (a0)

()  EASE R TG DAAHE [ f A B A AR
2 JE\ B I HE AR TR LAYt B 5 3l AN I A
EHMEREFEAR -

() H A AR A T AR T Al Y S B
B0 R BRI 20K

o EREERR

o AEBMEER

. ZEBRSRTER
o SRATEURR

o IR EER

o AREEBR

o AAEEREE R

(iii) A< 4 [ GRAT S g 1 DA ST 7 A0 B AT
BRARAEBRAT AT SR EAD D5 ST A A
BEAT R SE o AR 0 P B AR HI o 22 B
E—H .

E 0 (N

T vt 4 S 2R AR B A JI 55 24(1) (a)
A A A B ol ) 0 B T 2 B SE T A AR B R AR
TEARGT SR DA H 2R B o R > AR
45 (3] A 3 S S A5 4 I T R P b - (H
[F] B B 40 e S RV FIL R 2 A B B 48 5 o
MoE—NETF A=+ —H o EHERE R
2 G A S 551,729,825,0009 7T (& —
4£ 1 1,550,537,000% 7C) ©

T 255 R B

E A H AR SR AT AT 2 T 3 SR B I Y R AR b AT
B> I [ 2 S IR K [ JE AL B IRIA] ©

A5 IR
G MR G S G B s mm A B E

W %, o 76 300 6 300 0 A ) 2 8 ) o 40 2 i
Rz EMTARMETRZ AR A -

o T SRAT (W) AR A

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 2016, the capital charge for operational risk amounted to
HK$1,729,825,000 (2015: HK$1,550,537,000).

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 fE HIEUBE - 388 AR I B % i 5 R R 2 3 CAPITAL CHARGE FOR CREDIT, OPERATIONAL
A S ) AND MARKET RISKS (continued)
3.3 ﬁi%’ﬂpﬁ (47) 3.3 Market risk (continued)
7 A 3] A A R rb 2 R T A R B R R [ A E A The Group applies the “standardized approach” for its market risk
Bl oM ZEBE—NFET_H=1T—HZEARMEZH in the Capital Rules. The capital charge as at 31 December 2016
;‘?&1,383,771,000%]4{3 (=% — H 4 : 1,473,758,0007% is HK$1,383,771,000 (2015: HK$1,473,758,000). The market risk
JG) e N EFE—ANER EFE—HAE T A =+ —H capital requirement as at 31 December 2016 and 2015 are:
B T 5 S B AR B R
Tl 355 R BB 2 A 1 S
Market risk capital charge
TR N ZE AR
2016 2015
T#xT T
R gt 25 24 Risk type HK$’000 HK$°000
I 23R JR B — 455 2 SRS Interest rate exposure — specific risk 52,376 -
) 23R R — — % T 4 Interest rate exposure — general market risk 507,492 360,760
Jil& N7 Equity exposures - 189,929
S ME R Foreign exchange exposures 545,090 918,258
7o it JEL B Commodity exposures 274,677 289
R JBHE g Option exposures 4,136 4,522
HEt Total 1,383,771 1,473,758
DI HEREEAEE - ANE+_H=1+—H K& The following histograms show the frequency distribution of daily
TE—RE+YZH =1 —H L E AL E 2 TR revenues related to market risk activities of the Group for years
R 3 Bh A B 2 A H A B R0 o ended 31 December 2016 and 31 December 2015.
BREZ-AFET A=+ —HILEE
For the year ended 31 December 2016
26
24
2.
<
E
2
E
=
Z
= T
| | |
£2E2g25:58g8g88g:c:gg7%&e88g¢es¢e8e2ee8eess¢¢e¢8¢
e’e‘i@'@@ddeYTTé@oég’g‘ééTTTTTT‘??‘T?"?%’:‘
I I I 1 I I I I f ~ ~ ~—~ —~ wn
22223233 aasc 38 g = =S " YEgEgEgEE88888¢8 8 s s
2235853288 SETSA335ERZ S
E 8 8 & 88 8 & -
WA T

Revenue HK$’000

220



ZHEANEER
Annual Report 2016

5 FH B ~ 36 785 4% A1 L i e v 355 e B
BEACE ST HY (a0

3.3 i B R ()

o T SRAT (W) AR A

Industrial and Commercial Bank of China (Asia) Limited

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

3.3 Market risk (continued)

BEZZ-HWEF A=+ HIREE
For the year ended 31 December 2015

(8]
—

(35,000) - (18,400)
(17,600) - (16,800)
(16,000) - (15,200)
(14,400) - (13,600)
(12,800) - (12,000)
(11,200) - (10,400)
(9,600) - (8,800)
(8,000) - (7,200)
(6,400) - (5,600)
(4,800) - (4,000)

BEZ—ANET_HA=+—HIEE > AERR
B T 5 8 5 AH BE 26 % 2 7355 H I A 25544,000%
JC (FE— A ¢ 1,325,000%50) > 1 MLAE H IR A 2
12V Al 25 293,145,000 70 (—F — FA4F : 6,093,000
JG) o BEAHTEE HURA Z i UL > fE ZF— N AR
224522 5 B > 109 H BRiGkGH ( =% — i 4E
247183 7 H > Fige H Bk G5 8) > Mtk sz — H
J&5 48 /£512,449,000%% 7C (% — TL4F : 31,401,000
JG) © HEZ— HUA R4 13,140,00085 70 (. F—
A 1 22,102,000%55C0) © Bk HA B E KK F 2 i m
T o ARSI 2R A 1 4 Rl S SRS R o DA
it — H DRI A R 2 A o iR
s A [ U B T R L A 2 TG R B
T fe R ~ B E & MEAREE -

I A G IRIA

IR HIRFECAFERME B ESEH - 8 RA
e AR B S5 < R 3 B U 2 A I A4 A
M B ) 5 Jo B W 0 o < il T 3 TR AEAT 2 SRR
B KA EEE KRB &S M -

(3,200) - (2,400)

(1,600) - (100) E

0 - 800
1,600- 2,400
3,200 - 4,000
6,400 - 7,200
8,000 - 8,800

4,800 - 5,600
9,600 - 10,400

11,200 - 12,000
12,800 - 13,600
14,400 - 15,200
16,000 - 16,800
17,600 — 18,400
19,200 - 20,000
20,800 - 21,600

WA T#T

Revenue HK$’000

The average daily revenue earned from the Group’s market risk related
activities during the year ended 31 December 2016 was HK$544,000
(2015: HK$1,325,000) and the standard deviation for such daily revenue
was HK$3,145,000 (2015: HK$6,093,000). An analysis of the frequency
distribution of daily revenue showed that losses were recorded on 109
days out of 245 trading days for the year 2016 (2015: 86 days out of
247 trading days). The maximum daily loss was HK$12,449,000 (2015:
HK$31,401,000). The highest daily revenue was HK$13,140,000 (2015:
HK$22,102,000). 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
SRR AN SE A A B R AL E S R S A R - During the year, the Group only acted as an investor in related
oA e s A e T N R R Y A T s securitisation exposure. Ratings from Moody’s Investors Service, S&P’s
TRAN I P 5 w8 2R AL JRUBE o PR A B ] B A R 2R AL and Fitch Ratings are adopted in assessing securitisation exposures. Since
JE g 2 £ A BRI E 19 58 mT SRR BT SR A the securitisation exposures held by the Group are all rated by recognised
TR > AL B A (ESR4L) sHEERHE R ECAIs designated by the Capital Rules, the Group uses the standardized
15 FAEVB o A 45 13 %% U] B85 422 A R JaL B o (securitisation) approach to calculate the weighted credit risk for these
exposures. The Group closely monitors the risk arising from these
exposures.
TRIRR FE—NEL _FE—HF A =+— The following table indicates the securitisation exposures as at
H 2 3% 75 AL B Al i 7R 35 31 December 2016 and 2015:
88 3 0 B i
— B ARG
R JE 5 il B BOBA Z B B AR AN
Exposures
Outstanding Risk-weighted Capital Core deducted from
e S 2 2016 amounts amounts requirements capital CET1 Capital
T#T T#T T#T T#T TH#T
2L S0 B B 7R 3 Securitisation exposures HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
ESiree Traditional securitisations
(53 Debt securities - - - - -
im
— BN
BRER R HARE B EA Z Bk
Exposures
Outstanding Risk-weighted Capital Core deducted from
ZE AR 2015 amounts amounts requirements capital CET1 Capital
T T T T TH#T
b AL R B R Securitisation exposures HKS$000 HKS$000 HKS$000 HKS$000 HK$’000
(C¥ e Traditional securitisations
i Debt securities - - - = =
RZF=NET ZH = — AR GBS Capital requirement of securitisation exposures under the standardized

At R SR AL R AR R A (S — AR
i) o RoE-ANET T H =T HEEBHFLT
RE WAL — REANR T A (T

HEIE) o
R TZF=ARE T H = H 2 35 MR Il

FAL A AR (& — F4F %) o
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(securitisation) approach at 31 December 2016 was nil (2015: nil). The
deductible items from CET1 Capital under asset securitisation at 31
December 2016 was nil (2015: nil).

There are no securitisation exposures booked in trading book as at
31 December 2016 (2015: nil).
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SR H EBR AN BUAT R B AR 008 0 7R E SRAT B 52 o AT
A A 55 ST A TR 22 5 35 T 75 A5 R B A9 JEL B R
Wk e R F—ARETA=1—0  FEEEMK
AT AT [u] 5 22 ) i fs AT AE THA X (ZF— T4 -
) c ROFE—ANFETH=1+—H > IMERHAL
o] €45 B Bl 5B A5 BEATAE T RLG A 09 B R 5 4
2oy B T 05 A T L B A T 9 JL g R 3R 1 £ R R B
(ZF—T4F - ) o

RIFEAMRATAE T RELH T ZBA MM EEZ K
o BMBERZE—AEF A=+ —HZHA1
FE o WIARSRAT 2 A5 BERT AR B — Z WAk - ASSRAT I
WA RSN Z AR (T — T4 ) -

S v JEL R 2 o T — A 2 AR P AR - TR T
7T RE TR BELAH ) 22 5 e B R 2 B (E 22 TR 5 0
RARE BRI 2 A o AAEF I — R 31 2 2 )7 B 4%
I T 5 1) TRy - A B SR A5 S A L S T R G
551 LASNEST #5 [0 JBL R 52 5 il > 6 ZH SEHR A AL UE -

RN TR R A R A0 B T O A5 T AR AT
I 114 JEL e 7 375 A B R

o T SRAT (W) AR A

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 2016, there are no repo-style transactions
nor credit derivative contracts in the Group (2015: nil). No recognised
collateral including recognised credit derivative contracts is held as credit
protection for counterparty credit risk-related exposure as at 31 December
2016 (2015: nil).

Under the terms of our current collateral obligations under derivative
contracts, we estimate based on the positions as at 31 December 2016 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 (2015: 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:

BOE A P i 8255 Rl I IR 28
Gross total
Positive Credit Risk weighted
Fair value equivalent amount
T Tt T#L
HK$°000 HK$°000 HK$°000
RN 2016
RGBT ETHRS ¢ OTC derivative transactions:
4T Bank 15,517,542 25,520,906 7,706,319
oAby Others 1,991,127 3,909,078 3,850,932
17,508,669 29,429,984 11,557,251
TR —HAE 2015
TG IMIAE TR, OTC derivative transactions:
RAT Bank 9,293,408 19,830,465 6,330,590
HoAth Others 1,493,399 3,786,952 3,614,197
10,786,807 23,617,417 9,944,787

B R AR A S P AR DR 32 5 (5 AR (U

Moty =
BHME -

amounts of the derivative transactions.

There is no effect of bilateral netting agreement on the credit equivalent
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6 TRAE HE B 6 CREDIT RISK MITIGATION
6.1 5 B Ko e R AR A5 ) ML B 2 A2 P 6.1 Process of managing and recognising credit risk mitigation
AN Bt P R e A S E A B A S RS The Group has established policies on managing and recognising
JH RS R IS (BIE 2 5 35 MirE T HA2 5 A credit risk mitigation, which are approved by the Credit Committee,
B B3 TO ( FJEV B ORI ) il e BlE R R for all types of credit exposure under the standardized approach
itk 2 B PR % e R AR A A R B Y UK o including counterparty credit risk-related exposure which arises
A 45 B S AR A SRR AR AT A B A L from OTC derivative transactions. The Group applies prudent
o n[ MWK B ER kR EEZ A assessments of eligibility and quality of collateral. Acceptable credit
B J /BB R BT L E o A 4R [ IR S risk mitigations are as defined by the Credit Committee and/or
fh R R AR T N > M W AR regulatory authorities. The Group also adheres to safe custodian
VIRHE - AEESS BT EFE - R aeE of collateral, regular revaluation and close monitoring. Marketable
T8 H EE Rl T E > A — securities are marked to market on a daily basis or, if daily
YOHEAT BAL 5 09 SE TR E B VE Al o revaluation/marked to market is unavailable, a minimum of once a
month, whilst properties are revalued periodically.
MEEERNFEN S > RAEARRAARE For regulatory capital calculation, only recognised collateral and
B A8 i 0 A S B E AR T T AR 5 R RRAE guarantee defined in the Capital Rules are considered as recognised
JEEL I B AV 5 e o A B B A Tl S A R JaRL B AR credit risk mitigations. The Group applies the simple approach
IR A4S A B RS A 1) ] B ATE ¥EE o criteria as stipulated in the Capital Rules in ascertaining credit risk
mitigation.
PEGE R HEI LS S AR BLEe AR Recognised collateral includes eligible guarantees, cash deposits,
G~ Oy~ R K] T S R RS o T gold, shares, debt securities and collective investments in
AT E - FEAEE - IRH L - WA transferable securities, commercial real estate, residential real estate,
By JE i 7R 4% % DA I A8 5 BR R B A B 2 Y vehicles and equipment. The exposure amount after mitigation is
L B A el R ) B R E o ERR AT IE R A determined by applying the standard supervisory haircut laid down
Ty R M AT A A T A AT ERE R - N8 by the Capital Rules to the current collateral value. Recognised
B ~ SRAT B 32 B W8 I 20 ) m A R R E guarantor is any sovereign entity, public sector entity, bank and
B 55 ] A A BB SE AR B A Bl A — B A | 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.
REFE—NERF—HET A =1+—H > The main types of guarantors and their external ratings as at
W RN TR R H AN AR A BT T 31 December 2016 and 2015 are analysed as follows:
B % )
Guaranteed amount
— ZETA
2016 2015
R AR 3 T 0 345 A T#x T
Class of guarantors S & P’s equivalent HK$’000 HK$°000
Bank 1T AAA/AA- - =
A+/A- 81,479,576 80,492,799
Sovereign F- M HE AAA/AA- 857,204 1,142,108
PSE A B B A+ - 1,022
Corporate 12 A+/A- 710,036 2,043,311
83,046,816 83,679,240

7S A1 98 {1 Y 0 A PR R AU 5 e 8 it R 4140 o S

PEOR) A BR o 8 R A5 6 T T 35 SRR 4 o o i S
W Ab > JHC R B AR it 2 22 HR A K 7 TR SRAT A A
LI
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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 UKL FH JE B () 6 CREDIT RISK MITIGATION (continued)
6.2 1= FH B e AR 3 (an) 6.2 Credit risk exposures
A U S U AR B~ R RO O R S&P’s Ratings Services, Moody’s Investors Service and Fitch Ratings
T AR A A B2 Bl LR 25 8 B BT A A R B R are the ECATs that the Group uses in relation to each and all classes
& 05 7 09 1 B A5 B R AR A o L DA 31 s Ak of exposures below. The process it used to map ECAI issuer ratings
BT R T A A E AT A A T S L B R to exposures booked in its banking book is a process as prescribed in
WS BEAT N AT AR BT i 7 50 B B8 4 43 BT 1 Part 4 of the Capital Rules.
FE R FEF o
SRR e 15 T B AL
ELI TR IR b
Exposures after recognised
“E-N 2016 credit risk mitigation Risk-weighted amounts
WRTRR  BRTERY
BB AR ey Fibde e AiFse  REMEAE  WRERE BB
Total Exposure Exposure
Total risk-weighted covered by covered by
SRR Class of exposures exposures* Rated® Unrated® Rated’ Unrated® amounts collateral guarantees
HREARHEEH On-balance sheet
T Sovereign 60,730,371 60,730,371 816,799 - - - - -
N Public sector entity 1,810,207 1,810,207 - 362,042 - 362,042 - -
ZBBRERT Multilateral development bank 586,088 586,088 - - - - - -
#f7 Bank 251,049,861 77,993,703 254,347,849 28,853,159 81,823,285 110,676,444 - 4713
HA AT Securities firm 848,958 - 848,958 - 424,479 424,479 - -
¥ Corporate 408,656,339 58,879,103 259,446,294 40,227,954 258,303,583 298,531,537 8,324,053 82,716,925
HAREH Collective investment scheme 232,001 - 232,001 - 232,001 232,001 - -
BEEH Cash tems 496,140 - 9,023,331 - 943,843 943,843 - -
ERETEEY Regulatory retail 15,172,139 - 14,948,645 - 11,211,484 11,211,484 121,893 101,601
EEfMES Residential mortgage loans 24,853,587 - 24,845,263 - 11,004,159 11,004,159 8324 -
FEftf 346 A JEUBR A Other exposures which are not past due
exposures 15,463,083 119,505 15,270,657 298,763 21,095,748 21,394,511 72,921 -
B R Past due exposures 1,638,274 - 1,638,274 - 2,236,495 2,236,495 403,733 32,700
BREA B Off-balance Sheet
BRSaIMITE TAZ A Off-balance sheet exposures other
BNETAAAISMG  than OTC derivative transactions or
HEARFINARAE  credit derivative contracts 53414727 3,169,001 50,245,726 1666392 30703350 32369742 10,145,174 190,877
OTC derivative transactions 54,195,858 10,974,368 43,221,490 2,011,958 10,267,230 12,279,188 - -

AFEA SRR
ki

Credit derivative contracts

Exposures deducted from capital base
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6 WARAE F R B ) 6 CREDIT RISK MITIGATION (continued)
6.2 f& IR AR (a0 6.2 Credit risk exposures (continued)
SIETER = M BRI A5 1
R B R Rl il
Exposures after recognised
“F—Tk 2005 credit risk mitigation Risk-weighted amounts
TR ERTER
Rk He SEE Artgte BEHEY e BRMESE  WERAE  OEREE
Total Exposure Exposure
Total risk-weighted covered by covered by
ez Class of exposures exposures* Rated® Unrated® Rated® Unrated® amounts collateral guarantees
BRAGEEH On-balance sheet
Ex Sovereign 70,831,215 70,831,215 1,103,200 514,960 - 514,960 - -
Nl Public sector entity 841,050 841,050 1,022 168211 204 168415 = -
SRBRRIT Multilateral development bank 989,316 989,316 - - - - - -
#17 Bank 241,393,890 89,553,251 232,147,222 38,616,507 80,723,788 119,340,295 - 8,715
Fp! Securities firm 1279317 - 1,279,317 - 639,659 639,659 - -
% Corporate 360,197,311 55,240,963 215,703,559 41,131,155 214,423,630 255,554,785 7,968,790 83,327,310
Antessth Collective investment scheme 232,000 - 232,000 - 232,000 232,000 - -
HEHH Cash items 491,148 - 8,690,798 - 567,825 567,825 - -
THETEXH Regulatory retail 11,842,887 - 11,582,539 - 8,686,904 8,686,904 133,542 126,806
fEE Rl E Residential mortgage loans 21,813,268 - 21,796,861 - 9,553,239 9,553,239 16,407 -
M@0 R R A Other exposures which ate not past due
exposures 12,502,663 118,703 12,303,049 296,758 14,083,994 14,380,752 80,911 -
il Past due exposures 862,087 106,638 755,649 159957 921,132 1,081,089 32,174 34,170
BAEA BRI Off-balance Sheet
BRGIMITE TAZAESE  Off-balance sheet exposures other
ERETEGALIMG  than OTC derivative transactions o
BiEABRINERALE  credit derivative contracts 30,670,552 980475 29,690,077 685,220 2125435 21,810,635 5,215,823 182,239
BT TR OTC derivative transactions 23,829998 6,027,376 17,802,662 1,843,262 8,314,106 10,157,368 - -
fRERAETHAH Credit derivative contracts - - - - - - - -
AAREIM AR TAE Other off-balance sheet exposures not
WEMEREABRIME  elsewhere specified
Bl ; ; - - - ; ; ;
HEATSRMBMAR  Exposures deducted from capital base
2 -
* AR 0 R AR B ek (B 4 ) A 4 % B A R0 45 (B B A (Lo * Representing principal amount or credit equivalent amount, as applicable, net
() of individual impairments
# G035 B SRS B ST A HE W B 4T 4% o SR AR Y AL B 7R # Including exposures with ECAI issue specific rating and exposures which have
V& N HLA HE G ST 40000 R B AR I (BN 4 8% 4T 4 o 5T an inferred rating (i.e. exposures which do not have an issue-specific rating but
A% o {E R g (1 8 R A ) 7 S 1 R B R A whose risk-weights are determined under the Capital Rules by reference to an
22 N A B T AROH R B R AR 4 T B ECALI issuer rating assigned to the obligor of the exposure or to an ECAI issue
PN CY ISR S 1 ¥ v PN R R ] rating of any other exposures of the obligor)
JE B AR A L 1 B AT T AR
[ AR 26 B 40 A0 30 (5 B0 T A0 M S B8 AT 45 8 SR AR 3 5 E © Representing exposures which do not have the ECAI issue specific rating nor
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7 EBER
71 FPE#K

(i) &7 Z B — 7 h 1 % 77

A 41 [ 6wt R A e e R R 3R 4% 4 [
R B M ] 4y 1 2 5 R AR ¢

SEGMENTAL INFORMATION
7.1 Loans and advances to customers

(i) Advances to customers — by geographical areas

o T SRAT (W) AR A

Industrial and Commercial Bank of China (Asia) Limited

The Group’s gross advances to customers by country or

geographical area after taking into account any risk transfers

are as follows:

EH=WAN L
vt ek W TR AR
Advances
overdue Individual Collective
Gross advances for over Impaired loans impairment impairment
to customers three months and advances 1l es Il es
T T T T T
e S 3 et =N ol 31 December 2016 HK$000 HK$°000 HK$'000 HK$000 HK$'000
i Hong Kong 195,181,125 583,318 507,610 315,763 623,060
A Mainland China 185,691,014 2,119,776 2,635,627 1,512,941 1,254,667
T Macau 1,295,989 - - - 3,888
BRE (FEFREE  MBRAM)  AsiaPacific Region
(excluding Hong Kong,
Mainland China and Macau) 4,429,848 - - - 14,692
Fb Others 6,368,382 - - - 26,347
it Total 392,966,358 2,703,094 3,143,237 1,828,704 1,922,654
WHEEAL
RF &4 &k WHER {RRIBLERER HE W EER
Advances overdue Individual Collective
Gross advances for over Impaired loans impairment impairment
to customers three months and advances allowances allowances
T T T THT T
ZE-AETSAETH 31 December 2015 HK$'000 HK$'000 HK$'000 HKS'000 HKS'000
A Hong Kong 154,394,230 155,176 178,837 86,876 533,245
i Mainland China 173,885,736 1,457,766 2,195,196 1,262,961 979,806
1 Macau 480,797 - - - 1,450
GRE CRFEREE  MARIAM)  AsiaPacific Region
(excluding Hong Kong,
Mainland China and Macau) 3,468,759 - - - 10,896
Hily Others 6,911,519 136,283 149,839 136,334 27,225
it Total 339,141,041 1,749,225 2,523,872 1,486,171 1,552,622

7% R MEFL T 7E B S (R A 3 9 N A R

Risk transfers are only made if the claims are guaranteed by a party in a

B 2R TG [ AR AR A 74 55 — B K i BT RO ¥ AR A AT
TR B OLUT - Jr 8 B o

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 HEER @ 7  SEGMENTAL INFORMATION (continued)
7.1 BB &) 7.1 Loans and advances to customers (continued)
(ii) F)7Z B AR — 152 55 i [ (ii)  Gross loans and advances to customers - by industry sectors
ZEN RN “E-hfF SR
+ZH=Z+—0 +ZAZ+—B +ZH=Et-H A=A
31 Dec 2016 31 Dec 2016 31 Dec 2015 31 Dec 2015
RAMB ARMBKE LR B AERERES L
Gross Gross
loans and % of secured loans and % of secured
advances advances advances advances
T T
HK$’000 % HK$'000 %
TEF YA 2 553K Loans for use in Hong Kong
T K4l Industrial, commercial and financial
ES 9 - Property development 33,808,808 25.33% 20,115,277 27.02%
—WERE - Property investment 21,500,034 62.56% 16,213,117 75.90%
—GRAE - Financial concerns 23,657,109 0.06% 6,880,652 1.39%
— R - Stockbrokers 2,839,487 2.78% 2,619,688 13.55%
—MEREEE - Wholesale and retail trade 15,432,412 43.00% 19,280,434 25.52%
—TARTHE - Civil engineering works 1,031,298 33.78% 1,095,782 12.37%
— s - Manufacturing 11,239,818 16.66% 8,932,932 22.67%
— i SRk A - Transport and transport equipment 25,853,326 40.12% 24,113,519 42.10%
— B BIR - Electricity and gas 3,571,466 - 1,200,000 =
—Eill R - Information technology 7,542,506 1.65% 2,686,610 3.70%
— B - AE R - Hotels, boarding houses and catering 1,032,107 73.71% 1,077,586 79.50%
— FRYETEE) - Recreational activities 9,865 81.21% 4,847 69.18%
— At - Others 30,368,292 14.73% 40,962,107 8.67%
NS Individuals

—fE [mEHERE] ~ (R
A @R K
[EBERE] iz Participation Scheme and Tenants Purchase
i Scheme 373,890 97.92% 411,782 93.82%
—IEE A ¥ 2 B3

- Loans for the purchase of flats in Home
Ownership Scheme, Private Sector

- Loans for the purchase of other residential

properties 21,979,330 98.84% 18,135,472 98.37%

—fFRRER - Credit card advances 345,058 - 283,143 -

— At - Others 6,316,085 88.47% 3,833,893 86.44%

Yo mE Trade finance 12,502,673 18.54% 8,389,371 19.10%
TEREHEAME A 2 B3R Loans for use outside Hong Kong 173,562,794 25.25% 162,904,829 26.36%
392,966,358 30.67% 339,141,041 31.26%
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7 SHEBERL @ 7  SEGMENTAL INFORMATION (continued)
7.1 BB &) 7.1 Loans and advances to customers (continued)
(i) Z)7.2Z BB — 1 5 i [ (48) (ii)  Gross loans and advances to customers - by industry sectors
(continued)
&P 2 Bk A 10%EK DA E 1 SE B Individually impaired loans, overdue loans and advances over
A 1 A8 A s (R K~ =R DA b 2 g three months, impairment allowances and impaired loans
RS~ AR I 31 AR % A (L S and advances written off in respect of industry sectors that
T @ constitute 10% or more of the total advances to customers are
as follows:
S®NE ST HA
2016 2015
T#1 TH#IT
HK$°000 HKS$’000
(a) TETHs LASIME F 2 83K (a) Loans for use outside Hong Kong
ERIRCRAIRE v Individually impaired loans 2,612,164 1,119,246
=1 A DL _E 2z @i ek Overdue loans and advances over three months 2,517,689 368,514
AR ] (1 4 A Individual impairment allowance 1,731,520 630,686
A0 A AR HE Collective impairment allowance 1,227,704 1,033,385
QUETE S E P () New impairment allowance charged to income statement 509,358 321,946
A TR S T (R RK Impaired loans and advances written off during the year 135,435 60,747
SR AN —EF R
2016 2015
T#x T#IT
HK$’000 HKS$°000
(b) 7£ B s 5 0 il 2 Bk (b) Loans for use in Hong Kong
T3 KGR Industrial, commercial and financial
HoAte Other
VIR ARS8 Individually impaired loans 2,685 8,351
= A L bz dE Ak Overdue loans and advances over three months 3,306 2,562
AR ] {2 Individual impairment allowance 999 2,960
A WAE HE Collective impairment allowance 82,552 149,328
A WS 3 S 2 (A New impairment allowance charged to income statement 44,313 112,227
A T S 9 B K Impaired loans and advances written off during the year - 40,665
72 BBEHZE 7.2 International claims
B8] ¥ £ A 3 Rl 4 % 0 A1 A2 5 S R A The information on international claims discloses exposures to
2 Jal W 11 T AE Hb > I B B K 2R ] L e A foreign counterparties on which the ultimate risk lies, and is derived
2o — RIS > A B AN SR FEA 5 according to the location of the counterparties after taking into
ST AE Hb Y B S — AR > sk A% EREN account any recognised risk transfer. In general, such transfer of risk
JE AT S B R AT AN AT > TR AT Y takes place if the claims are guaranteed by a party in a country which
28 N IR B RS 5 TR B T AR L R is different from that of the counterparty or if the claims are on an
{58 il 38 5 P — I B S R B 5 — M B K o oversea branch of a bank whose head office is located in another
S — b [ 0 B AR AL O 50 RR AT R RS 1Y country. Only regions constituting 10% or more of the aggregate
JE B 48 AE ) 4y 2 T Ek DL b > 5% Hb I Y B R international claims after taking into account any recognised risk
fEHEMZE T A 5% o 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
BT S counterparty is as follows:
FeRIT R BB
Non-bank private sector
GBS FORE AT EBERE  EeRARERE Ak
Non-bank
Official financial Non-financial
Banks sector institutions private sector Total
B HEEL HEEL HEEL HEEL
HKS$ million HKS$ million HKS$ million HKS$ million HKS$ million

ZZ-NFEFZHZ1—H 31 December 2016

PRER Developed countries 43,121 15,869 3,399 5,780 68,169

B LD Offshore centres 18,543 23,355 14,216 223,676 279,790

R P HRONE K Developing Europe 1 - - - 1
BRI T SN #) H i Developing Latin America and Caribbean

% 6 - - - 6

FRPIIEMAMPRELK  Developing Africa and Middle East 759 - - 944 1,703

RPN EKEEE » Hh Developing Asia-Pacific, of which 142,497 22,002 46,581 160,620 371,700

— - China 139,466 22,002 46,581 158,430 366,479

—Hitr - Others 3,031 - - 2,190 5,221

34 International organisations - - 586 - 586

204,927 61,226 64,782 391,020 721,955

FRRATHL R
Non-bank private sector
EES BhEE  RRITEREEE  RERLERE st
Non-bank
Official financial Non-financial

Banks sector institutions private sector Total

HEET AT A ET HEET HEET

HKS$ million HKS$ million HKS$ million HKS$ million HKS$ million

“FE-RHEFTHA=+—H 31December 2015

BHERK Developed countries 53,444 21,464 2,380 3,802 81,090
B D Offshore centres 16,098 34,250 16,275 179,302 245,925
B o A B B R Developing Europe - - - 1,054 1,054

B T SR A L
B% Developing Latin America and Caribbean 117 - - - 117
BRAMFEMA D REEK  Developing Africa and Middle East 79 - - 174 253
BT RERZ - K9 Developing Asia-Pacific, of which 144,801 15,513 35,882 150,200 346,396
— - China 141,056 15,369 35,882 147,139 339,446
—HAl - Others 3,745 144 - 3,061 6,950
I e International organisations = = 989 = 989
214,539 71,227 55,526 334,532 675,824
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7 SEER @ 7  SEGMENTAL INFORMATION (continued)
7.3 WHITEH) 7.3 Mainland activities
o B A b SRAT R B R U - TS SRAT The analysis of non-bank Mainland China exposures is based on
7 85 R B A 5 A vk 4 A B R SR AT 26 (B ER) the categories of non-bank counterparties and the types of direct
FE R AL E ) L R R IS R R - &2 [ exposures defined by the HKMA under the Banking (Disclosure)
B8] A b JE B ¥ 2% — MAA(BS) 20 | 56 = #4447 Rules with reference to Part 3 of the “Return of Mainland China
BT B FE S SR AT M L A B N T K AT exposures — MA(BS) 20”, which includes the Mainland China
SELHR A R A b R A o exposures extended by the Bank and its overseas subsidiary and
branch.
A lies A1 WE B 2
JRB AR BB TREH R
On-balance FX and
sheet Contingent derivatives Total
exposures liabilities contract exposure
Tl T T#xL Ti#xL
“EANEFZAZ R 31 December 2016 HK$000 HK$000 HK$000 HK$000
BT R Type of counterparties
(a) TRBUR © FRBURHEA B E (a) Central government, central government-owned
8 DA S A A BB A 7 R A entities and their subsidiaries and JVs
HAT 98,455,075 1,467,748 593,825 100,516,648
(b) B ~ M BUREEA RO E (b) Local governments, local government-owned
i DIR MM B E A R R A entities and their subsidiaries and JVs
BAH 26,535,958 4,017,637 49,023 30,602,618
(c) MAEAHEEYTEERSER () PRCnationals residing in Mainland China or
w8 R e S ) A other entities incorporated in Mainland China
Bl DL R A B ) R A and their subsidiaries and JV's
AT 107,154,011 46,634,886 709,922 154,498,819
() i) FL A > A Hh R A (c)(1)Of which, PRC nationals residing in Mainland
R A China or entities beneficially-owned by
HEEH Mainland interest 72,957,113 37,770,930 24,008 110,752,051
(d) WA E3C(@)HARAER FHEL (d) Other entities of central government not reported
i A e initem (a) above 5,316,543 233 - 5,316,776
() AR EX(b)ERMERIAE () Other entities of local governments not reported
i A e in item (b) above 2,296,167 5,382 - 2,301,549
(0 RiEAEEHTEERSIE () PRCnationals residing outside Mainland China or
o R A S A S entities incorporated outside Mainland China
HR o {5 R B P where the credit is granted for use in Mainland
T2 44 China 27,053,236 14,338 73,353 27,140,927
(9) WM R TENIET (g) Other counterparties where the exposures are
R Fopt 28 5 5 considered by the reporting institution to be
non-bank Mainland China exposures 36,126,884 2,679,661 232,737 39,039,282
302,937,874 54,819,885 1,658,860 359,416,619
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7 SEER @ 7  SEGMENTAL INFORMATION (continued)
7.3 WHLTE B (50) 7.3 Mainland activities (continued)
BEAME HNEE R i
BB R A BAAMR THA# R A A
On-balance FX and
sheet Contingent derivatives Total
exposures liabilities contract exposure
T Tk T T
“E-fEFZA=Zt—H 31 December 2015 HK$'000 HK$'000 HK$'000 HK$'000
HF I8 Type of counterparties
(a) RSB - PRBT A M E (a) Central government, central government-owned
B DARAb A R A v KA entities and their subsidiaries and JVs
BAH 91,389,058 317,683 4,118 91,710,859
(b) HUJEUR  HOTEEEAIE  (b) Local government, local government-owned
HE o DAt b A R K A entities and their subsidiaries and JVs
NG| 30,093,855 3,707,230 698,624 34,499,709
() MM ERHEER T EERSEE () PRC nationals residing in Mainland China or
o A A other entities incorporated in Mainland China
B DA R M e B A R R A and their subsidiaries and JVs
BT 85,351,923 37,604,002 111,437 123,067,362
(c) @)L > 74 F ] g 4 o (¢)(1)Of which, PRC nationals residing in Mainland
B v g o 1 2 O China or entities beneficially-owned by
AMES Mainland interest 59,703,483 28,237,880 107,948 88,049,311
(d) SR ESC(a)ERHEFRE (d) Other entities of central government not reported
JiF A FEAL E in item (a) above 6,916,352 233 106,736 7,023,321
(e) AT E3C(b)ENHEAEIME (e) Other entities of local governments not reported
Jif A T in item (b) above 1,506,466 166,523 - 1,672,989
(f) AR AMEER R EERSEE () PRCnationals residing outside Mainland China or
0 1 3 DA A S entities incorporated outside Mainland China
> fF R AR B b where the credit is granted for use in Mainland
i China 22,015,013 582,406 72,214 22,669,633
(9) A HMERA M P BINIERIT () Other counterparties where the exposures are
JRBR 19 F A 22 5 considered by the reporting institution to be
non-bank Mainland China exposures 45,183,172 2,102,179 850,476 48,135,827
282,455,839 44,480,256 1,843,605 328,779,700
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Industrial and Commercial Bank of China (Asia) Limited

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.

HAb Ay
E I AR¥r  Other foreign Bt
US$ RMB currencies Total
T#L T# T#T T#T
TR N 2016 HK$’000 HK$°000 HK$°000 HK$°000
4T Non-structural position
BB EE Spot assets 298,702,881 193,608,822 26,043,361 518,355,064
BB A Spot liabilities (251,069,038)  (175,411,737) (27,556,869)  (454,037,644)
A Forward purchases 279,184,991 163,614,885 79,035,160 521,835,036
i BT Forward sales (302,449,316)  (183,574,826) (77,069,772)  (563,093,914)
HARERE T AR Net option position (482,018) (10,289) (114,429) (606,736)
Bt (Eig) HEE Net long/(short) position 23,887,500 (1,773,145) 337,451 22,451,806
AR TR A Net structural position 212,764 7,911,865 - 8,124,629
HoAh
ESIv AR Other foreign st
US$ RMB currencies Total
T Tt T T

—E N 2015 HK$000 HK$°000 HK$’000 HK$’000
A A Non-structural position
BB E Spot assets 264,167,972 224,969,733 17,569,133 506,706,838
BB AR Spot liabilities (207,472,309)  (214,966,546) (17,526,422)  (439,965,277)
EIE A Forward purchases 255,266,192 152,957,917 93,804,330 502,028,439
i T Forward sales (287,853,166)  (154,546,348) (93,468,252)  (535,867,766)
HAHE A A Net option position 4,683,011 (4,513,322) (238,273) (68,584)
=it (M) FE Net long/(short) position 28,791,700 3,901,434 140,516 32,833,650
M R I Net structural position 212,646 7,227,723 = 7,440,369

S TR L4 TR 2 5 J i e A 2 R B o IR AR T A
THARAR BT A7 41 HESAHE 5 40 2 15 WIS SR A At
FHE o ACHE [ 2 5 M VR R 8 A AR SRAT AE ¥ A1
& 2~ ) e P SRAT I AR SR B A A R

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 LEVERAGE RATIO

The leverage ratio as at 31 December 2016 was compiled in accordance
with the Leverage Ratio Framework issued by the HKMA.

e — Bk

+=ZH=4+—H +=—H=+—H

31 December 31 December

2016 2015

FEAR b Leverage ratio 8.28% 7.84%

SRATE (PR # RIS 45 AR HE 8 10 R R LU R 3 % 2
SR 5 A] AR SR AT A8 S www.icbcasia.com ©

10 3 JE B 4% i A b R

Leverage ratio disclosures as required by section 45A of the Banking
(Disclosure) Rules are available in the section of Regulatory Disclosures of
our website www.icbcasia.com.

10 COUNTERCYCLICAL CAPITAL BUFFER RATIO

ZR N ZETAE

+=A=+—H +=A=t+—H

31 December 31 December

2016 2015

0 JE A 1 AR R Countercyclical Capital Buffer ratio 0.38% 0.00%

SRATE (PE ) #7 HI 5545 BT & 1Y A B 4 2% 22 ok m]
P A SR AT 49 S www.icbcasia.com ©

TR CEA BRI 553P X3QMK » oA 7E =& — N4
—H — H ZHT - Bk B Ik A vk w2 R 8T
JCCyBH 3R ¥ 0% > # % — FAE R A Rk (81
17 (B #) BRI S5 45BUAE A B4 75 o
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The relevant disclosures pursuant to section 45B of the Banking
(Disclosure) Rules are available in the section of Regulatory Disclosures of
our website www.icbcasia.com.

There was no information disclosed relating to the countercyclical capital
buffer ratio pursuant to section 45B of the Banking (Disclosure) Rules
for 2015 because the applicable JCCyB ratios for Hong Kong and for
jurisdiction outside Hong Kong are at 0% before 1 January 2016 according
to section 3P and section 3Q of the Capital Rules.
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Industrial and Commercial Bank of China (Asia) Limited

TIT WERBEE QA

Branches, Sub5|d|ar|es and Associate

HEADQUARTERS

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

Des Voeux Road Central Branch

Shop B2, G/F, Sam Cheong Building,

220 Des Voeux Road Central, Hong Kong &
11/F, Ka Wah Bank Centre,

232 Des Voeux Road Central, Hong Kong
Telephone: (852) 2189 5588

Facsimile: (852) 2545 7458

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, 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

235



o B SRAT () AR A

Industrial and Commercial Bank of China (Asia) Limited

AT 4T

T ¥ AT 1813358

EE DR

TE AL ¢ (852) 2189 5588

i SO E ¢ (852) 2838 1817

¥ A1 N BB s (A S B A IR )
A WS T A S 15 7 2695 HE T K IR 14101 5% A
FEHh ¢ (852) 2189 5588

i SO E ¢ (852) 2455 3612

S 5 5 0 1T

T V5 5 85 ¥ BT JE 7 488-4909%
W JE 5 R 4t T AR 2 148
TERE ¢ (852) 2189 5588

i SCHEEL © (852) 2808 1331

55 M o 47

T vk B S R e 12358
TEE ¢ (852) 2189 5588

i SCHEL : (852) 2834 3075

FwAF 47

FWF WA 0% — i T 7AG
TEG ¢ (852) 2189 5588

i SCHEL : (852) 2518 7007

BRE ST

B RIE113-11558
TEG ¢ (852) 2189 5588

i SCHEEL : (852) 2807 1697

M & 44T

v o B 272-276%%
SLHE A HL R A-CHEf
TERE ¢ (852) 2189 5588

& SO E ¢ (852) 2887 7094

I8 T A6 RN B Bt OR S HE A IR 75 )
B vt b A B AU 233 9 Ik T A0 7 2523 9%
FEHh ¢ (852) 2189 5588

i SCHEE ¢ (852) 2570 7366

Bl )

F b 9 2 436-4385F L N
TERE ¢ (852) 2189 5588

fiE] SCHEEL © (852) 2510 9902

) £6.30 43 47

T vk ] 20 I 2 B e 2- 129
S22 p R &G SLG 19 fif
FEHh ¢ (852) 2189 5588

B SCHE ¢ (852) 2565 5541

236

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/E., 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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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

Shau Kei Wan Personal Banking Centre (No teller service)
195 Shau Kei Wan Road, Hong Kong

Telephone: (852) 2189 5588

Facsimile: (852) 2940 3008

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

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

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

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

Shop N95A, 1/F., Mount Sterling Mall, Mei Foo Sun Chuen, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2307 1811
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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

San Po Kong Branch

Shop G10, Yue Xiu Plaza, 3-23 Ning Yuen Street,
San Po Kong, Kowloon

Telephone: (852) 2189 5588

Facsimile: (852) 2726 2317

Wong Tai Sin Branch

Shop 128, Level One, Wong Tai Sin Plaza,

103 Ching Tak Street, Wong Tai Sin, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2267 7782

Telford Branch

Shop F19, Telford Plaza, Kowloon Bay, Kowloon
Telephone: (852) 2189 5588

Facsimile: (852) 2797 8984

Ngau Tau Kok Branch

Shop Nos. G211-214, G/F., Phase I, Amoy Plaza,
77 Ngau Tau Kok Road, Kowloon

Telephone: (852) 2189 5588

Facsimile: (852) 2331 8600

Hong Ning Road Personal Banking Centre (No teller service)
58 Hong Ning Road, Kwun Tong, Kowloon

Telephone: (852) 2189 5588

Facsimile: (852) 2342 9050

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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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, 2F., 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 and 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
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 (Asia) Investment Management Company Limited
ICBC (Asia) Nominee Limited

ICBC (Asia) Securities Limited

ICBC (Asia) Trustee Company Limited
ICBC (Asia) Wa Pei Nominees Limited
ICBCA (C.I.) Limited

UB China Business Management Co. Ltd.
TR T BB B (I A R F
SINO-CEEF Holding Company Limited

ASSOCIATED COMPANIES

IEC Investments Limited
SINO-CEEF Capital Management Company Limited
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3% Tel (852) 3510 8888
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