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1. CAPITAL CHARGE FOR CREDIT,
MARKET AND OPERATIONAL RISKS

The bases of regulatory capital calculation for credit risk,
market risk and operational risk are described in Note 4.4
to the Financial Statements.

As a result of the change in the bases of regulatory capital
calculation, the amounts shown below are not directly
comparable.

The financial information contained in these supplementary
notes has been prepared on a consolidated basis that
comprises the positions of the Bank and certain subsidiaries
specified by the HKMA for its regulatory purposes and in
accordance with the Banking (Capital) Rules. Subsidiaries
that are not included in the consolidation for regulatory
purposes in respect of calculation of capital adequacy ratio
are denoted in Note 26 to the Financial Statements on page
181.

The table below summarises the capital requirements and
capital charge calculated by applying 8% on the risk-
weighted amounts, computed on the same consolidation
basis for credit, market, and operational risks.

2012 2011
BT T BT T

HK$’000 HK$'000

FEERR Credit risk 11,494,335 9,328,152
5 E R Market risk 53,509 391,676
BER R Operational risk 658,454 585,678
12,206,298 10,305,506

BRAREE L EARAEEREAR B RFHE - FRATHKR
=MIE4.4 -
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For detail of capital management and capital adequacy
ratio of the Group, please refer to Note 4.4 to the Financial
Statements.
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2. EERRBREBEARRE 2. CAPITAL REQUIREMENTS FOR

CREDIT RISK

The table below shows the capital requirements for credit

TRIR CRITE (BAR) RAND 55 BRI F 1851 &l

ENEERRYIFEERRE risk for each class and subclass of exposures as specified in
the Banking (Capital) Rules.
2012 2011
BET T BT T
HK$'000 HK$'000
ABTREEFE L THRBAERMFTER Capital required for exposures under the
IRB approach
E¥ Corporate
EENBEAGEETHEMNEE Specialised lending under supervisory slotting
criteria approach
—JEERE — Project finance 114,846 159,943
/N E Small-and-medium sized corporate 997,910 807,922
Hibz Other corporates 6,849,776 4,848,716
RIT Bank
|17 Banks 1,867,574 2,485,253
FEHNT Securities firms = -
28 Retail
FERIBER Residential mortgages
—{EA — Individuals 42,467 50,979
— ZERRATA] - Property-holding shell companies 5,190 5,602
BERBRTSE Qualifying revolving retail - -
TENPE Small business retail 29,100 30,892
HpEAATE Other retail to individuals 84,296 50,837
HAth Others
HeIBEE Cash items = -
HiIEH Other items 628,756 472,174
EFHRL Securitisation - 51
AT REEFE LT O RBREE Total capital requirements for exposures
FEERRTHRE under the IRB approach 10,619,915 8,912,369
BE (FERR) StEETHER Capital required for exposures under the
AEMEER standardised (credit risk) approach
AEBBRARRAE On-balance sheet exposures
BLER Sovereigns 30,366 4,855
’”E$M Public sector entities 4,958 665
LERERIRT Multilateral development banks = -
RIT Banks 1,762 1,545
EFH AT Securities firms - -
=H Corporate 536,152 179,958
EETE Regulatory retail 27,531 15,528
FEEZRBER Residential mortgage loans 230,177 172,880
7B 160 B e R R ) LA L B AR HE Other exposures which are not past due 17,759 10,306
160 HA R P 2 Past due exposures 1,611 1,074
BEBBERINARAE Off-balance sheet exposures
BRBIMTETAR G REETETA Off-balance sheet exposures other than OTC
BRIMVEEBBRINA R AE derivative transactions and credit derivative
contracts 23,478 28,727
BIMTETAR S OTC derivative transactions 626 245
EHt Securitisation = -
BE (FERRK) sTEETHERBEE Total capital requirements for exposures
FIEEAREEHE under the standardised (credit risk) approach 874,420 415,783
EERRAEMEERETHAE Total capital requirements for credit risk exposures 11,494,335 9,328,152

www.nch.com.hk
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3. RHAREEFAEEZTHNEERR 3.
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CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH

The internal rating systems and risk
components

The Group adopts the foundation internal ratings-based
("FIRB"”) approach to calculate the regulatory capital
requirements for most of the corporate and bank exposures,
and adopts the supervisory slotting criteria approach to
project finance exposures under “specialised lending”. The

Group adopts retail IRB approach for retail exposures to
individuals and small business. The following is the table
showing the Group's different capital calculation approaches
to each asset class and sub-class of exposures.

Corporate exposures

EESE FoERBAR EXRGER*
Asset class Exposure sub-class Capital calculation approach
ERBAE EESBEAGEETNEMMEE (HERE) EENBEAGEE

Specialised lending under supervisory slotting criteria Supervisory Slotting Criteria Approach

approach (project finance)

BTNTES

Small-and-medium sized corporates

HEW AT R e B
FIRB Approach

Hip b

Other corporates

HM AT R ET X
FIRB Approach

B ERRRRE
Sovereign exposures

EHER
Sovereigns

T (ZEREK) sTEA(STC Approach)
Standardised (credit risk) Approach

BEAERFRIRNEEN
Sovereign foreign public sector entities

ZBBRERT
Multilateral development banks

RITR R

Bank exposures

AT EM AR ET
Banks FIRB Approach
BEHFLNT ERNHTREESE L

Securities firms

FIRB Approach

REEM (TEEBE T ERIERREEN)

A (FEEMR) 5HEA(STC Approach)

Public sector entities (excluding sovereign foreign public Standardised (credit risk) Approach

sectors entities)

TERRALRE

Retail exposures

BAEERBER
Residential mortgages to individuals

TENRBIREESEE
Retail IRB Approach

ERAREERBER

Residential mortgages to property-holding shell companies

RERBERTE
Qualifying revolving retail

2EDE
Small business retail

HEATE
Other retail to individuals

R A 2% (EERRK) T8 A(STC Approach)
Equity exposures Standardised (credit risk) Approach
HibE AR ReEB HERRERSEE
Other exposures Cash items Specific Risk-weight Approach

HiE R

Other items
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.1 The internal rating systems and risk
components (Cont'd)

(A) The structure of internal rating systems and
the relationship between internal ratings and
external ratings

The Group’s internal rating system is a two dimensional
rating system that provides separate assessment of borrower
and transaction characteristics. For corporate and bank
portfolios, the obligor rating dimension reflects exclusively
the risk of borrower default and the facility rating dimension
reflects transaction specific factors that affect the loss
severity in the case of borrower default.

The Group uses statistical models to provide own estimated
probability of default (“PD") for its corporate, bank and all
retail borrowers and loss given default (“LGD") and exposure
at default ("EAD") for retail exposures under Retail IRB
Approach.

The Group uses internal rating system to assess the
borrower’s likelihood of default for all IRB portfolios. PD
estimates the risk of borrower default over a one-year
period. A borrower credit grade means a grouping of similar
credit-worthiness to which borrowers are assigned on the
basis of specified and distinct set of rating criteria, from
which of the mid-point PD are derived for RWA calculation.

In the process of obligor rating assignment, variables of
latest financial performance, management quality, industry
risks and group connection of each obligor are assessed as
critical factors to predict borrower’s ability and willingness
to meet with the contractual obligations under different
economic conditions.

The borrowers for corporate and bank, and retail PD pools
are assigned into eight broad obligor ratings including seven
grades for non-defaulted obligors with sub-divisions in to
26 minor credit grades and one for defaulted obligors.. In
the supervisory slotting criteria approach for the project
finance exposures, there are four grades for non-defaulted
borrowers and one for default borrowers in accordance with
the HKMA guidance. The estimates for retail IRB portfolios
are pooled by nature of obligors, facility types, collateral
types and delinquency status in to PD, EAD and LGD pools.
This pooling process provides the basis of accurate and
consistent estimation for PD, LGD and EAD at the pool level
for exposures arising from residential mortgages to both
individuals and property-holding shell companies, qualifying
revolving retail exposures and other retail exposures to
individuals and small business retail exposures. All credit
transactions for corporates and banks are assigned facility
ratings (in terms of LGD) in accordance with the HKMA
guidance. LGD estimates multiplied by the PD estimates
produce the expected loss (EL) estimates, which are used to
assess credit risk quantitatively.
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3. APTREEFEEZTHNEERRE @ 3.

CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Cont'd)

3.1 ARFRRGREERIBG (8 3.1 The internal rating systems and risk
components (Cont'd)
(A)  AEBFFREGAZIE R AEEFAR B2 90 S0P 4R 21 FE BT 1R (A)  The structure of internal rating systems and
(%) the relationship between internal ratings and

BERBFRIEORBRIZEMINETRE BT -

external ratings (Cont’d)

For each internal rating, the equivalent external rating in

terms of default risk is as below.

RBEE HERE
FRRB LB
Internal Standard &
Credit Poor’s
Grades | AFHRESR Definition of Internal Ratings Equivalent
1 EBAZR A 2] RABENEORER The obligors in grades “1" and 2" have extremely low default risk. AAA
5 BEABTESEANENERSR - The obligor's capacity to meet its financial commitment on the [,
obligation is extremely strong.
AA
AA-

3 ERAZER 3 RREEHNER  BE—FRE LA |The obligors in grade “3” have low default risk but are somewhat | A+
AEEEAHHERAMEERETE  BIEBEM |susceptible to the adverse effects of changes in circumstances and [

HIBE i3 economic conditions. However, the obligor's capacity to meet its
financial commitment on the obligation is very strong. A-

4 BERAER 4] ZFTEHRENELNEREEEMNE | The obligors in grade “4” have relatively low default risk and are | BBB+
RARE - B2 PMEE S4B B E (L ZEM | currently under adequate protection. However, adverse economic
HISSEBITREE TN « conditions or changing circumstances are likely to lead to a weakened [ooo

capacity of the obligor to meet its financial commitment on the
obligation. BBB-

5 BEASR5| ZRTEENRR - BHEMRESR | The obligors in grade “5” have medium default risk which are less | BB+
AEBARD HBRHRER - vulnerable to nonpayment than other speculative obligors.

- e . N ) . - BB
EEUELR HETEEHRAFIES 57 &E | However, they face major ongoing uncertainties or exposure to adverse
B EE T BRERABERE N ARAETE |busines, financal, or economic conditions which could lead to the |BB-
BARE- obligor’s inadequate capacity to meet its financial commitment on the
obligation.
6 EBAER 6] RRENARRASHEREIEZ - | The obligors in grade “6" have high default risk and are vulnerable to | B+
nonpayment. B
BERABREARNBTEEEE - BRFIRERK - | The obligors currently have the capacity to meet its financial |B-
B SUSE I S ] s B R S ABEETTE | commitment on the obligation but adverse business, financial, or
BEE- economic conditions will very likely impair the obligor's capacity or
willingness to meet its financial commitment on the obligation.

7 BEAER 7] ZTESENERBBAEERSH | The obligors in grade “7" have very high default risk and are currently | CCC
BREEDR  BRALSETEKEL BERES |quite vulnerable to nonpayment. The obligors' ability to meet their
EEAMER  BHAEBGITEA  —BiELM | financial commitment and obligation are dependent upon favorable |-
BAETFIE L ARUEEERTEBEE - business, financial, and economic conditions. In the event of adverse

business, financial, or economic conditions, these obligors are not likely | C
to have the capacity to meet its financial commitment on the obligation.

8 EBAFR (8] RTETEL Obligors rated “8" are in payment default. D

214
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Contd)

3.1 The internal rating systems and risk
components (Cont'd)

(B) Use of internal estimates

Besides using PD estimates for regulator capital calculation
in corporate and bank exposures, the Group further uses
PD estimates for sovereign exposures, together with the
LGD and EAD estimates for corporate, bank and sovereign
exposures developed in 2011 for the purpose of enhancing
the use of internal rating estimates. From 2012 onwards,
each of corporate, bank and sovereign exposures is estimated
by individual LGD and EAD based on the nature of the facility
type, collateral types. The estimates of risk components
derived from internal rating systems have been used in credit
approval, credit monitoring, reporting and analysis of credit
risk information, etc.

() Process of managing and recognising credit
risk mitigation

For those collaterals recognised under capital management,
the Group has well-defined policies and procedures for
collateral valuation and management which are compliant
with the operational requirements for recognised collateral
for credit risk mitigation as stated in the Banking (Capital)
Rules.

For credit exposures adopting FIRB approach for capital
calculation purpose, the recognised eligible guarantees
include the guarantees provided by banks and securities
firms with a lower risk weights than the counterparty, and
corporates with internal credit ratings which are equivalent
to external credit rating A- or above. The Group takes
into account the credit risk mitigation effect of recognised
collaterals through its determination of the net credit
exposures and the effective LGD.

For retail IRB approach, the effect of the credit risk mitigation
is incorporated into the internal risk parameters of PD or LGD
depending on the nature of the guarantees and collaterals
for calculating the risk exposures.

The credit and market risk concentrations within the credit
risk mitigation (recognised collateral and guarantees for
capital calculation) used by the Group are under a low level.

Up to the date of report, for capital calculation, the Group
has not used any recognised credit derivative contracts,
on- or off-balance sheet recognised netting for credit risk
mitigation yet.
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Contd)

3.1 The internal rating systems and risk
components (Cont'd)

(D) The control mechanisms used for internal
rating systems

The Group has established a comprehensive control
mechanism to ensure the integrity, accuracy and consistency
of the rating systems including the processes for using the
risk components in the day-to-day business to assess credit
risk.

All of IRB risk models are approved by the Credit and Loans
Management Committee (“CLMC") and Risk Management
Committee (“"RMC") of the Board.

In order to achieve reasonably accurate risk ratings
assignment, the Group has established a rating approval
process which is independent of the sales and marketing
units. Since internal rating is one of the key inputs to
credit decision making, a control mechanism is in place
to ensure the integrity, accuracy and consistency of the
rating assignment. For the wholesale (corporate and bank)
portfolio, internal ratings are normally approved by credit
officers who are functionally separated from the sales and
marketing units. In some cases where the transactions are
in small amount and of very low risk, the credit ratings can
be assigned and approved by staff within the sales and
marketing units, subject to post-approval review of ratings
by credit risk management unit.

The rating assignment and risk quantification process
of retail portfolio are highly automated. As an integral
part of the daily credit assessment process, the accuracy
and completeness of the data input for automatic rating
assignment are verified by units independent from business
development function.

The obligor rating assignment is reviewed at least annually as
required by the Group’s credit risk policy. When credit events
occur to the obligor, rating review is triggered promptly in
accordance with the Group’s credit risk policy.

www.ncb.com.hk
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Contd)

3.1 The internal rating systems and risk
components (Cont'd)

(D) The control mechanisms used for internal
rating systems (Cont’d)

Rating override is designed to allow the credit analyst to
include any other relevant credit information that has not
yet been captured in the rating process. For reasons of
conservatism and prudential considerations, overrides are
unlimited in terms to downgrades but more restricted for
better grades (upgrades). All upgrades will be limited to a
maximum of two sub-grades supported by a very narrowly
pre-defined list of appropriate reasons. All overrides need to
be signed off by a higher level of credit approval authority.
The internal rating policy sets a trigger point of 10%
overrides on rating cases. The use of overrides and override
reasons are analysed as part of rating system performance
review on IRB rating models.

The performance of internal rating system is put under
ongoing periodic monitoring. The senior management
periodically reviews the performance and predictive ability of
the internal rating system. The effectiveness of the internal
rating system and processes are reviewed by independent
control functions. The model maintenance unit conducts
assessment on the discriminatory power, accuracy and
stability of the rating system while the validation unit
performs comprehensive review of the internal rating system.
Internal audit reviews the internal rating system and the
operations of the related credit risk control units. The
results of the review are reported to the Board and senior
management regularly.

A model validation team which is independent from the
model development unit and rating assignment units,
conducts periodic model validations using both qualitative
and quantitative analysis. Model acceptance standards are
established to ensure the discriminatory power, accuracy
and stability of the rating systems meet regulator and
management requirements. Reviews of a rating model will
be triggered if the performance of the model deteriorates
materially against pre-determined tolerant limits.

(E) Approach for determining provisions

The approach in determining provisions is in line with the
Group’s accounting policies. For details, please refer to
Note 2.14 “Impairment of financial assets” to the Financial
Statements.
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CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

Exposures by IRB calculation approach

3. APTREEFEEZTHNEERRE @ 3.

3.2 ANTFREEFTELETHWEREE 3.2

TRINTAEBEREHCRBRAEZEIMIASEN T RELE
AEEFENRRAE (BEREEABRAREEREBERI

RBREAENENRE)

The tables below show the Group’s exposures other than
securitisation exposures (including the EAD of on-balance

sheet exposures and off-balance sheet exposures) by each
IRB calculation approach:

2012
EENE RERMR
E1E R EAGEE  ZERBIN BELER
BEREHEL Supervisory BERHEE Specific HREREE
Foundation Slotting Criteria Retail Risk-weight Total
IRB Approach Approach  IRB Approach Approach exposures
BETR BETT BETT BBt BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
% Corporate 122,948,622 1,390,972 - - 124,339,594
iR17 Bank 72,331,164 - - - 72,331,164
& Retail
AARZEFAR Residential mortgages to individuals and
TERBER property-holding shell companies - - 12,662,501 - 12,662,501
BERRERTE Qualifying revolving retail - - = = -
HthEAATER Other retail to individuals and
TENE small business retail - - 7,757,612 - 7,757,612
ity Others - - - 8,065,560 8,065,560
@t Total 195,279,786 1,390,972 20,420,113 8,065,560 225,156,431
2011
EENE FERR
ERAHTR RHFHE) ZERHFR BEIE)
HEHES Supervisory HEGES Specific BERAE
Foundation  Slotting Criteria Retail Risk-weight Total
IRB Approach Approach IRB Approach Approach exposures
BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
% Corporate 105,021,848 1,893,758 - - 106,915,606
gl Bank 88,007,701 - - - 88,007,701
& Retail
AARZEFAR Residential mortgages to individuals and
FEREER property-holding shell companies - - 14,263,338 - 14,263,338
RERERTE Qualifying revolving retail - - - - -
HtfAAZER Other retail to individuals and
TEIMbE small business retail - - 6,876,340 - 6,876,340
ity Others - - - 6,158,687 6,158,687
@it Total 193,029,549 1,893,758 21,139,678 6,158,687 222,221,672
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.3 Exposures subject to supervisory
estimates under the IRB approach

By definition, amounts reported under the supervisory
slotting criteria approach continue to be subject to
supervisory estimates. The table below shows the total EAD
of the Group’s exposures subject to supervisory estimates
under the use of IRB approach.

oS Corporate
1T Bank
HAth Others

2012 2011

BET T BT
HK$'000 HK$'000
124,339,594 106,915,606
72,331,164 88,007,701
8,065,560 6,158,687

204,736,318 201,081,994

34 EREEEAREEIARENEREAE

(A)  ZRAEARER R RASE

TRIRAEBERIR (RITE (BA) RRD) 89 5E M H R
BRERUBARENRRAE (EARENEERBERAR
BERBERIIRBAFEFEEZNTE) - WERRAEL T
BRESIMTETAZ S REBIARS -

3.4 Exposures covered by credit risk
mitigation used

(A) Exposures covered by recognised collateral

The table below shows the Group’s exposures (after
the effect of any on-balance sheet or off-balance sheet
recognised netting) which are covered by recognised
collateral after the application of haircuts required under
the Banking (Capital) Rules. These exposures exclude OTC
derivative transactions and repo-style transactions.

2012 2011

BET T BT T

HK$'000 HK$'000

o Corporate 25,658,272 27,129,230
R1T Bank 10,290 23,324
EAftb Others _ _
25,668,562 27,152,554

www.ncb.com.hk
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3. ASPAREBEEFEZTWEERR @)
34 SESEABEEIARBNEBREAE (8

(B) R AIERREREERIE

TRIRAEEIRIR CRITE (BEA) FRR1) 8B E F IR
BEABAVERFRENRLBAE (D RENEEABERAR
BEEBEBERIR @%ﬁuﬁr%i/i:ﬁ’]ws) It % R B AR I T
BESIMTETAR S REIERAR

3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.4 Exposures covered by credit risk
mitigation used

(B) Exposures covered by recognised guarantees

The table below shows the Group’s exposures (after
the effect of any on-balance sheet or off-balance sheet
recognised netting) which are covered by recognised
guarantees after the application of haircuts required under
the Banking (Capital) Rules. These exposures exclude OTC
derivative transactions and repo-style transactions.

2012 2011

BET T BT T

HK$'000 HK$'000

% Corporate 3,264,083 2,384,748
RIT Bank 4,685,877 5,954,083
=& Retail _ _
Hh Others - _
7,949,960 8,338,831

3.5 ARTFREEFEEZTLERBITREREREN
[ B R A
TRIRAEEEZ12 A31 8 TR R A SE N5 R

ERERFAEMELHZOMERER 2 CERIRITREOR
R rcHE o

ik

AT (R RIRTT 22 LR AE R OB R D5t MR R
VR o ANEEY ERARADFRAE

#HRE2148 -
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3.5 Risk assessment for corporate and bank
exposures under IRB approach

The tables below detail the Group's total EAD of corporate
and bank exposures by exposure-weighted average risk-
weight and exposure-weighted average PD for each obligor
grade as at 31 December 2012.

The EAD and PD disclosed below in respect of corporate
and bank exposures have taken into account the effect of
recognised guarantees. No recognised netting was adopted
by the Group.

For definition of each obligor grade, please refer to page
214.

www.ncb.com.hk
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CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Contd)

3.5 RBFIREEHEEZITLERBITRBEAEN 3.5 Risk assessment for corporate and bank
BB R () exposures under IRB approach (Cont'd)

(A) EEREBERE (TEERAEES HERGELNE (A)  Corporate exposures (other than specialised

3. RHAREEAEEZTINEERR @ 3.

FIEEE) lending under supervisory slotting criteria
approach)
2012
BB A DN RE
FHREBES R B AR A
Exposure- TIFENBR
EY R AR weighted Exposure-
Exposure average weighted
RIS E AR A Internal Credit Grades at default risk-weight average PD
BT T
HK$'000 % %
£ 459 Grade 1 — 0.00% 0.00%
ER2 Grade 2 1,416,071 17.04% 0.04%
E43 Grade 3 14,550,465 23.33% 0.07%
Ea Grade 4 20,724,203 41.86% 0.25%
EH5 Grade 5 55,925,400 76.95% 1.16%
EH6 Grade 6 29,612,068 120.47 % 5.41%
EFHT Grade 7 398,911 231.94% 18.05%
;8 EH Grade 8/Default 321,504 186.02% 100.00%
122,948,622
2011
B R hnE
R e e E [ Bea 7 HE Nk
Exposure-  FiJEHMR
B A E weighted Exposure-
Exposure average weighted
AEBIEEFTF AR Internal Credit Grades at default risk-weight average PD
BT
HK$'000 % %
E40 Grade 1 - 0.00% 0.00%
EH2 Grade 2 1,457,568 16.13% 0.04%
E43 Grade 3 15,918,178 24.31% 0.07%
Eia Grade 4 17,421,545 42.35% 0.27%
EH5 Grade 5 47,244,291 70.72% 1.18%
E46 Grade 6 22,725,397 94.48% 5.15%
E4T Grade 7 125,939 80.66% 19.88%
|8,/ ERN Grade 8/Default 128,930 176.18% 100.00%

www.nch.com.hk
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3. RHAREEAEEZTINEERR @

35 AMFREEHEETEERBTARAEY

3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Contd)

3.5

Risk assessment for corporate and bank

BB R (1) exposures under IRB approach (Cont'd)
(B)  EEBFRIE (RAEESBERFELHEFT 4 (B)  Corporate exposures (specialised lending under
EE) supervisory slotting criteria approach)
2012 2011
[ B A HE hn A [ B 7 HE I
FHEBES T RS
EXN Exposure- EH Exposure-
[ B A weighted [ Bea weighted
Exposure average Exposure average
BEEIRER Supervisory Rating Grades at default risk-weight at default risk-weight
BETT BT T
HK$’000 % HK$'000 %
1B Strong 15,791 70.00% 243,289 70.00%
1= Good 952,775 90.00% 1,019,406 90.00%
B Satisfactory 422,406 115.00% 577,266 115.00%
RiE Weak - 0.00% 53,797 250.00%
EH Default - 0.00% - 0.00%
1,390,972 1,893,758

BEMMEENEERETRERALARBEIRE (RTE

(BZR) RA FE158KMIREMETE

Q)  RITEEEEE

The supervisory rating grades and risk-weights of specialised
lending are determined in accordance with section 158 of
the Banking (Capital) Rules.

Q) Bank exposures

2012
B B R HfE
T EGREE | B AR A
Exposure-  FIELME
EY R RS weighted Exposure-
Exposure average weighted
RS EFERER Internal Credit Grades at default risk-weight average PD
BT T
HK$°000 % %
ER1 Grade 1 - 0.00% 0.00%
Eik2 Grade 2 4,224,072 17.18% 0.04%
E43 Grade 3 42,329,222 22.76% 0.06%
Fiha Grade 4 24,350,909 43.79% 0.22%
;5 Grade 5 1,426,961 70.14% 0.52%
FH6 Grade 6 - 0.00% 0.00%
FT Grade 7 - 0.00% 0.00%
/8, EH Grade 8/Default - 0.00% 0.00%
72,331,164

222
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3. APTAREBEEFEETHNEERRE @

35 ABTIREEFEETEERBITEBEAED
[ B B (&)

Q)  RITEEEFEE (#7)

3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.5 Risk assessment for corporate and bank
exposures under IRB approach (Cont'd)

(C) Bank exposures (Cont’d)

2011
[ B 7 2 g
FHmeiRE [\ e 7 4 N e
Exposure- TR AR
BB A weighted Exposure-
Exposure average weighted
NEEEFTRE Internal Credit Grades at default risk-weight average PD
BT T
HK$'000 % %
ER1 Grade 1 - 0.00% 0.00%
E42 Grade 2 6,586,337 16.38% 0.04%
=FIE] Grade 3 44,940,062 24.50% 0.07%
=34 Grade 4 32,598,476 44.72% 0.23%
FEM/5 Grade 5 3,882,826 68.03% 0.75%
E6 Grade 6 - 0.00% 0.00%
ER7 Grade 7 - 0.00% 0.00%
L8, BY Grade 8/Default - 0.00% 0.00%
88,007,701

3.6 AMAREEFEETZERBARNRBRE

TREMP12A31 BIRERELA D LB ENTE R R AR
RRAR

3.6 Risk assessment for retail exposures
under IRB approach

The tables below show breakdown of retail exposures on a
pool basis by expected loss percentage (EL%) range as at
31 December.

2012 2011

BB Residential mortgages SR o ST T
HK$'000 HK$'000

®5EZ2E1% Up to 1% 12,620,692 14,191,953
>1% >1% 32,586 63,834
EH Default 9,223 7,551
12,662,501 14,263,338

www.ncb.com.hk
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3. APTAREBEEFEETHNEERRE @ 3.

CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.6 WAHFTREEFEZETZERMBAENRRFTMG 3.6 Risk assessment for retail exposures
() under IRB approach (Cont'd)

2012 2011
CEREREZE Qualifying revolving retail ST 5T BT
HK$’000 HK$'000
=ZE10% Up to 10% - -
>10% >10% - -
BH Default = -
2012 2011
Hip T & Other retail BT T BET T
HK$'000 HK$'000
®EZ2E2% Up to 2% 4,750,375 3,769,802
>2% >2% 10,370 11,504
EH Default 2,662 3,940
4,763,407 3,785,246
2012 2011
SENE Small business retail BT BETT
HK$’'000 HK$'000
REE1% Up to 1% 2,888,452 3,011,749
>1% >1% 89,464 67,053
EN Default 16,289 12,292
2,994,205 3,091,094

224  #1fE %44 = NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT 4R
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3. AMAREEFEEZTHEERR @)

3.7 ERBARGEENIN

TRERBAZRNIITEREX - BERBRESNFEAR
M EDRF AR EEET EOA T & [EE B R A R 1R B B 8
(BHEM AR AR EER)

3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.7 Analysis of actual loss and estimates

The table below shows the actual losses which represent the
net charges (including write-offs and individually assessed
impairment allowances) made by each class of exposures
under the internal ratings-based approach for the year.

2012 2011

BETT BEFIT

HK$'000 HK$'000

o Corporate 138,901 8,461

R1T Bank = (2,953)
EARZEFZRABEERBER Residential mortgages to individuals and

property-holding shell companies 4,865 300

HEip@AAZTE Other retail to individuals 1,053 222

TENDE Small business retail 7,125 6,789

151,944 12,819

CEEEEFUREMEN  TE2RBECEEFARIETE
RERTN S| ZFER -

TRIZEBRAEERIFIREREL - MEPERRIEFERBA
AERRERAER —FHAT SR 5| B EEHEKE -

Increase in the impairment charge of corporate exposures
was mainly caused by the past due or loan restructuring of
some corporate customers.

The table below shows the expected loss which is the
estimated loss likely to be incurred arising from the potential
default of the obligors in respect of the exposure over a
one-year period.

20114 20104
12831H 12A31H
FEHIE R JEHRIB 5

Expected loss Expected loss
at 31 December at 31 December

2011 2010

BET T BB T

HK$'000 HK$'000

o Corporate 910,265 627,870

R1T Bank 40,003 32,959
AARZEFZRAREERBER Residential mortgages to individuals and

property-holding shell companies 5,162 8,256

EMEAZE Other retail to individuals 10,987 2,989

TENDE Small business retail 5,604 4,605

972,021 676,679

www.ncb.com.hk
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3. ARNFREEFEZTNEERR @)
3.7 BEHUAKRMEEEND N (#)

TREZHAENERZOXBEEEOM NS -

3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.7 Analysis of actual loss and estimates
(Cont'd)

The tables below set out the actual default rate compared
against the estimated PD of the respective portfolio.

20114
20124 12A318
BREBNE RN

Actual default Estimated PD
rate during at 31 December

2012 2011

% %

1 Corporate 0.90% 2.02%

;R1T Bank 0.00% 0.28%
A REFZRABUEERBER Residential mortgages to individuals and

property-holding shell companies 0.06% 0.69%

HEEAZTE Other retail to individuals 0.10% 0.69%

TENPE Small business retail 0.46% 1.30%

20104

20115 12A318

BRENE TEETBABLE

Actual default Estimated PD

rate during at 31 December

2011 2010

% %

12 Corporate 0.34% 1.83%

R1T Bank 0.42% 0.30%
A RZEFZRDBEERBER Residential mortgages to individuals and

property-holding shell companies 0.02% 0.75%

HEiEAASE Other retail to individuals 0.07% 0.73%

== YINTES Small business retail 0.56% 1.29%

REAHEBRERNEER  AHRBERNERBANEE
MEtERATRENTTE AT eERALR - HERX 2
KERE [BRINEENELAZR - FAHBLECERE
A —RRAEBEBFARONBELERARLZ B L EKH
EBEREFE-BEBAROFEDWKEERBAZRBNER
REZEKA - MERBREZENEEARE S ERIRER
AHE R E AR E R R S A -
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It should be noted that expected loss and actual loss are
measured and calculated using different methodologies
compliant to relevant regulatory and accounting standards,
which are therefore not directly comparable. The limitation
arises mainly from the fundamental differences in the
definition of “loss”. The expected loss under Basel Il which
estimates the economic loss arising from the potential
default of the obligor by taking into account the time
value of money and including the direct and indirect costs
associated with the recoveries on the credit exposures,
while actual loss is the net individually assessed impairment
charges and write-offs made during the year in accordance
with the accounting standards.

www.ncb.com.hk
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3. RMAREEFELZTNEERR @)
3.7 BBHUAARMEHEENDN ()

EREOHE (ERPD) MERRERENNEBAKE
(BrEERAE) HRFPHE (TERBAE)  MHEEME
KR (fH5PD) R — ARG BRSO KA FIHELOENMG
B URFRAES —FHAZORE

At - AREEBREGBIETIKFR ETRE - XF
B (HERE]) BERRZOTATETANEFBERNGHE
EBRIBE -

REBHEERANBEROBE - RIRBEFBOEIRT -

4. FE (FERR) FEETNEERR

4.1 HSHEEEFTEEB(ECANTR Y E A

AEBEFELRRE (FERR) HEERLUAINEEBFR
REBREATEERENEERBRES

~EHEE
— DB

— ZEBRIRTT

AEBER(RITE (BX) RA) B4AH0DREOH ERE
RSN E B R E B B IT AR ER1TRR AR Bk
- ARERAMNIINSEEFHERERBFELR - BEaM

4.2 FERKRER

HREARE (FERR) FFEZEZNEERRASE - JFEH
RERAENEEZRATEMRRBLERBE TR Bx i
R o W BHEAERABEERBAENRAERRD
AEEHRATARNEBENE (RITE (BX) RAD hiRa
FERTERREBERENER - ARRE (FRERR) SHEX
TERIEFEERBAEEARZRE - RAERARERRRE
ERRZGEHTENENER  R2EUARZEERRITIN
RAOMBRFRBA-SIA FEIREE o
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.7 Analysis of actual loss and estimates
(Cont'd)

The actual default rate (actual PD) is measured by using the
number of obligors (for wholesale exposures) or number
of accounts (for retail exposures) defaulted whereas the
estimated probability of default (estimated PD) is an estimate
of the long run average default rate over an economic cycle
and is the estimated one-year forward-looking PD from the
date of rating assignment.

Hence, actual PD in a particular year (“point-in-time”) will
typically differ from the estimated PD which is the “through-
the-cycle” estimates as economies move above or below the
cyclical norms.

The estimated PD is in general more conservative than the
actual default rate for most asset classes.

4. CREDIT RISK UNDER THE
STANDARDISED (CREDIT RISK)
APPROACH

4.1 Ratings from External Credit Assessment
Institutions (“ECAI")

The Group continues to adopt STC approach based on
external rating to determine the risk weight of the following
asset classes of exposures:

— Sovereign
- Public sector entity
— Multilateral development bank

The Group performs the ECAI issuer ratings mapping to its
exposures in banking book in accordance with Part 4 of the
Banking (Capital) Rules. The ECAIs recognised by the Group
include Standard & Poor’s, Moody's and Fitch.

4.2 Credit risk mitigation

For credit exposures adopting STC approach, the main
types of recognised collaterals include cash deposits,
debt securities and shares for non-past due exposures. In
addition, real estate collateral is also recognised for past
due exposures. The treatment of recognised collateral is
compliant with the comprehensive approach for credit risk
mitigation in capital calculation as mentioned in the Banking
(Capital) Rules. For credit exposures under STC approach,
the recognised guarantees for capital calculation include
the guarantees given by sovereigns, public sector entities,
multilateral development banks with a lower risk weight
than the counterparty, and corporate with external rating
of A- or above.

#1375 7% 4 4% m NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT 8 997
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4, BX (FERMR) tEZXZTHEERE 4. CREDIT RISK UNDER THE
(%) STANDARDISED (CREDIT RISK)
APPROACH (Contd)
43 KBREFCRBRAEMEE (EERK) FTEZET 4.3 Credit risk exposures other than
W1 B B kA iE securitisation exposures under the
standardised (credit risk) approach
2012
ATERAAT
FEfEIR
ERREDH
Total
exposures
AAERR  covered by
BESH  recognised
Total ~ guarantees or
FERRERAER: BRIEHE exposures  recognised
BRARRE Exposures after CRM* Risk-weighted amount covered by credit
Total B RIS TR FEFR  recognised derivative
exposures Rated Unrated Rated Unrated collateral contracts
BT BT BT BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BERRRARRAL On-balance sheet exposures
ENE Sovereign 28,437,822 28,464,488 - 379,580 - - -
NEEN Public sector entity 570,774 544,985 = 61,979 = = 26,667
SEYRRT Multilateral development bank 1m127 1m127 - - - - =
iichl Bank 104,886 104,886 - 22,030 - - -
& Securities firm - - - - - = =
il Corporate 7,134,247 869,193 6,250,606 451,275 6,250,606 14,447 -
5% Regulatory retail 493,222 - 458,854 - 34414 34,368 -
fFEREER Residential mortgage loans 5,755,312 - 5,754,434 - 2,877,217 - 878
PEBBRRAEN Other exposures which are
EfERAE not past due 398,876 - 221,989 - 221,989 176,888 -
DEERAE Past due exposures 18,419 - 18,419 = 20,132 14,993 =
BEBERNBRAEESE  Total for on-balance sheet exposures 43,085,685 30,155,679 12,704,302 914,864 9,714,085 240,696 21,545
BERRRIERAL Off-balance sheet exposures
BEMIETARAR Off-balance sheet exposures other than
EENETAANIM OTC derivative transactions and
BEBBRMERRE credit derivative contracts 353,159 89,906 263,254 64,488 228,988 488,347 12313
BIMIETER S 0TC derivative transactions 9,733 - 9,733 - 7827 - -
BEBERIERAREE  Total for off-balance sheet exposures 362,892 89,906 272,981 64,488 236,815 488,347 12,313
FEAERAEEE  Total for non-securitsation exposures 3448577 3045585 12,977,289 979,352 9,950,900 729,083 39,858
WELERSMMER  Exposures deducted from Core Capital
RnERREEE or Supplementary Capital 53473

228
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APPROACH (Contd)

CREDIT RISK UNDER THE
STANDARDISED (CREDIT RISK)

43 KBREFCRBRAEMEE (EERK) FTEZET 4.3 Credit risk exposures other than
W EREALE (8) securitisation exposures under the
standardised (credit risk) approach (Cont'd)
2011
RAERADT
[EEfTETA
EHREIR
Total
exposures
AuERa covered by
S recognised
Total ~ quarantees or
[FEERERE SR BRIEZE exposures recognised
BlRREER Exposures after CRM* Risk-weighted amount covered by credit
Total g TEFR g TEFR recognised derivative
exposures Rated Unrated Rated Unrated collateral contracts
BB BB BB BB BB BB BB
HK$000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000
EEBRERABERAE On-balance sheet exposures
BEREE Sovereign 21,984,173 22,010,840 - 60,693 - - -
NEB Public sector entity 244,057 217,469 - 8311 - - 26,667
SRERET Multilateral development bank 156,045 156,045 - - - - -
Eich] Bank 93,837 93,837 - 19,316 - - -
EH0A Securities firm - - - - - - -
] Corporate 2,939,236 952,256 1,760,385 489,087 1,760,385 226,595 -
R4%E Cash items 216 - 216 . - - -
EERE Regulatory retail 300,674 - 258,799 - 194,099 41,875 -
FERIBER Residential mortgage loans 4,322,075 - 4,321,9% - 2,160,998 - 79
PEDBERAEN Other exposures which are not
HitERAE past due 206,728 - 128,828 - 128,828 77,900 -
RHERAE Past due exposures 8,947 - 8,947 - 13,421 - -
EE&EFRERALEE  Totalfor on-balance sheet exposures 3005598 BA0MT 6479171 401 425,731 346,370 26,746
BEBERINERAL Off-halance sheet exposures
REMIETARSR 0ff-balance sheet exposures other than
EEfTETAANIM OTC derivative transactions and
BEEBFNMRAE  cedit derivative contracts 428984 97,127 331,857 66,037 293,047 184,182 4357
BT TAS S OTC derivative transactions 3617 - 3617 - 3,062 - -
BEBERNERAERE  Total for off-balance sheet exposures 432,601 97127 335,474 66,037 296,109 184,182 4,357
EEALEBAREE  Totalfor non-securitsaion exposures 068859  BSSA 6814645 63440 4553840 530,552 31,103
MRLERGHMER Exposures deducted from Core Capital or
NEHERAEEE Supplementary Capital 41490
* RAEERBERFS (BRITE (BX) KA sTE R 2R REMH - * Recognised credit risk mitigation satisfying the requirements and

www.ncb.com.hk

conditions set out in the Banking (Capital) Rules.
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5. XEYUFEERBMEBRE

AEBEELRLRITETRESIMIETARS - DEFR
ARFZRXHEFEERBRNEREIERE - BAKHRER
fietammi—% - ARERB - REERREFREET X
S F 2 BBAEREAESIZIMTETEEAERMAR - &
REREAENERERERITETRINEREBHNEE
Rk - REERAE AT 2 R1TE R AE KRB R R AYE
JIREEER o [\ B B IR P ) A0 % By 3 28k ) B B 2 AR AR (I S %
TBEER -

BAl AEBRARTERAED LTENEERSHFE
ERBAE - XHEFEERBAERRITRBAZEMEE
[E B AR A -

AEEERBFOBEARSZ T ZHTES  HERENR
AR RN o

AEEREXZHFOEOARELBMBREGE TREE
ENEBE HATEEBIPR-—HEAEREBRREHR -
BIREE BV BREER N EE BIEITEERMEER -

230  #1if A% 44t = NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT £

5. COUNTERPARTY CREDIT
RISK-RELATED EXPOSURES

The Group's counterparty credit risk arising from OTC
derivative transactions, repo-style transactions both in
trading and banking book is subject to the same risk
management framework as mentioned in Note 4 to the
Financial Statements. The Group establishes credit limit
through formal credit approval procedures to control the
pre-settlement credit risk arising from OTC derivative
transactions and settlement limit to control the settlement
risk arising from foreign exchange-related transactions in
both the trading book and banking book. The Group
monitors the risk exposure due to fluctuations in the market
by using the current exposure and the potential exposure
value of the transactions. Exceptions or excesses are timely
and closely identified and monitored by risk management
units.

Currently, the Group uses the Current Exposure Method
to measure and monitor the counterparty credit exposures,
which comprises current exposures and potential future
exposures.

The Group establishes prudent eligibility criteria and haircut
policy of debt securities being pledged as collateral for repo-
style transactions.

The Group formulates policy for classification of credit
assets according to the PD of individual counterparty and
the period of overdue. If there is objective evidence that an
impairment loss has been incurred, impairment allowance
will be provided according to HKFRS and regulatory
requirements.

www.ncb.com.hk
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COUNTERPARTY CREDIT

RISK-RELATED EXPOSURES (Contd)

5.1 Counterparty credit risk exposures

The following tables summarise the Group’s exposures to

counterparty credit risk arising from OTC derivative and

repo-style transactions.

(A)  RAEBFREEFESLTHXZE FIsERERFRE (A)  Counterparty credit risk exposures under the
internal ratings-based approach
2012 2011
BET T BT T
HK$'000 HK$'000
ESIIMIBERNITETR ! OTC derivative:
BIFH A FE Gross total positive fair value 223,464 203,766
EESEHS Credit equivalent amounts 592,012 1,032,115
B R E RS Less: Value of recognised collateral
— &% — debt securities = -
— Hi — others - -
FEESEFE Net credit equivalent amounts 592,012 1,032,115
DA S FRaRI 08 2 E L R R A dE Exposure at default by counterparty type
1 Corporate 155,844 452,759
AT Banks 436,168 579,356
=& Retail - -
) Others _ _
592,012 1,032,115
AR S8 F R0 18 2 B intE s Risk weighted amounts by counterparty type
T Corporate 177,909 523,919
RTT Banks 101,054 139,995
=& Retail = -
Eh Others - _
278,963 663,914
EBEBERXRZS : Repo-style transactions:
FEE R EE Net credit exposures = 3,487,630
DA S8 F R0 8 2 E L R dE Exposure at default by counterparty type
3 Corporate _ _
R1T Banks = 3,487,630
=& Retail - -
Eh Others . _
- 3,487,630
LAZZ 5% FH8 5l o $8 2 [ B hn e 2ga Risk weighted amounts by counterparty type
3 Corporate _ _
RIT Banks - 1,851,904
=& Retail = -
EAh Others - _
- 1,851,904

www.ncb.com.hk
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5. XRSBFEERBEREAE &

51 XZHFEERABREE (8)
(B) B (FEER) it 52 THXEHFlrERBEFEE

5. COUNTERPARTY CREDIT
RISK-RELATED EXPOSURES (Contd)

5.1 Counterparty credit risk exposures (Cont'd)

(B) Counterparty credit risk exposures under the
standardised (credit risk) approach

2012 2011
BT T BT
HK$’'000 HK$'000
ESIMIEERMNITETA : OTC derivative:
BEHATE Gross total positive fair value 5,524 3,250
EESEEE Credit equivalent amounts 9,733 3,617
o RS Less: Value of recognised collateral
— &5 — debt securities _ _
— Hh - others _ _
EESETHE Net credit equivalent amounts 9,733 3,617
UXSUFERDEZEESESZEE  Credit equivalent amounts net of recognised
AR R R A 1& 5 collateral by counterparty type
BHEE Sovereign - _
NEEN Public sector entity = -
1T Banks _ _
= E Corporate 2,086 1,395
EETE Regulatory retails 7,624 2,222
B 80 HA | B A 2 Y EL A R B AR R Other exposures which are not past due exposures 23
180 HA [ B A Past due exposures - -
9,733 3,617
UZSEFERD B BB INESHEE  Risk weighted amounts by counterparty type
BHER Sovereign _ _
NEEN Public sector entity - -
R1T Banks _ _
EE Corporate 2,086 1,395
EETE Regulatory retails 5,718 1,666
7B 760 HA [ g 7R ) L A L B R Other exposures which are not past due exposures 23
8 A [ P HE Past due exposures _ _
7,827 3,061

20129128318 « WEZE (FERR) sTEETHART
HEHRIEBEARS (20114  £) -

R2012F 128318 TETER S EESEYELREST
AUERFREERBIIFE (2011F &) -

R2012F12A31H TEMAZTENEETETEAY
(20114F : 4&) -

232 d1fE 441 = NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT 4

There are no outstanding repo-style transactions under the
STC approach as at 31 December 2012 (201 1:Nil).

There is no effect of valid bilateral netting agreement on the
credit equivalent amounts of the derivative transactions as

at 31 December 2012 (2011:Nil).

There are no outstanding credit derivative contracts as at
31 December 2012 (2011: Nil).
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6. EE®RFt
REBEER—RIREME - N2012FEEFEBAIMTREE
AETNHARERET AT REEREFCEERBRARE - ANE
BAAERINEBERFERAYEAERRES - SR
SEERSERRAN=MIIN P EEFEEE REER
BBMEE) HFFAR -

AEESEETEHMCEENEERR - L RAINHER
AR BB RS AEEEND R RMISER - LWEIER
MERENEERR - RITEREEEREFRRBERESH
MR F EAEBREFEET -

N

MR2012F 128310 - AEBIWERFE W AT M E B EE
BBEH R ZNBRITELR SRARBRAE

BRAEERERDNFFEERAEDITIT

6.1 FEHFtEEEEE

6. ASSETS SECURITISATION

As an investing institution, the Group continues to adopt
ratings-based method under the IRB approach to calculate
the credit risk for asset securitisation exposures in the year
2012. Since this approach employs mapping of external
credit ratings for risk weights calculations, the Group adopts
the three ECAIs (Standard & Poor’'s, Moody’s and Fitch)
recognised by HKMA for this purpose.

The Group monitors the risks inherent in its securitisation
assets on an ongoing basis. The external credit ratings,
assessment of the underlying assets and market prices are
used for managing credit risk associated with the investment.
For interest rate risk in its banking book, control measure
for asset backed securities and mortgage backed securities
is mainly PVBP.

The Group has no outstanding exposures that are held
with the intention of transferring exposures booked in
the banking book and trading book into securitisation
transactions as at 31 December 2012.

Securitisation exposures arising from the Group’s investing
activities are analysed as follows:

6.1 Securitisation exposures

2012

EEESBRA

EHEHBTER

On-balance

sheet Banking

Book

BT T

HK$'000

FERBER Residential mortgage loans _
PR EIRBER Commercial mortgage loans -
BLEER Student loans _
BEHL Re-securitisations _
2011*

BT T

HK$'000

FERIBER Residential mortgage loans -
P EMEZRIBER Commercial mortgage loans 5,046
BAEWN Student loans -
5,046

* MR QOTTERITE (BE) (IBE]) BE) THHRESR - GHEE * As a result of the new requirements under Banking (Disclosure)

THREEE20124F12 A3 1AM EIBEE B LLES ©

www.ncb.com.hk

(Amendment) Rules 2011, the amounts shown are not directly
comparable with those of 31 December 2012.
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6. EBEEJFEZFLw

6.1 RHEEREAE (B

R2012F 128310 XGERNTEEEGEBRANEHL
[R B AEAE o

M2012%12A3318 » |ITEEXZEALEEERERI
& S C R R IE -

M2012F12A831H - WEFEARNBRERXFTEEZNRFERE
FERH o

P2012F12A31H K2011F12A31H T EREZLE K
K/ Skl 18 AR R B 9 35 S C R R AIE o

R2012F 1283108 » AEB Y EHEABE AR L ABES
X5 — BB EERRKERE -

R201MF12A318 » AEB T EFRAEKEBEFRERS —
HONEETETASLY -

6. ASSETS SECURITISATION (cont'd)
6.1 Securitisation exposures (Cont'd)

There are no on-balance sheet securitisation positions
booked in trading book as at 31 December 2012.

There are no off-balance sheet securitisation exposures
booked in banking and trading books as at 31 December
2012.

There are no securitisation transactions in trading book
subject to the IMM approach as at 31 December 2012.

There are no securitisation exposures deducted from core
and/or supplementary capital as at 31 December 2012 and
2011.

The Group has no credit risk mitigations which are treated
as part of securitisation and re-securitisation transactions as
at 31 December 2012.

The Group has no credit derivative contracts which are
treated as part of synthetic securitisation transactions as at
31 December 2011.

6.2 REHFREE (BHL) FEEZTREARES 6.2 Breakdown by risk-weights of the
EoMBFSCREBAE (TEEBRS AR securitisation exposures (excluding
) re-securitisation exposures) under internal
ratings-based (securitisation) approach
2012
5L A RRIE BEAXRBE
Securitisation Capital
exposures requirements
BETT BET T
HK$'000 HK$'000
7% 7%

8% 8% - —
10% 10% - -
12% 12% - -
15% 15% - -
18% 18% - —
20% 20% - -
25% 25% - -
35% 35% - -
50% 50% - —
60% 60% - -
75% 75% - -
100% 100% - -
250% 250% - —
425% 425% = -
650% 650% - -
MEBER Deducted from capital - _

234 #1ifEF 441 = NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT 4R
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ASSETS SECURITISATION (Cont'd)

6.3 AHFREE (BH) AEETRARESE 6.3 Breakdown by risk-weights of the

P HEEF(EREE re-securitisation exposures under internal

ratings-based (securitisation) approach

2012

5L A BRRIE EXRBE
Securitisation Capital
exposures  requirements
BT T B¥TT
HK$'000 HK$'000
20% 20% - -
25% 25% - -
30% 30% - -
35% 35% - -
40% 40% - -
50% 50% - -
60% 60% - -
65% 65% - -
100% 100% - -
150% 150% - -
200% 200% - -
225% 225% - -
300% 300% - -
500% 500% - -
650% 650% - -
750% 750% - -
850% 850% - -
EIDEASE-¥ Deducted from capital - _

6.4 REFREE (BHL) AEETRRABESE 6.4 Breakdown by risk-weights of the

2R S b E R A securitisation exposures under internal
ratings-based (securitisation) approach
2011*
BHE

[ B 4 [B\ B hnfE 2 EE BRHE
Securitisation Risk-weighted Capital
exposures amount requirements
BT BT T BT T
HK$'000 HK$'000 HK$’000
12% 12% 5,046 642 51
5,046 642 51
* AR QO FRITE (BRE) (BF]) RAD THMEER - 5EEHE * As a result of the new requirements under Banking (Disclosure)

TREEE20124F12 A3 1 AMEIBEE B LLES ©

www.ncb.com.hk

(Amendment) Rules 2011, the amounts shown are not directly
comparable with those of 31 December 2012.
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6. EEZHtwm
6.5 BELLEABAREZEHBERE

AEERBEETERC2EBES  RYBHRER - HEE
FIEIITRME2[2REE ]| WARBE S BREMES
A EREE c MUARFEAEBZRE  WEBEZE—F
BRSIRIRHEEA.5B) (AR TFEAENEHITA] -

7. WHEERREARRE

6. ASSETS SECURITISATION (Contd)

6.5 Summary of accounting policies for
securitisation exposures

The Group held certain securitised debt securities at the end
of the reporting period. They are classified and measured
for accounting purpose in accordance with the Group’s
accounting policies as outlined in Note 2.9 “Financial
assets”. For those investments measured at fair value, further
details on their valuation are outlined in Note 4.5(B) Financial
instruments measured at fair value.

7. CAPITAL REQUIREMENTS FOR

MARKET RISK
2012 2011
BT T BT
HK$'000 HK$'000
R (SRR SEET Under the standardised (market risk) approach
HNE R\ B R IE CF58) Foreign exchange exposures (net) - 362,123
2 [ g A A Interest rate exposures
— IR LR bR E — non-securitisation exposure 10 29,553
i [ B 7 A% Equity exposures - -
72 m R B A 4 Commodity exposures - _
EABERGTEET Under the internal models approach
HINFEE T ) 2R A — A% R e General foreign exchange and
interest rate exposures 53,499 -
mizRBEAREK Capital charge for market risk 53,509 391,676

AEEESERMMAER2012F10A 8  URBEXNGTEE
STEIMNERFEN—BHISRBERER - BFE 20115
HRIT7HE (BAR) (1BE]) A - mSRRBRETERERBIER
ESERBEEAZ K - TRAMAEEARNPEXGEX
AE—RmEBREREENANBENGEERBRE RS BEER
&' e

234  #1ifEF 44T ® NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT 4R

With the HKMA approval from October 2012, the Group has
adopted the internal models (“IMM") approach to calculate
general market risk capital charge for foreign exchange
and interest rate exposures as at 31 December 2012. The
market risk regulatory capital charge is calculated under the
Banking (Capital) (Amendment) Rules 2011 to incorporate
capital charge for stressed VAR. The following table sets out
the IMM VAR and stressed VAR' for the general market risk
exposure calculated under the IMM approach of the Group.

www.ncb.com.hk
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7. WERARBEXRBE @)

7. CAPITAL REQUIREMENTS FOR
MARKET RISK (Cont'd)

R12A318 2FREHE 2F5=8E 2F¥4%E
E At Minimum Maximum Average
Year 31 December for the year for the year for the year
AT BT BB BETT
HK$'000 HK$'000 HK$'000 HK$'000
INEE R FI R RS 2 IMM VAR for foreign exchange
AR EARRE and interest rate risk 2012 5,324 2,752 6,742 5,618
SN LR 2 B AE =, IMM VAR for foreign exchange
AEERRE risk 2012 5,122 2,807 6,207 5,432
FRE R 2 NEER IMM VAR for interest rate risk
HEARRE 2012 678 260 1,579 559
SNE R R FER R 2 Stressed VAR for foreign
TEERE exchange and interest
rate risk 2012 14,231 6,075 28,399 12,967
INEREGR 2 ZERKE ~ Stressed VAR for foreign
exchange risk 2012 6,979 3,860 8,218 7,444
FEREz XERRE Stressed VAR for interest
rate risk 2012 13,653 2,189 22,555 7,474
e Note:
1 i5EREEERNABRAFEERRE R BRAMREFNAT99% 1 IMM VAR and stressed VAR measures used for market risk

BEKFRIORBEPRRFE - RERRERMBERBREREERN
A NBSEESEEENEABRNTRTHELBIERGHE -

TEFIRARER G EE T #7455 R #) B & [0 R

regulatory capital purposes are calculated to a 99% confidence
level and use a 10-day holding period. The stressed VAR uses the
same methodology as the VAR model and is generated with inputs
calibrated to the historical data from a continuous 12-month period
of significant financial stress relevant to the Group " s portfolio.

The graph below shows the regulatory back-testing result of
the Group’s market risk under IMM approach.

ST T 2012@%@&?75\”3
HK$'000 Daily Back Testing in 2012
14,000
12,000 | WERKA e B {E
Actual Revenues VAR
10,000 |
8,000 |
6,000 |
4,000 |
2,000 | || “ l | ”
0
2000 K oy .,.........ﬁ,_..v-vw__wu"-_‘\“‘h‘ e '}‘_ .,~,,-""'h" e 5 oI AL N e ]
-4000 o o Q © S o S ® o S N R O
N N A LA . G AN NS
202FNEIBAGRERER  TETHEISIBABBRARKRE There were no actual losses exceeding the VAR estimates

RIEM
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for the Group in 2012 as shown in the back-testing results.
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8. RBRFFEREAHRTE

8. CAPITAL REQUIREMENTS FOR
OPERATIONAL RISK

2012 2011

BET T BT T

HK$'000 HK$'000

BIERREARE K Capital charge for operational risk 658,454 585,678

AEBRABRE (EBRERAR) fFEAFERIERRER

R

9. SRITRAVRERRAYE

FEEMORNREDRBRBERZERENTNHERBA
- ABRREREEAMSANBREEREMESR (215
BEARIRE) MF AN BREGATRN D BAR - SERE
BEERE (TEREYNBEARNKRE) BEATHLER
7o WREERBERAN [BEHFERE] IR -

FEEFRABEFS R B RERMFE2.940)F2.12HR 2 g5 E
B REEREEZRTEPRINBRRILINOREERE - &
HZm e BRRENIIRE - Wl —ERERER B A
AR HFEEHICESHEBRAR  ZERESSREEESN
SRR EHDEARE -

R E AR 2 W B R T

The Group uses the standardised (operational risk) approach
to calculate its operational risk capital charge.

9. EQUITY EXPOSURES IN BANKING
BOOK

Equity holdings in other entities are accounted for in
accordance with the underlying intentions of holdings at
the inception of acquisition. The classifications for equity
holdings taken for relationship and strategic purposes will
be separated from those taken for other purposes (including
capital appreciation). Investments in equity shares which are
intended to be held on a continuing basis, but which do
not comprise investments in subsidiaries, are classified as
available-for-sale securities and are reported in the balance
sheet as “Investments in securities”.

For equity exposures in banking book other than subsidiaries,
the Group applies the same accounting treatment and
valuation methodologies as detailed in the Notes 2.9(4) and
2.12 to the Financial Statements. If additional investment
is made subsequently such that an investee becomes an
associate, jointly controlled entity or subsidiary, then the
investment is reclassified in accordance with the Group's
accounting policies.

Gains or losses related to equity exposures are summarised
below:

2012 2011

BET T BT

HK$'000 HK$'000

HEEANB TR (EE) Realised gains/(losses) from sales 463 (51)
REEmIEERTER Unrealised gains on revaluation recognised in

REREG K= reserves but not through profit or loss 44,956 32,572

BIFERMT AN E A B AR B IR U 5 Unrealised gains included in supplementary capital 20,230 14,657

238  #1ifF %441 = NANYANG COMMERCIAL BANK 2012 ANNUAL REPORT 4R

www.ncb.com.hk



