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1.  REGULATORY 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 adoption of Banking (Capital) (Amendment)
Rules 2012 and Banking (Capital) (Amendment) Rules 2013
since 1 January 2013 and 30 June 2013 respectively, the
capital disclosure for 2013 are not directly comparable to
those 2012.

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 ratios are set
out in Note 4.4(A) to the Financial Statements.

The table below summarises the regulatory capital computed
on the same consolidation basis for credit, market, and
operational risks.

2013 2012

BET T BT T

HK$'000 HK$'000

=E Rk Credit risk 13,485,328 11,494,335
iz Rk Market risk 77,209 53,509
BRVER k2 Operational risk 775,167 658,454
14,337,704 12,206,298

ERAEE 2 ERNER REARLLKFE - R AW BHRKM
F¥4.4 o

For details of capital management and capital ratios of the
Group, please refer to Note 4.4 to the Financial Statements.
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2. CAPITAL REQUIREMENTS FOR

CREDIT RISK

The tables below show the capital requirements for each

class and subclass of credit risk exposures as specified in the

Banking (Capital) Rules.

2013
BETR
HK$'000
RABFREEFEZTHRBEENETER Capital required for exposures under the IRB approach
= Corporate
EEORENGEETHEMMEE Specialised lending under supervisory slotting criteria approach
—HARME — Project finance 76,474
U Small-and-medium sized corporate 1,201,437
Hith b2 Other corporates 6,853,958
RAT Bank
RIT Banks 3,294,819
EH AT Securities firms 674
TE Retail
EEZEBER Residential mortgages
—EA — Individuals 56,135
— ERRA] — Property-holding shell companies 5,347
SERBRTE Qualifying revolving retail -
TENBE Small business retail 22,470
HitAAZSE Other retail to individuals 166,376
HAth Others
REEB Cash items -
HiE A Other items 706,400
EEMERE Credit valuation adjustment 8,245
WETRELEFEEZTNRABRENEELSRESLE Total capital requirements for exposures under the IRB approach 12,392,335
BE (FERRKR) sHEE T WEBAE Capital required for exposures under the standardised
FEEX (credit risk) approach
BEAEBRARREAE On-balance sheet exposures
EW- Sovereigns 8,208
NE B Public sector entities 4,500
LB RRIRT Multilateral development banks -
RIT Banks 2,398
EHRA] Securities firms =
5 Corporate 539,825
EETE Regulatory retail 105,337
FERBER Residential mortgage loans 341,461
718 260 A e R AR ) A B R R Other exposures which are not past due 55,176
80 EA | P A 4 Past due exposures 2,816
BEBEBERINE B EIE Off-balance sheet exposures
mﬁm—ﬁﬂ‘iﬁ X RATHET A Off-balance sheet exposures other than securities financing
BRI EER BERINABRATE transactions and derivative contracts 31,404
m%ﬁﬁéx\%&oﬁl,\ a4 Securities financing transactions and derivative contracts 1,868
BE (FERRKR) sHEET WEBAE Total capital requirements for exposures under the
REEFRERR standardised (credit risk) approach 1,092,993
FERRAEMEELAREHAE Total capital requirements for credit risk exposures 13,485,328
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2. CAPITAL REQUIREMENTS FOR

CREDIT RISK (Cont'd)

2012
BT T
HK$'000
AT REESEETHERAEMEER Capital required for exposures under the IRB approach
g Corporate
EESRERGEETHEMEREE Specialised lending under supervisory slotting criteria approach
—HEME — Project finance 114,846
FNEE Small-and-medium sized corporate 997,910
HAth b5 Other corporates 6,849,776
RIT Bank
RIT Banks 1,867,574
EH AT Securities firms =
TE Retail
FEERBER Residential mortgages
—fEA — Individuals 42,467
— ERRA] — Property-holding shell companies 5,190
SERERTE Qualifying revolving retail -
TENBE Small business retail 29,100
Hit g AT E Other retail to individuals 84,296
HAth Others
BEeBE Cash items =
HiIEH Other items 628,756
RABARELEHE L TWRERREMEELSRELE Total capital requirements for exposures under the IRB approach 10,619,915
BE (FERR) FEZET M EBAE Capital required for exposures under the standardised
FFEER (credit risk) approach
BEQBERARmREAE On-balance sheet exposures
BEHERE Sovereigns 30,366
PNEBN Public sector entities 4,958
LB ERIRT Multilateral development banks -
RIT Banks 1,762
EH AT Securities firms -
3 Corporate 536,152
EETE Regulatory retail 27,531
EERIBER Residential mortgage loans 230,177
7N 28 260 EA L B R o ) L R A Other exposures which are not past due 17,759
80 H [ f A i Past due exposures 1,611
BEBERINARBARE Off-balance sheet exposures
BRIGIMTETAR S RIEEITETLA Off-balance sheet exposures other than OTC derivative
BRI EEBBRINERR AL transactions and credit derivative contracts 23,478
BIMTETAR S OTC derivative transactions 626
BE (FERRKR) sHEE T WEBARE Total capital requirements for exposures under the
REEFREAE standardised (credit risk) approach 874,420
FERRAEMEELAREHAE Total capital requirements for credit risk exposures 11,494,335
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3.

3.1

CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH

The internal rating systems and risk
components

The Group adopts the 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-classes of exposures
(other than securitisation exposures).

approach (project finance)

EESR FoEEBERE EAXFERL*

Asset class Exposure sub-class Capital calculation approach
R BAE EESREAHBEETNZEMMEES CEERE) EEORERRE)

Corporate exposures Specialised lending under supervisory slotting criteria Supervisory Slotting Criteria Approach

GUNTES ER N REEEE
Small-and-medium sized corporates FIRB Approach
Hip b
Other corporates
BHERRRRE BEHER 2 (FERR) 5 8% (STC Approach)
Sovereign exposures Sovereigns Standardised (credit risk) Approach

BEhERFTHAEEN

Sovereign foreign public sector entities

Securities firms

ZEBERPAT

Multilateral development banks
RATRBRAAE AT ER R RELESE A
Bank exposures Banks FIRB Approach

BHRF

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

fir)

T (FERKR) 5H 8% (STC Approach)

sector entities)
TERpEE EAFERBER
Retail exposures Residential mortgages to individuals

TEANTRELH B
Retail IRB Approach

ERARETREER

Residential mortgages to property-holding shell companies

RERBREE
Qualifying revolving retail

TEPNRE
Small business retail

HipEAZE

Other retail to individuals

P [ e o 2% (FERK) 3 8/% (STC Approach)
Equity exposures Standardised (credit risk) Approach

H At g AR ReHEAB HERBEETHE)

Other exposures Cash items Specific Risk-weight Approach

HIEE
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 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 the average PD are derived for RWA calculation.

In the process of obligor rating assignment, variables of
latest financial performance, management quality, industry
risks, group connection and negative warning signals 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 obligors 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 into
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 defaulted 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 into different 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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CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Cont'd)

3.1 ABFRRARERAERIMG (B) 3.1 The internal rating systems and risk
components (Cont'd)
(A)  AEBFFRFZ G AZHE R A SBFAR S25p S0P AR 1 FE BT (R (A)  The structure of internal rating systems and

(&)

BE RN FBFF ARILE DR R IZE SN AR L ELT -

the relationship between internal ratings and

external ratings (Cont’d)

For each internal rating, the equivalent external rating in

terms of default risk is as below:

WBEE HERE
AR AR B LR
Internal Standard &
Credit Poor’s
Grades |ABTILZER Definition of Internal Ratings Equivalent
1 BEEAREI 1] 50 [2] RMBEAZLIER The obligors in grades “1” and “2" have extremely low default risk. AAA
) EBABITEBEENENIERS o The obligor's capacity to meet its financial commitment on the [\
obligation is extremely strong.
AA
AA-

3 BEARR (3] RREEARKE - BE—FRE LA |The obligors in grade “3" have low default risk but are somewhat | A+
ISR TERATMEE KIS - BITEBEM | susceptible to the adverse effects of changes in circumstances and [
HIRE I 38 o economic conditions. However, the obligor's capacity to meet its

financial commitment on the obligation is very strong. A-

4 BEBARS 4] RTEHEENENRREBEEMNE |The obligors in grade “4” have relatively low default risk and are |BBB+
THRE - BAlge A EEG SR EZ(C 2 |currently under adequate protection. However, adverse economic
HISEETREEEMNEEN - conditions or changing circumstances are likely to lead to a weakened [0z

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

5 BIEARR (5] RRAERLARR - BEHMHESR |The obligors in grade “5" have medium default risk which are less | BB+
RIEBARD LR AR o vulnerable to nonpayment than other speculative obligors.

y o~ TN . : : L BB
EEHEA  HETEEMHTFEE - 875 - L5 | However, they face major ongoing uncertainties or exposure to adverse
(2N - Al BHEBRAB R A RIABTE |business, financial, or economic conditions which could lead to the |BB-
BRE o obligors inadequate capacity to meet its financial commitment on the

obligation.

6 EEABRGI (6] RRBZERSENERRAZLE | The obligors in grade 6" have significant to very high default risk and | B+
BERR - are vulnerable to nonpayment. 5
EBRABRERIIN AL ETEBZEE - /BFF] | The obligors currently and in the near term have the capacity to meet its | B-
HER - BBRSCEE 2L a2 B 5 E N A | financial commitment on the obligation but adverse business, financial,
BRIIEBEE - or economic conditions will very likely impair the obligor's capacity or

willingness to meet its financial commitment on the obligation.

7 BEARR 7] RABeEAREREBAEERSE | The obligors in grade “7" have very high default risk and are currently | CCC
BHSBET  BRALDETESEL  FURNET |quite vulnerable to nonpayment. The obligors’ ability to meet their
BEFNER  BBREEGERA  —BELEH |financal commitment and obligation are dependent upon favorable c
AT BRAEEERITEBEE 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 EBARA [8] RAREFEL © Obligors rated “8" are in payment default. D
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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)

(B) Use of internal estimates

Besides using PD estimates for regulatory capital calculation
in corporate and bank exposures, the Group uses the PD
together with the LGD and EAD estimates in the credit
approval, credit monitoring, reporting and analysis of credit
risk information, etc., for the purpose of strengthening the
daily management on all credit related matters.

(o) 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
of credit risk mitigation as stated in the Banking (Capital)
Rules.

For the credit exposures adopting FIRB approach for capital
calculation purpose, the recognised eligible guarantees
include the guarantees provided by banks, corporates
and securities firms with a lower risk weights than the
counterparty. 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 (Cont'd)

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 and Risk Management Committee
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 put in place to
ensure the integrity, accuracy and consistency of the rating
assignment. For the wholesale (corporate and bank) credit
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 periodic post-approval review of
ratings by 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 data input for automatic rating assignment
are verified by units independent from business development
function.

The obligor rating 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.
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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)

(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 models. For reasons of
conservatism and prudential considerations, overrides are
unlimited in terms of downgrades but more restricted for
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 performance review on IRB rating models.

The performance of internal rating system is put under
ongoing periodic monitoring. The 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 systems 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 the
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 regulatory and
management requirements. Review of a rating model will
be triggered if the performance of the model deteriorates
materially against pre-determined tolerance 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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www.ncb.com.hk

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

Exposures by IRB calculation approach
The tables below show the Group’s exposures other than

AEAENRBRAR (BREERBERARBEEREBERI securitisation exposures (including the EAD of on-balance
MR W RBRASE) sheet exposures and off-balance sheet exposures) by each
IRB calculation approach.
2013
EENE KERR
ERRBIR ERIGHEE ZERHTR BEFEL
BEREFEL Supervisory BEHES Specific HERRE
Foundation Slotting Criteria Retail Risk-weight Total
IRB Approach Approach  IRB Approach Approach exposures
BETT BETT BB BRI BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
¥ Corporate 137,287,288 851,200 - - 138,138,488
BT Bank 86,657,273 - - - 86,657,273
ZE Retail
EARZERAA Residential mortgages to individuals and
FERBER property-holding shell companies - - 11,570,062 - 11,570,062
REREREE Qualifying revolving retail - = = = -
HEATER Other retail to individuals and
TENEE small business retail - - 8,782,927 - 8,782,927
2t Others - - - 12,746,845 12,746,845
@t Total 223,944,561 851,200 20,352,989 12,746,845 257,895,595
2012
EENE FE R
ERRETR ERIEE TERHTR BEE)
BEFEE Supervisory HENEE Specific BRERAE
Foundation  Slotting Criteria Retail Risk-weight Total
IRB Approach Approach IRB Approach Approach exposures
BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
= Corporate 122,948,622 1,390,972 - - 124,339,594
8R1T Bank 72,331,164 - - - 72,331,164
TE Retalil
EARZEZ AR Residential mortgages to individuals and
FERIBER property-holding shell companies - - 12,662,501 = 12,662,501
BEREREE Qualifying revolving retail - = - - -
HtfAAZER Other retail to individuals and
TENME 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
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3. AMFREEFEETNEERR @)
3.3 ANTREEAEETEERENMEERBAR
TRITAREEAADTIRELH L TS BERTME

MRV RRAE (BREEDRERFEETHNEMERE
B):

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

3.3 Exposures subject to supervisory
estimates under the IRB approach

The table below shows the total EAD of the Group’s
exposures subject to supervisory estimates under the use of
IRB approach (including the specialised lending subject to
the supervisory slotting criteria approach).

2013 2012

BT T BT T

HK$°000 HK$'000

3 Corporate 138,138,488 124,339,594
ER1T Bank 86,657,273 72,331,164
HAh Others 12,746,845 8,065,560
237,542,606 204,736,318

34 EFEERAREEBIARENEBREAR

(A) R A ARER R FRASE

TRIRAEBZRR (RTE (BA) RR) 695 5E M HHR
BRXAAMERRENRRAE (Bt RMENEERBERAR
BEBBRINBANFEAEZNTE) - R20135F12A431R
MEBEAETEREESFRERIZIITETAAH » MR2012
F12A31 B ARAERNI NEESIMTETAR S REIE
AR5 °

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. The exposures as at 31 December
2013 exclude securities financing transactions and derivative
contracts while those as at 31 December 2012 exclude OTC
derivative transactions and repo-style transactions.

2013 2012

BET T BT T

HK$°000 HK$'000

e Corporate 28,007,658 25,658,272
SR1T Bank 452 10,290
Hfb Others _ _
28,008,110 25,668,562
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3. RBFAREEFEZTNEERAR @
34 SEHARSBTIAREORREE (9

(B) Z8 AJ IERIRFE 1Y 2l P AR HE

TRINTRAEBEIZR (RITHE (BA) MRAID AR (EH R
BRI ERRENRRAE (Bt kEMNEEERERAK
BEABRINRAIFENTEEZNTE) - R2013F12831H
MRBEAETBIEESMERIRITETAESY » MKR2012
F12A31BNRARAERIT TEESIMTIETER S K EE
H/ﬁﬁ@%

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

3.4 Exposures covered by credit risk
mitigation used (Cont'd)
(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. The exposures as at 31 December
2013 exclude securities financing transactions and derivative
contracts while those as at 31 December 2012 exclude OTC
derivative transactions and repo-style transactions.

2013 2012

BET T BT

HK$'000 HK$'000

1 Corporate 27,280,949 3,264,083
R1T Bank 5,173,810 4,685,877
TE Retail = =
EAh Others _ _
32,454,759 7,949,960

3.5 AESEAEEHEETAERETAREEN
BT

TRINRAEER12A31 8B & EHASHAEREEEFE
BRI S &R R A IE NN Y AR 2 D E RIRTTAE
4 B A o

LA B2 RERIT 2 B AR AERENMEE S RRATE
- RADVFFEAERRAUBEROZE  MAKELERAE
BTETASY -

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.

The EAD and PD disclosed below in respect of corporate
and bank exposures have taken into account the effect of
recognised collateral, recognised netting and recognised
guarantees. The Group did not have recognised credit
derivative contracts.

For definition of each obligor grade, please refer to page
232.
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CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Contd)
Risk assessment for corporate and bank
exposures under IRB approach (Cont'd)
Corporate exposures (other than specialised

FifEERE) lending under supervisory slotting criteria
approach)
2013
B B 7 A
FHRBEE  RERAENE
Exposure-  FEHME
ERYRBAE weighted Exposure-
Exposure average weighted
RBEE R Internal Credit Grades at default risk-weight average PD
BT T
HK$°000 % %
KGN Grade 1 - 0.00% 0.00%
A2 Grade 2 1,069,155 18.47% 0.03%
A&HI3 Grade 3 18,189,567 24.17% 0.07%
H A4 Grade 4 27,793,369 44.33% 0.24%
A BI5 Grade 5 61,570,944 72.90% 1.09%
H A6 Grade 6 28,140,949 115.44% 4.50%
&7 Grade 7 108,677 215.78% 31.20%
HRI8,EH Grade 8/Default 414,627 113.42% 100.00%
137,287,288
2012
JeR\ e 7 HE hn
FHREREE  ERAE R
Exposure- FHE LB
B R A weighted Exposure-
Exposure average weighted
A EME B AR5 Internal Credit Grades at default risk-weight average PD
BT
HK$'000 % %
AR Grade 1 - 0.00% 0.00%
A h02 Grade 2 1,416,071 17.04% 0.04%
& H03 Grade 3 14,550,465 23.33% 0.07%
H R4 Grade 4 20,724,203 41.86% 0.25%
& BI5 Grade 5 55,925,400 76.95% 1.16%
K 7l6 Grade 6 29,612,068 120.47% 5.41%
& BI7 Grade 7 398,911 231.94% 18.05%
WA, EL Grade 8/Default 321,504 186.02% 100.00%

122,948,622
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3. APTAREBEEFEETHNEERRE @

3.5 AMAREEFEETEERRBITEBAEN

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

3.5 Risk assessment for corporate and bank

RUBREFE (48) exposures under IRB approach (Cont'd)
(8) EREBFE (FRAEE D BER T EAR B (B) Corporate exposures (specialised lending under
HE) supervisory slotting criteria approach)
2013 2012
[BLBR AR DN RE [ e A HE
I EGREE e E
EXN Exposure- B Exposure-
B BRI weighted BB weighted
Exposure average Exposure average
EETRER Supervisory Rating Grades at default risk-weight at default  risk-weight
BT T BT
HK$'000 % HK$’000 %
& Strong 171,262 70.00% 15,791 70.00%
R Good - 0.00% 952,775 90.00%
& A Satisfactory 679,938 115.00% 422,406 115.00%
REE Weak - 0.00% = 0.00%
EH Default - 0.00% = 0.00%
851,200 1,390,972

EFMUEEENEE AR R EREETIRE (R1T% (B
) A FE158FH R EMETE °

Q)  RITEEEE

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

(o) Bank exposures

2013
[ B R ifE
FHYRBES R B 7 HfE A
Exposure-  F3EHME
EYRBAE weighted Exposure-
Exposure average weighted
RBEER I Internal Credit Grades at default risk-weight average PD
BT T
HK$’000 % %
FSGHIN Grade 1 - 0.00% 0.00%
Hpl2 Grade 2 6,419,624 23.37% 0.04%
FR3 Grade 3 39,500,694 31.72% 0.07%
Hpla Grade 4 36,515,469 58.83% 0.24%
#Hhl5 Grade 5 4,221,486 79.36% 0.68%
H A6 Grade 6 - 0.00% 0.00%
F A7 Grade 7 - 0.00% 0.00%
A8, B Grade 8/Default - 0.00% 0.00%
86,657,273
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3. RBFREEFAEEZTNEERR ©

3.5 AMAREEFEETEERRBITEBAEN
BB R AL (48)
Q)  RiTEBEFAE (&)

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

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

() Bank exposures (Cont’d)

2012
[\ Bz 7 HE e
15 [ P e B2 TR B A I N
Exposure- R LB
EH R AR weighted Exposure-
Exposure average weighted
A EERR Internal Credit Grades at default risk-weight average PD
BT
HK$’'000 % %
FGIN Grade 1 = 0.00% 0.00%
712 Grade 2 4,224,072 17.18% 0.04%
H A3 Grade 3 42,329,222 22.76% 0.06%
H R4 Grade 4 24,350,909 43.79% 0.22%
H A5 Grade 5 1,426,961 70.14% 0.52%
# 76 Grade 6 = 0.00% 0.00%
W A7 Grade 7 = 0.00% 0.00%
N8, EH Grade 8/Default - 0.00% 0.00%
72,331,164

3.6 RBAREEFEEZTZERRAENREBRITMG

TRAIRKI12A3MAZRERERE D LAENZTE R K&

=

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.

EER8\ Residential mortgages 2013 2012
BETT BT T

HK$'000 HK$’000

BZE1% Up to 1% 11,506,539 12,620,692
>1% >1% 59,100 32,586
EH Default 4,423 9,223
11,570,062 12,662,501
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3. RMFAREEFAEEZTHNEERRE & 3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (cont'd)
3.6 WHTREEFE LT ZEREAENRET 3.6 Risk assessment for retail exposures under

(&) IRB approach (Cont'd)

CERBEREE Qualifying revolving retail 2013 2012
BEET T BT

HK$'000 HK$'000

52%10% Up to 10% - -
>10% >10% = -
B4 Default - -
HihZEE Other retail 2013 2012
BET T BT T

HK$'000 HK$'000

RZE2% Up to 2% 6,038,363 4,750,375
>2% >2% 111,983 10,370
EH Default 2,274 2,662
6,152,620 4,763,407

BENE Small business retail 2013 2012
BET T BT T

HK$'000 HK$'000

5%5E1% Up to 1% 2,547,797 2,888,452
>1% >1% 52,392 89,464
EH Default 30,118 16,289

2,630,307 2,994,205
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3.7 EBRBARGEEMNIN
TRERBAZERRNIITEREX - BERBXREHREFARE
FRELSEET S ERBRABEENIRBOFRE (B1EM
5 & (B Bl R E 2 )

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

3.7 Analysis of actual loss and estimates

The table below shows the actual losses broken down by
class of risk exposure, 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.

2013 2012

BETT BT T

HK$'000 HK$'000

1 Corporate 195,492 138,901

R1T Bank - _
EAARZEFZRARFEERBER Residential mortgages to individuals and

property-holding shell companies 1,166 4,865

Hi A AZE Other retail to individuals 698 1,053

TE/IpE Small business retail 13,260 7,125

210,616 151,944

TEFEEFORENEN - TERHECEESBEMmIE
BEAR

TRZREBRAEERZIRARIESLR - FHHBEREREE AT
B RARBRAER —F AR EEREL IR MAETHER

Increase in the loan impairment charge of corporate
exposures was mainly caused by loan overdue of a few
corporate customers leading to loans downgraded.

The table below shows the expected loss broken down by
class of risk exposure, 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.

20124 20114
12H31H 12A31H
FEHE L FEHAE K

Expected loss Expected loss
at 31 December at 31 December

2012 2011

BETT BT T

HK$’'000 HK$'000

i Corporate 1,046,174 910,265

#RAT Bank 64,038 40,003
BARZEFRARFEERBER Residential mortgages to individuals and

property-holding shell companies 6,249 5,162

EMEASE Other retail to individuals 25,832 10,987

TENPE Small business retail 19,598 5,604

1,161,891 972,021
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3. RBFREEFAEEZTNEERR ©

3.7 ERBEARARMGEENI N (8

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.

20124

20135 12A3181

BRENR HEAB =

Actual default Estimated PD

rate during at 31 December

2013 2012

% %

=S Corporate 0.62% 2.03%

#R1T Bank 0.00% 0.19%
BARZEZRBEEZBER Residential mortgages to individuals and

property-holding shell companies 0.02% 0.53%

HMEAZE Other retail to individuals 0.07% 0.73%

TE/NGPE Small business retail 1.44% 1.51%

20114

20125 12A31H

BERENE BB

Actual default Estimated PD

rate during at 31 December

2012 2011

% %

=% Corporate 0.90% 2.02%

#RIT Bank 0.00% 0.28%
BARZEZRDBEERBER Residential mortgages to individuals and

property-holding shell companies 0.06% 0.69%

HibAAZE Other retail to individuals 0.10% 0.69%

TENGE Small business retail 0.46% 1.30%

BHBEANERBRRAIRNIDEETERMTE - AN
BHEENEEREMEER - ERBAEERBLER -
HREIEZRNE [BRINEENEAEZR - AHBXRE
EEREAHBECREEBARNNEELERL  YEZE
B2 EakRER R ELCARES B EEERBRAERR
MEEREERA  MERBREENFEARES LR
RAE R R 4 5t B HOBUE SR B S A8 o

It should be noted that expected loss and actual loss are
measured and calculated using different methodologies
compliant with relevant regulatory and accounting standards,
which therefore may not be directly comparable. The
limitation arises mainly from the fundamental differences
in the definition of “loss”. The expected loss under Basel
Accord 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
during the workout process, while actual loss is the net
charge of individually assessed impairment allowances and
write-offs made during the year in accordance with the
accounting standards.
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3. REFREEGEZETHNEERR @)
3.7 BBHAARMEHEENDN ()

BERENETNERREARONEBABE (HEERARE)
HRPH A (TERBARE)  MEFROXAZ—ELER
M RAFHENEZOMEE - WHFTFR A BT —FHARTEA
HZ Mk -

it - BREE B E SRR F M £ TRE) - XE
B ((HERE]) BERROXATETANEFBHNGHE
EBRIBE -

BEERRNGEEZOBERBEREORRT

4. RBE (FEEAR) FEEZTNEERR

4.1 HEMEEFHEEB(ECANFTFRNER

AEBEERAZE (FERK) sH8 A1 AR S AR
BIKE RECSEREMRERRFERAERANIPTREE
SEEZ NP EERBEAEARIATEED 2 B M RiE
NiEERBESE :

S Peb (]
— BB

— ZBEBREIRT

AEBEZ(RITE (BX) RA) B4MORENH ERE
£ ASMNEME B R I 31T AT AR ISR T AR A LR AR I -
AEER NP EENGRERBRELR  BamnsEs -

4.2 fFERKRERE

HRERIZE (FERR) stEEZNEERBAE - JE@H
REBAENEERAKFEREABERESTER BEEFNR
BRZE o fb4h - B HbE A] 1 &8 B {5 B R B A & /Y 52 /) $E 4
e AEEHRUMEANERERSS (RT3 (BAK) RA)
GRAEETEEERRERBIENENR - IRIZE (ZERRK)
SRR EEERBRAEE ARNERE - BRI ERABERRE
SHEBRIFHFENEHER AEEN - ZEBERT
HEWREFRAERABTIREEAE EERRAESREAR
KERTT R BB INEBE B R AR 31T AT % o

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 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 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 default rate in a particular year (“point-in-
time”) will typically differ from the estimated probability
of default which is the “through-the-cycle” estimates as
economies move above or below the cyclical norms.

The estimated probability of default is more conservative
than the actual default rate for all asset classes.

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

4.1 Use of ratings from External Credit
Assessment Institutions (“ECAI")

The Group continues to adopt STC approach based on
external credit rating to determine the risk weight of the
small residual credit exposures that were approved by HKMA
to be exempted from FIRB approach and 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 equities 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 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, or banks and those corporates with
ECAI issuer ratings both exempted from FIRB approach for
credit exposures, that have lower risk weights than the
counterparty.
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4. $T+ (FERRE) StEETHNEERR 4. CREDIT RISK UNDER THE
&) STANDARDISED (CREDIT RISK)
APPROACH (Cont'd)
43 RBREFEFLCEBAEMEE (FERR) sTEZET 4.3 Credit risk exposure other than
115 B & b A i securitisation exposure under the
standardised (credit risk) approach
2013
ATERARA
BEfAIR
RHEEDHG
Total
exposures
ATEAR covered by
BERH recognised
Total  guarantees or
FERREEA SR BRNESE exposures  recognised
BRAREEE  Exposures after CRM* Risk-weighted amount covered by credit
Total B4R TETR G EE TEFR  recognised derivative
Exposures Rated Unrated Rated Unrated collateral contracts
BB BB BB BB BB BRI BB
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EEERERAERAE  On-balance sheet exposures
BEhEE Sovereign 27,595,960 27,622,626 = 102,605 - = -
yNA=thi Public sector entity 664,230 638,986 - 56,253 - - 26,667
LEERENT Multilateral development bank 324,836 324,836 - - = - -
i chl Bank 143,969 143,969 - 29,976 - - -
Ep N Securities firm - - = = - = -
F Corporate 6,757,537 116,331 6,631,485 116,331 6,631,485 9,721 -
H4EA Cash item 599 - 599 - - - -
EETE Regulatory retail 1,819,295 - 1,755,612 - 1,316,709 63,683 -
AZRBER Residential mortgage loans 8,537,942 - 8,536,519 - 4,268,259 - 1,423
PERBEREAED Other exposures which are
EtERRE not past due 695,770 - 589,761 - 689,706 106,010 -
BHERAE Past due exposures 33,467 - 33,467 - 35,200 30,000 -
EEBBRAEBRAELE Total for on-balance sheet exposures 46,573,605 28,846,748 17,547,443 305,165 12,941,359 209,414 28,090
BEBBRINES 7?@* Off-balance sheet exposures
RESHARS Off-balance sheet exposures other
@TEIEQ%’W\‘E’\J than securities financing transactions
BESERMEBAE  and derivative contracts 625,438 429,175 196,264 224,736 167,817 - 5,171
EFREARSR Securities financing transactions and
TETARH derivative contracts 29,638 - 29,639 - 23,350 - -
EERERINERAEEE Total for off-balance sheet exposures 655,076 429,175 225,903 224,736 191,167 - 5171
FEFCEBRAESE  Total for non-securitisation exposures 47,228,681 29,275,923 17,773,346 529,901 13,132,526 209,414 33,261

1,250% ERIEER)
BRAEAE

Exposures that are risk-weighted at
1,250%
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4. BX (FEER) FEEZTNEERAR

(#)

4.3 KREZMCARAEME (FERR) FHEZET
NiEERRARE (&)

4. CREDIT RISK UNDER THE
STANDARDISED (CREDIT RISK)
APPROACH (cont'd)

4.3 Credit risk exposure other than

securitisation exposure under the

standardised (credit risk) approach (Cont'd)

2012
RAERSRT
[EEfTETR
IR
Total
EXpoSUres
REAR covered by
BEIH recognised
Total ~ guarantees or
FERRGERREE BRIEZE exposures recognised
BlidEaE Exposures after CRM* Risk-weighted amount covered by aredit
Total IR TETR IR TETR fecognised derivative
Exposures Rated Unrated Rated Unrated collateral contracts
AU AU AU BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BERRRARRAL On-balance sheet exposures
EnER Sovereign 28437822 28,464,488 - 379,580 - = -
DB Public sector entity 570,774 544,985 - 61,979 - - 26,667
LERERIT Multilateral development bank 172,127 172,127 - - - - =
$11 Bank 104,886 104,886 - 22,030 - - -
&5 D Securities firm - = = - - - -
% Corporate 7,134,247 869,193 6,250,606 451,275 6,250,606 14,447 -
EETE Regulatory retail 493,02 - 458,854 - 344,141 34,368 -
FERBER Residential mortgage loans 5,755,312 - 5,754,434 - 2871217 - 878
TERHERRAER Other exposures which are not past due
Hfofm AR 398,876 - 221,989 - 221,989 176,888 -
ARERAE Past due exposures 18,419 - 18,419 - 20,132 14,993 -
BEAERNERAERE Total for on-balance sheet exposures 43,085,685 30,155,679 12,704,302 914,864 9,714,085 240,69 27,545
BERRRIERAL Off-balance sheet exposures
BEMTETER SR Off-halance sheet exposures other
EEHETAANIMG than OTC derivative transactions
BEAERINBRAL and credit derivative contracts 353,159 89,906 263,254 64,488 228,988 488,347 12,313
BIMTETARS OTC derivative transactions 9733 - 9733 - 7827 - -
BEBERINERAERDE  Total for off-balance sheet exposures 362,892 89,906 272,987 64,488 236,815 488,347 12,313
FEAHERAELER Total for non-securitisation exposures 43,448 577 30,245,585 12,977,289 979,352 9,950,900 729,043 39,858
fRLERSH AR Exposures deducted from Core Capital or
TEHERZEER Supplementary Capital 53473
* RAEERBRERTS (GR1THE (BX) RAD FTERE R RIEH - & Recognised credit risk mitigation satisfying the requirements and

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

HKEIEX%@E&ETTEETXQMEIAE?’]&J’*%rﬂﬁﬁé
SZXSHFEERRNAREIRER - B BKHRKRA T4
it —% - AEEBEE - REEMEEFREXZHFZE
EREAEHITET AR SEER AR - A& REE A

RS RMIRITRT EINER %ﬁf%’lmﬁﬂ o REEKR
FAZR1T B A HE R B A R 4 77 5 S B E L

B A AE - ﬁ?ﬁfiﬁfjftﬂﬂ&hm%%/\%i AR 550 B
BB

REHFEERBRAENGEESERERERZRIZEE]
Zliiﬁmﬁﬁaim B Al - AEERBRTEBRAETETEN
WMEESEHSTE  SERRITARAENEERR AW - B

’x%ﬂ?pﬂﬂ BRERESIRERABTREEAEE F
£ (FERR) SHEEHE - B2 AEERBEEEER
EREDE  AERAXSETEELERARERER -

AEEERBHFBRER S T2 BREBESHERENAR
R R IR E o

ZIS%WJF*%%Tiﬁ’Ji %E%T&?@Eﬁ%?aﬁ%\ﬁ TRIEEE

DEBEK - EETBREEA-HEERERAESHR B
RIBEFBHBRE ﬁﬁ'J&Eﬁﬁ%ﬁiﬁﬁﬁEiﬁﬂEEﬁC’

EHERARAR (RZEFHROMERBRSHEFDNEER
REBRAEZEARERNRR) HERRERF - R ETA
AMMEERSEERRBRNRZ S - XHEREEZEEREN

AIFER R EE —REARROIZH T

5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES

The Group’s counterparty credit risk arising from derivative
contracts and securities financing 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 derivative transactions and
settlement limit to control the settlement risk arising from
foreign exchange-related transactions for counterparties
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
unit.

Credit equivalent amount and capital charge for the relevant
counterparty credit exposures are determined following
the regulatory capital requirements. Currently, the Group
has adopted the Current Exposure Method to measure the
relevant credit equivalent amount, which comprises current
exposures and potential future exposures. The relevant
counterparty default risk capital charge is calculated under
the FIRB/STC approach. In addition, the Group has adopted
standardised credit valuation adjustment (“CVA") method
to calculate the relevant counterparty CVA capital charge.

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

The Group formulates policy for classification of credit assets
according to the PD of counterparties 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.

In controlling and monitoring of wrong-way risk (risk
of existence of positive correlation between the PD of a
counterparty and credit exposures driven by mark-to-market
value of the underlying transactions), specific wrong-way
risk transactions are generally not allowed and monitoring
measures have been formulated for those counterparties
identified by stress testing that would be exposed to
potential general wrong-way risk.
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5. XZUFEERBRABEAE @ 5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Cont'd)
51 RBFREEFEZTHNRZHUFEERBARE 5.1 Counterparty credit risk exposures under
the internal ratings-based approach
T%ﬁ}ﬂﬁ$%ﬁéﬁﬁﬁﬁ@ ﬁ%?}%jﬁfﬁ%ﬁig?%ﬁ%% The following table summarises the Group’s exposures to
ﬁﬂ’ﬁé&%éﬁm}%li/f\f?ﬁﬁﬁiﬁﬁﬁt mAgE - WHRAEX counterparty credit risk arising from securities financing
BERFBEEBANTE transactions and derivative contracts calculated using the
Current Exposure Method. There is no effect of valid bilateral
and cross-product netting agreements on these exposures.

2013
BERMERS FTETREEHN
Securities
financing Derivative
transactions contracts
BT T BETT
HK$'000 HK$'000
RIEBAFE Gross total positive fair value 107,654
2 H 3 Fx B [ B A R Default risk exposures 1,282,671 476,445
R RAIE A @ Less: Value of recognised collateral
— &% — debt securities - _
— Hfl - others (1,262,875) _
BHEROIRRA KR REERFAYE  Default risk exposures net of recognised collateral 19,796 476,445
AR B8 F 48 Rl 5 48 2 B 4 R B Default risk exposures by counterparty type
B 8 fr A A
1ot Corporate - 138,480
RTT Banks 1,282,671 337,965
=5 Retail - -
Hth Others _ _
1,282,671 476,445
LAZZ 5 ¥ F 3 5l 0 #8 2 B bes i 258 Risk-weighted amounts by counterparty type
1S Corporate = 184,443
RIT Banks 5,304 113,139
=& Retail - _
=) Others - _

5,304 297,582
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RAE - HAEESERRYEARELFREEEHRENT
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5.1

www.ncb.com.hk

Information

5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Contd)

Counterparty credit risk exposures under
the internal ratings-based approach (Cont'd)

The following table summarises the Group's exposures to
counterparty credit risk arising from OTC derivative. There is
no effect of valid bilateral netting agreements on the credit
equivalent amounts.

5.1

2012
BN 5
PTETA
OTC derivative
BT T
HK$'000
BIFENTFE Gross total positive fair value 223,464
EEEEHE Credit equivalent amounts 592,012
B RAERE Less: Value of recognised collateral
—f&F — debt securities -
— Hfth — others -
FEEEFEE Net credit equivalent amounts 592,012
LAZZ 5 I F 1Bl 0 8 2 B A R B i Exposure at default by counterparty type
o Corporate 155,844
RTT Banks 436,168
=& Retail =
EAh Others -
592,012
AR S F BRI o 48 2 R hniE EaE Risk weighted amounts by counterparty type
S Corporate 177,909
HRIT Banks 101,054
e Retail =
EAh Others _
278,963

R2012F 128318 - E NPT R ELEFT E A T I 18 7K 58
HERIBEARS -

There were no outstanding repo-style transactions under the
internal ratings-based approach as at 31 December 2012.
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5. XZBFEERBRBEBEAE @ 5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Cont'd)
52 RBE (FERAR)FEEITHRZHFEFERR 5.2 Counterparty credit risk exposure under
I the standardised (credit risk) approach
TRARNEEHARTRABRAE G AT EEE FETITE
,\:.,Z’JEJ’TFEE’]HK EIE - WHREERBEMFREE

The following table summarises the Group’s exposures to
counterparty credit risk arising from derivative contracts

GZELES | calculated using the Current Exposure Method. There is no
effect of valid cross-product netting agreements on these
exposures.

2013
PTETEAN
Derivative
contracts
BT T
HK$'000

RN TE Gross total positive fair value 25,593

B X R 8 R bR Default risk exposures 29,639

W SRAE A m Less: Value of recognised collateral

— &% — debt securities -
— Efth — others _
2 49 R\ B3 B 0 R0 AR AT 4K 1 Gh 12 JEL B R Default risk exposures net of recognised collateral 29,639
LAZZ 5531 F 4B Rl 5 48 2 38 49 R e 19 [ B R Default risk exposures by counterparty type
ELER Sovereign _
NEBAL Public sector entity -
#RIT Bank _
1B Corporate 4,484
EETE Regulatory retail 25,155
N 260 E [ e 7 42 ) Lt L B A HE Other exposures which are not past due exposures =
80 HR [ i e 1 Past due exposures -
29,639
LAZZ S F R Rl 38 2[R B A 2 g Risk-weighted amounts by counterparty type
BHER Sovereign =
NEBERL Public sector entity -
#RAT Bank -
1~k Corporate 4,484
BEETE Regulatory retail 18,866
71 780 HA [ e 7R & A HL A [ i A Other exposures which are not past due exposures —
760 B [ g 7 1 Past due exposures -
23,350

MR2013F12A31H » F£12%E (FERK) 518X T & A

THENEFNERS

There were no outstanding securities financing transactions

under the standardised (credit risk) approach as at 31

December 2013.
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5. XZUFEERBRABEAE @ 5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Cont'd)
5.2 ZRE (EERR) AEETHXRZHEFEERAR 5.2 Counterparty credit risk exposure under the
RIE (B) standardised (credit risk) approach (Cont'd)
TREMAANEEESFERNIGINIZITETAEMEELENR The following table summarises the Group’s exposures to
fAEdE - HAEESEREYEARNERFREERENY counterparty credit risk arising from OTC derivative. There is
% © no effect of valid bilateral netting agreements on the credit
equivalent amounts.
2012
HINZH
PTETAR
OTC derivative
BT
HK$'000
WIS N TE Gross total positive fair value 5,524
EESEHE Credit equivalent amounts 9,733
R RAIEA m Less: Value of recognised collateral
— &% — debt securities -
— Efth — others _
EESEFE Net credit equivalent amounts 9,733
RHHEFRD B2 EESERER Credit equivalent amounts net of recognised collateral
?D AR AR Mg F R by counterparty type
BHEE Sovereign -
NEEAL Public sector entity =
#RIT Banks -
12 Corporate 2,086
ﬁ*ﬁ?% Regulatory retails 7,624
JE 780 EA ) g 7 A Y L fth L B R R Other exposures which are not past due exposures 23
ﬁ,ﬁﬂﬂﬁﬁ%ﬁ Past due exposures -
9,733
VAZZ 5 ¥ F 35l 0 48 2 B b e 258 Risk weighted amounts by counterparty type
ELER Sovereign -
NEEBERL Public sector entity -
HRAT Banks _
1 Corporate 2,086
EETE Regulatory retails 5,718
71 780 HA [ e 7R & A EL A [ i A Other exposures which are not past due exposures 23
460 HA 3 f A Past due exposures =
7,827
2012612 A318 - 2% (FEREPE) stEE NI K There were no outstanding repo-style transactions under the
TEMBEERRZS - standardised (credit risk) approach as at 31 December 2012.
M2013F12A31H ' WEEARAZEENEENTEIAESGD There were no outstanding credit derivative contracts as at

(20124 : 4&)

31 December 2013 (2012: Nil).
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6. EEFSIL 6. ASSETS SECURITISATION
REBIEA—RITEHEE - R2013F12A31B L EE EFE There was no asset securitisation for which the Group is an
#1t (20124 : &) - investing institution at 31 December 2013 (2012: Nil)
7. WHERBEAER 7. gioélr(lTAL CHARGE FOR MARKET
2013 2012
BET T FERET T
HK$’'000 HK$'000
2% (MERR) STEET Under the standardised (market risk) approach
SNE R EIE CF5E) Foreign exchange exposures (net) - -
) 2 [ Pz A 5 Interest rate exposures
— EFH LR EE — non-securitisation exposure 10 10
727 o R B 7 1 Commodity exposures - _
s e [l gz 7 45 Equity exposures _ _
EASBEAGFEET Under the internal models approach
ANDE 2 Tl 2R ) — AR R B A General foreign exchange and
interest rate exposures 77,199 53,499
MG ERERENK Capital charge for market risk 77,209 53,509

REE QONMFIRITE (BAR) (1B5]) A1) - msRBES Market risk regulatory capital charge is calculated under the
BARERPIEFEXBRBREERNENK o TRFTFMAEE N Banking (Capital) (Amendment) Rules 2011 to incorporate
ANEBER T EEFTE — R M ERRE A A A SR EER capital charge for stressed VAR. The following table sets out

B B K2 52 JBR 2 Bz @1 o the IMM VAR and stressed VAR’ for the general market risk
exposure calculated under the IMM approach of the Group.

M12A31R 25REHE 2FR=8E 2FTHHE
F1p At Minimum Maximum Average
Year 31 December  for the year  for the year  for the year

BT BETT BETT BT

HK$'000 HK$'000 HK$'000 HK$'000
HINEE 2 ) E R 2 IMM VAR for foreign exchange
AEER B ERERE and interest rate risk 2013 3,479 3,479 7,502 5,730
2012 5,324 2,752 6,742 5,618
N [2\ ez 2 A 3P X IMM VAR for foreign exchange
HEERRE risk 2013 3,634 3,634 7,552 5,641
2012 5,122 2,807 6,207 5,432
R @ b 2 NP IMM VAR for interest rate risk
FEERRE 2013 1,658 274 1,688 739
2012 678 260 1,579 559
AN 2 T F R R 2 Stressed VAR for foreign
XERRE exchange and interest rate risk 2013 14,085 7,651 31,968 14,556
2012 14,231 6,075 28,399 12,967
ANEE R & B 2 X R (B Stressed VAR for foreign
exchange risk 2013 8,216 5,708 9,207 7,716
2012 6,979 3,860 8,218 7,444
FlxRk X BRERE Stressed VAR for interest rate
risk 2013 10,102 2,170 25,053 8,719
2012 13,653 2,189 22,555 7,474
5 Note:
1. miERBEE AR ARG E LR E R BERRERAT99% 1. IMM VAR and stressed VAR measures used for market risk regulatory
BREKRFERIOKFHFE BRRAH - RERRERAERREREERT capital purposes are calculated to a 99% confidence level and use a
FiE - MASEEEAIEEE12EABRITR THELTSEIERAEH - 10-day holding period. The stressed VAR uses the same methodology

as the VAR model and is generated with inputs calibrated to
the historical market data from a continuous 12-month period of
significant financial stress relevant to the Group’s portfolio.
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7. THRABEARER @ 7. CAPITAL CHARGE FOR MARKET
RISK (Cont'd)
TEZIR AR R G EE T 89 AR SR B i35 3 b 6) B 0 BRI The graph below shows the regulatory back-testing result of

HER - the Group’s market risk under IMM approach.
BT T 20135 & RE A
HKD'000 Daily Back Testing in 2013
12,000

10,000 NN — EE
Actual Revenues VAR

8,000

6,000

4,000

2,000

-2,000

-4,000

12 123 2118 3/11  4/3 4/25 520 6/10 7/3 7124 8/15  9/5 9/27 10/22 1112 12/3  12/24

BT T 2012 G R EIREAI
HKD'000 Daily Back Testing in 2012
14,000
12,000 [ -3 N e
Actual Revenues VAR
10,000
8,000
6,000
4,000
2,000
0
2000 | NI TR e v e It e NN e
-4,000
¢ \\’\/«\ ,1)’<\ '59 ,,)\"‘)0 DS{? (9\\/\ b(\ 6’1?’ ,\(\9 %\\Q q;’b\ q\’L\ \Q\\b \\(\ \,\\’\/‘b @'\q

EERSRARET  AEETEETESSELBERKMEDN There was no actual loss exceeding the VAR for the Group
B o as shown in the back-testing results.
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8. BRFEREAER

8. CAPITAL CHARGE FOR
OPERATIONAL RISK

2013 2012

BT T BT

HK$'000 HK$'000

BRIERREARENRK Capital charge for operational risk 775,167 658,454

ARERAIEE (EHRIERR) SHEET ERIERRE AR
=k -

9. SRITRAVIRERERAYE

FRERMORNOREDEREBEERZFRENTAEEA
B o RRARRRIEEEAMFTANREREREMER (218
BARIEE) MFAENREBSATRNDBALR - BIFERE
MERERE (TERYNBARNKRE) BEAFHEER
7 YREERBERAN [EHERE]IIR -

EERAEFI R ERRME2.94) « 2.12 ~ 2.13%2.14
HRZ G TERIE REEFERBRITERER R B AT AIN
REAE R AR TE » WHGEEZE S ERIIRPRHIRES. 1 A
AFEFENEHTE]| - EEBEMNEFBERENEE -
WEIB—BREEREKRBHE AT « LRIEH CERHB A
A ZEREREREBEAEEN ST RRENDEAR -

AR A R 2 W s B R BRI 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 “Investment 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),
2.12, 2.13 and 2.14 to the Financial Statements, further
details on their valuation are outlined in Note 5.1 “Financial
instruments measured at fair value”. 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:

2013 2012

BT T BT

HK$'000 HK$'000

HEEENE BRI Realised gains from sales - 463
RiFEEMIERERPERZ Unrealised gains on revaluation recognised in

BER B reserves but not through income statement 52,775 44,956

HE202F12A3MA L FEBEERME AR Z RAEIHR K
5 A78%20,230,0007T °

The unrealised gains included in supplementary capital for
the year ended 31 December 2012 were HK$20,230,000.
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