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1. REGULATORY CAPITAL 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.

The supplementary financial information on pages 164 to
165 has been prepared on a consolidated basis for regulatory
purposes. The basis of regulatory consolidation is set out in
Note 4.4(A) to the Financial Statements.

The table below summarises the regulatory capital computed

ﬁl" ° on the same consolidation basis for credit, market, and
operational risks.

2014 2013

BT T BT T

HK$'000 HK$'000

ZERE R Credit risk 13,843,877 13,485,328

rhihjﬂBM Market risk 45,648 77,209

B IER PR Operational risk 900,408 775,167

14,789,933 14,337,704

ERAEEZERNER REARLRFE  FEMBHRERME

4.4 -
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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

TRIRCRITE (BX) A S EHBFFEHB 8 EER The tables below show the capital requirements for each

BAENERRE °

class and subclass of credit risk exposures as specified in the
Banking (Capital) Rules.

2014 2013
BT BT
HK$'000 HK$'000
AR EEGTEE T HRABAE Capital required for exposures under
FEER the IRB approach
% Corporate
EENBREAGEETR Specialised lending under supervisory
ERHEE slotting criteria approach
—HERE — Project finance 119,626 76,474
AR/ E Small-and-medium sized corporates 1,328,166 1,201,437
Hit b Other corporates 6,082,154 6,853,958
RAT Bank
RI7 Banks 3,763,767 3,294,819
g VNG Securities firms 920 674
ZE Retail
EERIBER Residential mortgages
—EAA — Individuals 80,229 56,135
— ERNF] — Property-holding shell companies 5,836 5,347
SERERTE Qualifying revolving retail - -
HEmEAAZE Other retail to individuals 271,595 166,376
TEbE Small business retail 17,195 22,470
Hith Others
BeEH Cash items - -
HiIE Other items 745,981 706,400
EEMHERAZE Credit valuation adjustment 6,549 8,245
WER T AR B E A T MR BRI Total capital requirements for exposures
FEELR TR under the IRB approach 12,422,018 12,392,335
BE (FERR) FEETHEBRZRE Capital required for exposures under
FEER the standardised (credit risk) approach
EEBBERARBAE On-balance sheet exposures
ELER Sovereigns 10,915 8,208
NEEAL Public sector entities 2,238 4,500
RIT Banks 103,306 2,398
% Corporates 638,865 539,825
EmTe Regulatory retail 140,094 105,337
FERIBER Residential mortgage loans 447,824 341,461
7~ 2B 780 HA 1 EL th L P2 7 4 Other exposures which are not past due 44,895 55,176
160 A B A AR Past due exposures 7,548 2,816
EEBERINA AL Off-balance sheet exposures
BREFMERHRITETA Off-balance sheet exposures other than securities
BN EE B BRINE G EE financing transactions and derivative contracts 25,557 31,404
FHRRMERGRITETAEHK Securities financing transactions and derivative
contracts 617 1,868
2 (EE8ER) sTEETHEREAE Total capital requirements for exposures under
FEEAREHRE the standardised (credit risk) approach 1,421,859 1,092,993

FERBARAEEARCAR

Total capital requirements for credit risk exposures 13,843,877 13,485,328

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

3.1 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).

Corporate exposures
approach (project finance)

Specialised lending under supervisory slotting criteria

EEDE FoBEBEE BAGHET &
Asset class Exposure sub-class Capital calculation approach
PREMRESE EEDREAGEATHEMLREE (RERE) EEDRRERFEA

Supervisory Slotting Criteria Approach

UNTES ER R RELESE A
Small-and-medium sized corporates FIRB Approach
Hith b
Other corporates
BHERRERRE BHER 2 (EERER) s 8% (STC Approach)
Sovereign exposures Sovereigns Standardised (credit risk) Approach

BEL BRI RAEEN

Sovereign foreign public sector entities

Securities firms

ZBBRRAT
Multilateral development banks
HRIT LR AR AT B AT RE R E)
Bank exposures Banks FIRB Approach
HBHAT

sector entities)

REEf (TMEEBEHERERM
Public sector entities (excluding sovereign foreign public

NEEA) 2% (FERK) 5 8% (STC Approach)

Standardised (credit risk) Approach

TERBALE BAEERIBER

Retail exposures

Residential mortgages to individuals

ZENITREESEE
Retail IRB Approach

ZRARETRBER

Residential mortgages to property-holding shell companies

RERERTE
Qualifying revolving retail

HEATE
Other retail to individuals

TEPNRE
Small business retail

PR [ e - 2% (5ERK) 3 8% (STC Approach)
Equity exposures Standardised (credit risk) Approach
Hit @A ReERB HERRESEE)
Other exposures Cash items Specific Risk-weight Approach

HtIA R

Other items
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AEBEAGHEIENBTHELE  RITMTEEBEAD
EHBEPD)  UREAZTEANFRELEFELZTTER
e 7 HE 3 4018 55 3K (LG D) FE 4V [ B A HE (EAD) »

RE B (& AR BT R R ARG PTA N ERRT R ZEES EDOE T E
HRARGBA RN - BOMEGESRA —FHRANZORE
% o ERAEEMRRIRRERE MR BFQIRETHRLRE
ERENAUNERANDIE - S L E OB R FHEIN
SAERBINEEE -

EREBEHAFRNBETS  SHEEEBARHOTBER
e TEEEER TXAR  BHMEEMBEZEEAR
AZPEETHE  YRIERRBEARABNETRLE
B TETESNEENEAOMERE

TEMRTEBARTEEZOR AR D B8EEE AR
& BE7TEFEDES AR B E26{EE & &5 1
EZHOEH - MRESERESIHRE - EREE D EER
BOXHYIA B BB B AR - 0 RAEDEEX &R EZ LR
Bl e HNTEABFRELEFELECNDERE - RIEH
AEE - REFD R ENEBEIOR D & E R A8
X BORBAEMENBLEAR - DABRERBEAEE
BREFNERRAEERBENR  GERERTEARK
7 HtEAZERBAENTE NEERBRAZENZOM
R ENBRERMENRERAEERE —BHNGHEEFE 7
- REBESERIESIRE  MALENRITNEERSESE
RIMRERIAR (RREHBRRIEZE) - BHBRREZOM
KIAFEHTAPBKREL - AUABEERBETE(CTM
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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)

(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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3. R

HEGEEZTHWEERR &) 3.

CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Contd)

3.1 AMIARAGRREABAEARTD (&) 3.1 The internal rating systems and risk
components (Cont'd)
(A) AR FZAEIER ASBTTAR B B4R 2 FE BT 1R (A)  The structure of internal rating systems and

(%)

BEN R RILE

#IE\ B A2 M SMERREAR B RN

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:

REER HEEE
A3l £ B2
Internal Standard &

Credit Poor's
Grades |RAHFRESR Definition of Internal Ratings Equivalent
1 EBARRI 1] M 2] RBEMZDERR - The obligors in grades “1" and “2" have extremely low default risk. | AAA
) EEABTEBRENE TR The obligor's capacity to meet its financial commitment [y~
on the obligation is extremely strong.
AA
AA-
3 BEABREI[3] RREEDER - BE—FRE LA |The obligors in grade “3” have low default risk but are somewhat | A+
AR TSR EMEEGITHE - BITEBEME |susceptible to the adverse effects of changes in circumstances and [
#8811 i858 o economic conditions. However, the obligor's capacity to meet its
financial commitment on the obligation is very strong. A

4 BRARA (4] REHEELELRER BBRENSE | The obligors in grade “4”" have relatively low default risk and are | BBB+
RARE - BAERAFIE BRI SIREZ(FEM | currently under adequate protection. However, adverse economic [as
HISEBRITEBREENED o conditions or changing circumstances are likely to lead to a

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

5 BIEABREI[5] RRPEEARR - 1BEEMIRESR | The obligors in grade “5” have medium default risk which are less | BB+
AEBABRDHBER RN - vulnerable to nonpayment than other speculative obligors. -
EEYEA BFETRTE M AFIES 817 - &8 |However, they face major ongoing uncertainties or exposure to |BB-
EHZER  NEEERERABRENTRIABITE |adverse business, financial, or economic conditions which could lead
BRI to the obligor's inadequate capacity to meet its financial commitment

on the obligation.

6 EEABRR 6] XRRBEEZREENRARRASLE |The obligors in grade “6" have significant to very high default risk | B+
RN - and are vulnerable to nonpayment. B
EBABMER SR G HETEESE - ERH | The obligors currently and in the near term have the capacity to meet | B-
HER  BRSEE M a2 85 E N A |its financial commitment on the obligation but adverse business,
BRIEKEE - financial, or economic conditions will very likely impair the obligor's

capacity or willingness to meet its financial commitment on the
obligation.

7 EBALR 7] RTERENREBEBAEEARSIL | The obligors in grade “7" have very high default risk and are | CCC
BREER  EEALSETESEE  BURNES |currently quite vulnerable to nonpayment. The obligors' ability to cC
BEFGEY  BBRCERIRS  —BELEH | meet their financial commitment and obligation are dependent upon
TERFE L - ARAEEERITERRT favorable business, financial, and economic conditions. In the event |C

of adverse business, financial, or economic conditions, these obligors
are not likely to have the capacity to meet its financial commitment
on the obligation.
8 EBARA[8] RREFEL ° Obligors rated "8" are in payment default. D
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AR E SR RPARRENER - AEEEE BRI EMBNE
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MBAIER) B=E R & 115 R R & A E R R K

BERSGH  EfHEEARE  RTEREREEFEEEGH
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HEERBRIRAFEFEEAEERREETA - A%
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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 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, except
derivatives subject to valid bilateral netting agreements,
the Group has not used any other on-balance sheet or off-
balance sheet recognised netting for credit risk mitigation.
The Group also has not used any recognised credit derivative
contracts for credit risk mitigation.
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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 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 credit risk, the credit ratings
can be assigned and approved by staff within the sales and
marketing units, subject to the periodic post-approval review
of ratings by risk management units.

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.

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 by
BOCHK as part of performance review on IRB rating models.

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)

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 of BOCHK 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 by BOCHK 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 2.15 “Impairment of financial assets” to the Financial
Statements.
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3. R

MEEFEEZTNEERR &

3.2 AXMFREEFELETHERARE
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3.2
The tables below show the Group's exposures other than

3.

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

Exposures by IRB calculation approach

AEEENRERAE (BEEEEBERAREEBGERI securitisation exposures (including the EAD of on-balance
B 40 R ASE) o sheet exposures and off-balance sheet exposures) by each
IRB calculation approach.
2014
EENE
ERRBIR B EE ZERHTR KERBE
BEXEE Supervisory BEREHEE EiET
Foundation Slotting Retail Specific BERAE
IRB Criteria IRB Risk-weight Total
Approach Approach Approach Approach exposures
BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
% Corporate 137,973,751 1,543,915 - - 139,517,666
$17 Bank 103,072,641 - - - 103,072,641
TE Retalil
EARZEFZ AR Residential mortgages to individuals and
FEERBER property-holding shell companies - - 11,742,017 - 11,742,017
REREREE Qualifying revolving retail - - - - -
EEATE Other retail to individuals - - 8,032,884 - 8,032,884
TENE Small business retail - - 2,160,707 - 2,160,707
Hit Others - - - 10,188,547 10,188,547
Bt Total 241,046,392 1,543,915 21,935,608 10,188,547 274,714,462
2013
EENE
ERAHTR EREE ZERHFR BERRE
HEHE) Supervisory BENE) it E)
Foundation Slotting Retail Specific B e
IRB Criteria IRB Risk-weight Total
Approach Approach Approach Approach exposures
BT BT BETT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
= Corporate 137,287,288 851,200 - - 138,138,488
#IT Bank 86,657,273 - - - 86,657,273
ZE Retalil
BARERRE Residential mortgages to individuals and
FERBER property-holding shell companies = = 11,570,062 - 11,570,062
’\éwﬁii“*’ﬁ Qualifying revolving retail - - - - -
HtAAZE Other retail to individuals - - 6,152,620 - 6,152,620
TENE Small business retail - - 2,630,307 - 2,630,307
Hith Others - - - 12,746,845 12,746,845
=t Total 223,944,561 851,200 20,352,989 12,746,845 257,895,595

#1175 @ % 441  NANYANG COMMERCIAL BANK 2014 ANNUAL REPORT 43§

www.ncb.com.hk



AREER BRI BFER

Unaudited Supplementary Financial Information

3. RBFAREEFAEEZTNEERR ©

33 RBAREEFEEITEEREAENER
A

TRITAEERAABFREEFEETREERELE

MAEENRBRAE (BREEDRERFEETHNEMERE

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

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

g)- IRB approach (including the specialised lending subject to
the supervisory slotting criteria approach).

2014 2013

BT T BT T

HK$'000 HK$'000

12 Corporate 139,517,666 138,138,488

RIT Bank 103,072,641 86,657,273

HAh Others 10,188,547 12,746,845

252,778,854 237,542,606

34 ZEERREETIBEREMNEREE

(A)  ZR A FRER R RS
TRINTAEEIRAERARMFREESFELT - LR
(IRITE (BX) RA) MR EELINREZ BT EARER
REgAEE (E REMEERBERAXEERBRINBIF
BAEENTE) WERARART TEEESFMER S R
PTETREEL °

3.4 Exposures covered by credit risk
mitigation used

(A) Exposures covered by recognised collateral

The table below shows the Group's exposures under the
use of FIRB approach (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 securities financing transactions and
derivative contracts.

2014 2013

BT T BT

HK$'000 HK$'000

2 Corporate 29,599,424 28,007,658
R1T Bank 3,254 452
29,602,678 28,008,110

www.ncb.com.hk
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3. RBFAREEFEZTNEERR @)
34 SEHARSERTIARBNERER (0
(B) ERTMREEHEB RS

TRIRAEEZRE CGRITE (BA) A1) 8B E F IR
BXATVTERRENRRAE (B RMENEERBERAR

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

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

BEABRIINRAFEASEZNTE) o L FRERAEL T netting) which are covered by recognised guarantees after
PIREBLFBER %&MEEI/\:]?’J the application of haircuts required under the Banking
(Capital) Rules. These exposures exclude securities financing

transactions and derivative contracts.
2014 2013
BT T BT T
HK$’000 HK$'000
% Corporate 29,330,207 27,280,949
#R1T Bank 7,893,668 5,173,810
37,223,875 32,454,759

35 AEEREEHEETAERETARARN
R

TRINTAEER12A31 B B EBAZRA R AL T

15 [ B #E 5 NN [ B AR N TSR AV R 2 R EE RERTTARE

AR AHE -

AT R RIRITZ BA R RAE KENEXRE St KRB AE
:J;Eﬁ N qu/%gEn+rr uu—_l-]t)%{%m'ﬂ/e ﬁ‘ﬁZ’SE@IEE‘H—J
AEEMETAGL -

FEASEBASENES  FRFE2668 °
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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.

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 any recognised credit
derivative contracts.

For definition of each obligor grade, please refer to page
266.
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3. ANTREEFEZEZTNEERR @ 3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)
3.5 RAHFARBEEHELZTLERBTRABEEDN 3.5 Risk assessment for corporate and bank
BB () exposures under IRB approach (Cont'd)
(A) EEEBERE (TERERAEE S HERGELNE (A) Corporate exposures (other than specialised
FIEEE) lending under supervisory slotting criteria
approach)
2014
| B 7 HfE hn A
T RRES | B AR
Exposure- FIEHBR
EHBERRIE weighted Exposure-
Exposure average weighted
A= E 4R Bl Internal Credit Grades at default risk-weight average PD
BT T
HK$'000 % %
FSGHIN Grade 1 - 0.00 0.00
F 502 Grade 2 308,114 23.37 0.04
&RI3 Grade 3 18,733,272 23.45 0.07
4 Grade 4 34,181,018 40.24 0.24
A Rll5 Grade 5 67,814,411 72.43 1.14
F 56 Grade 6 15,926,506 121.46 5.18
H A7 Grade 7 67,764 171.14 20.40
w8, EHL Grade 8/Default 942,666 62.15 100.00
137,973,751
2013
[ Bz R HE
15 [ P e 25 JE e A HE DA
Exposure- B LB
B AR R AIE weighted Exposure-
Exposure average weighted
A EEARR Internal Credit Grades at default risk-weight average PD
BT
HK$'000 % %
FOSEl Grade 1 - 0.00 0.00
&Rl2 Grade 2 1,069,155 18.47 0.03
#7113 Grade 3 18,189,567 2417 0.07
Fpl4 Grade 4 27,793,369 44 .33 0.24
H Rl Grade 5 61,570,944 72.90 1.09
F A6 Grade 6 28,140,949 115.44 4.50
F A7 Grade 7 108,677 215.78 31.20
w8, EH Grade 8/Default 414,627 113.42 100.00
137,287,288

www.ncb.com.hk
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3. ANTREEFEZEZTNEERR @ 3. CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Cont'd)

3.5 RWHARBEEHEZLZTLERBTRABREIEN 3.5 Risk assessment for corporate and bank

R (8) exposures under IRB approach (Cont'd)
(B) EERRIE (FRAEEDEELGE AN BT (B)  Corporate exposures (specialised lending under
EE) supervisory slotting criteria approach)
2014 2013
| B 7R3 JeR\ g R HE A
FHRBES RS
Exposure- Exposure-
EBARBRE weighted & #EBAE weighted
Exposure average Exposure average
BRI Supervisory Rating Grades at default risk-weight at default  risk-weight
BT BT
HK$’'000 % HK$'000 %
=) Strong 505,694 60.17 171,262 70.00
B Good 312,252 86.96 - 0.00
G Satisfactory 725,969 115.00 679,938 115.00
UES Weak - 0.00 - 0.00
EH Default - 0.00 = 0.00
1,543,915 851,200

EFUEEENEETRARN R EREETIRE (R1TE (B

) A FE158FH R EMEE °

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

(C)  RiTEEFRIE (C)  Bank exposures
2014
B B A hnE
FHRGREE | B 7 HE hn A
Exposure- TG EHBE
ERHRRBAE weighted Exposure-
Exposure average weighted
RIS E K5 Internal Credit Grades at default risk-weight average PD
BT
HK$’'000 % %
FGIN Grade 1 - 0.00 0.00
W pl2 Grade 2 9,809,605 22.95 0.04
H A3 Grade 3 49,085,042 31.00 0.07
F R4 Grade 4 38,122,386 58.62 0.24
H A5 Grade 5 6,055,608 75.57 0.75
& Al6 Grade 6 - 0.00 0.00
H A7 Grade 7 - 0.00 0.00
wR8, EH Grade 8/Default - 0.00 0.00
103,072,641
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3. APTAREBEEFEETHNEERRE @ 3. CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Contd)

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

Q)  RiTEEEEE (&)

(Q) Bank exposures (Cont’d)
2013
JeB\ e 7 HE hn A
P REEEE [ B 7 N
Exposure- FHELBEE

E AR A weighted Exposure-
Exposure average weighted
NESEE Y] Internal Credit Grades at default risk-weight average PD
BT T
HK$'000 % %
FSIN Grade 1 - 0.00 0.00
Hhl2 Grade 2 6,419,624 23.37 0.04
H 503 Grade 3 39,500,694 31.72 0.07
F R4 Grade 4 36,515,469 58.83 0.24
#7515 Grade 5 4,221,486 79.36 0.68
#75l6 Grade 6 - 0.00 0.00
HAN7 Grade 7 - 0.00 0.00
wAI8, EH Grade 8/Default - 0.00 0.00
86,657,273
3.6 RIMH{EESETETSERBRENRR 3.6 Risk assessment for retail exposures
£ (4 under IRB approach
TEAFA12A3NBREHELB DAL N T ER KA The tables below show breakdown of retail exposures on a
¥ o pool basis by expected loss percentage (EL%) range as at
31 December.

EERBER Residential mortgages 2014 2013
BET T BT T
HK$'000 HK$'000
®EE1% Up to 1% 11,697,637 11,506,539
>1% >1% 36,464 59,100
e Default 7,916 4,423
11,742,017 11,570,062
CEREREZE Qualifying revolving retail 2014 2013
BE¥TT BT T
HK$'000 HK$'000
®EE10% Up to 10% - =
>10% >10% - -
EH Default - =

www.ncb.com.hk

#1157 % 441 © NANYANG COMMERCIAL BANK 2014 ANNUAL REPORT 4§

275



276

REFER 2R T BER

Unaudited Supplementary Financial Information

3. REFREEFEETHNEERR &)
3.6 ABIREENEETEEARRRNAR

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

3.6 Risk assessment for retail exposures

G () under IRB approach (Cont'd)

HtEAZE Other retail to individuals 2014 2013
BT T BT T

HK$'000 HK$'000

RZE2% Up to 2% 7,919,599 6,038,363
>2% >2% 110,794 111,983
EH Default 2,491 2,274
8,032,884 6,152,620

SENE Small business retail 2014 2013
BT T BT T

HK$'000 HK$'000

5ZE1% Up to 1% 2,078,789 2,547,797
>1% >1% 46,372 52,392
EH Default 35,546 30,118
2,160,707 2,630,307

3.7 ERBEARGEENIN
TRERBAZRRNIITEREX - BREBXEHEFAANI
AEREREFEET S EARBRAERRNEENFRE (REM
3 R AR R FHE R E )

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.

2014 2013

BT BT T

HK$'000 HK$'000

12 Corporate 811,457 195,492

;1T Bank - _
BARZERZRRBEERBER Residential mortgages to individuals and

property-holding shell companies 3,653 1,166

EERBREES Qualifying revolving retail - -

HiEAAZE Other retail to individuals 5,750 698

TENPBE Small business retail 4,056 13,260

824,916 210,616

CERBETORELT L - EBE0145 2 FHEE D
FOAE RS BN -
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Increase in the loan impairment charge of corporate
exposures was mainly due to the increase in the amount of
new classified or impaired loans in 2014.
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3. RBFAREEFEZTNEERAR #)
3.7 BEBHAKRMEEND N (@)

TRERBAZERRNIITARESL - BHBRKEHREBEARR
BRRBAER—FHAREERZO|I BHAHHEREK

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

Analysis of actual loss and estimates
(Cont'd)

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.

3.7

20134 20124
12A31H 12A31H
FEHE K TEHAE R

Expected loss
at 31 December

Expected loss
at 31 December

2013 2012

BT BT T

HK$’'000 HK$'000

% Corporate 1,226,201 1,046,174

$R1T Bank 76,415 64,038
BARZERZRRBEERBER Residential mortgages to individuals and

property-holding shell companies 5,384 6,249

EERBREE Qualifying revolving retail - -

BEMEATE Other retail to individuals 41,431 25,832

TE/NGE Small business retail 20,068 19,598

1,369,499 1,161,891

TRESHENEREZENTEEEZOM RN - The tables below set out the actual default rate compared

against the estimated PD of the respective portfolio.

20145 HE 2013%F

BREH R 12831H

Actual HEEAME

default  Estimated PD

rate during at 31 December

2014 2013

% %

= Corporate 1.12 2.01

91T Bank 0.00 0.26
BARZERD B FEZRBER Residential mortgages to individuals and

property-holding shell companies 0.04 0.57

BERRBRTE Qualifying revolving retail 0.00 0.00

HEEAAZTE Other retail to individuals 0.10 0.79

TE/NBE Small business retail 0.96 1.42

www.ncb.com.hk
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3. RBFAREEFEZTNEERR @)
3.7 BEBHAKRMEEND N (@)

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

3.7 Analysis of actual loss and estimates

(Cont'd)
20134 20124
BREAX 12A318
Actual HEZELBE
default Estimated PD
rate during at 31 December
2013 2012
% %
= Corporate 0.62 2.03
1T Bank 0.00 0.19
EARZERZRRBEERBER Residential mortgages to individuals and
property-holding shell companies 0.02 0.53
HibEAAZTE Other retail to individuals 0.07 0.73
TE/NPE Small business retail 1.44 1.51

BHBEANERBRRATIRNIDEETERMTE - AR
AHANEEREMGER - R RBAEERALE -
HREIEZRNE [BRINEENERAEZR - AHBEXE
EEREABERAEEBARNNEELERL  YEZ
B2k RER R ELCAIZES B EEERBRAERR
MEZMEEKA  MERBREERFEARESER
R AE B R A 5+ B ROR (B T B AR -

ERBOXNEEERMBONEHEARE (MBRARARE)
HEEFHE (TERBEAE)  MAEEZOBMERE —[ELE
BHORATHROXOMGE - WHFR ARG —FHAN
TAHIR A -

Hitt - ARNREEREEBERME IR FER ETRE - XF
B (B ERH]) BERENZATETANEFBHNGE
EHBE -

BEERANGEZOBERERENRRT
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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.

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.

www.ncb.com.hk
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4. BE (FEARR) FEETHNEERR

4.1 HSHEEEFTEEB(ECANTAR B E A

AEBEBERAEE (EERR) 5T EEIL ASNRE AR
REE RELSERBHASHRERERAIFRELE
AEERZ N EERBAEARATEED B2 RRAE
MEERBES

—~-BLER
— REEBEM

— ZEBERRT

AEEZE(RITE (BX) RAD B4R RENHEFRE
£ FSMNEME B AT A M8 35 1T ART AR PR SR 1T AR A L PR A IR
AEERAMIIBEEFHERBECERELR  BAEM

o

42EERBEE
HNRAEE (EERR) STEENEERRAE - JEAH
BEEBELR

RBRAENTIERANERARBUSERSFN
B o b4 - BB EE RI R R A HAE B R R A R O 7 AT 4K
no AEBYRAMmNEERENTA (RITE (BR) HAD &
RAEATHEEERARGBUENER - REE (FERAR)
STEAHEEERBRAEE RNERE -

RAERA BB
REERXSUFENEHER QLB - ZEBRRT

HERBRERAERABIRELEAECEERRAEEER
EIRTT R A A SNERE B RHEMIB BT ARTRMEE -

BN - EERBREETR
EWEBRANITERS °

AFRERTEBREE R SIS FES

www.ncb.com.hk

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 was 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.

Besides, the recognised netting for credit risk mitigation
includes derivatives subject to valid bilateral netting
agreements.

#1975 @ % 441  NANYANG COMMERCIAL BANK 2014 ANNUAL REPORT 44§
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4. FE (FERR) FEETNEERR 4. CREDIT RISK UNDER THE
(%&) STANDARDISED (CREDIT RISK)
APPROACH (cont'd)
43 RBREFCREBREAEIMEE (FERR) FTEET 4.3 Credit risk exposures other than
s & B b A iE securitisation exposures under the
standardised (credit risk) approach
2014
ATERR ATER
HERD BERS
EERRRRASE BERmEHE Total Total
Exposures after CRM* Risk-weighted amount exposures  exposures
BRARAR covered by covered by
Total £ TEIR £ TEFH  recognised  recognised
Exposures Rated Unrated Rated Unrated collateral  guarantees
BETR BETR BETT BETT BETR BRI BETR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BEBERNERAR On-balance sheet exposures
EnEE Sovereigns 32,454,627 32,481,294 - 136,437 - - -
NEE( Public sector entities 419,432 395,107 - 21,978 - - 26,667
LERREN Multilateral development banks 330,293 330,293 - - - - -
T Banks 6,267,904 161,088 6,106,816 33,183 1,258,144 - -
FHOA Securities firms - - - - - - -
1 Corporates 8,048,718 - 7,985,809 - 7,985,809 62,909 -
BeER Cash items 264 - 264 - - - -
EETE Regulatory retail 2,381,688 - 2,334,804 - 17511 46,794 -
FERIEER Residential mortgage loans 11,197,935 - 11,195,503 - 5597,797 - 2,342
TERBNLERAL Qther exposures which are not past due 602,837 - 444,236 - 561,191 158,601 -
BHEBAE Past due exposures 67,216 - 67,216 - 94,353 12,943 -
EEGEXMERARZESE  Total for on-balance sheet exposures 61770914 33,367,782 28,134,828 197,598 17,248,465 281,247 29,009
EERBRINERAL Off-balance sheet exposures
REFBER S RITE Off-balance sheet exposures other
IERNIMIBE than securities financing
BERMNERAE transactions and derivative contracts 366,704 25,570 341,134 5,114 314,349 - 4,759
BHRERHR Securities financing transactions and
fIETARY derivative contracts 9,781 - 9,781 - 1714 - -
BERBFNARAZRLE  Total for off-balance sheet exposures 376,485 25,570 350,915 5,114 322,063 - 4,759
FEFCERAELRE Total for non-securitisation exposures 62,147,399 33,393,352 28,485,743 202,712 17,570,528 281,247 33,768
1,250% AR EEH) Exposures that are risk-weighted
Rl iEaR at 1,250% -
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4. BE (FERR) FEETNEERR 4. CREDIT RISK UNDER THE
(%&) STANDARDISED (CREDIT RISK)
APPROACH (cont'd)
43 RBREFCREBREAEIMEE (FERR) FTEET 4.3 Credit risk exposures other than
WIEERBEAE (8) securitisation exposures under the
standardised (credit risk) approach (Cont'd)
2013
AaEAD FEER
REHH BESH
EERRERREE" BB MESE Total Total
Exposures after CRM* Risk-weighted amount exposures exposures
Bl covered by covered by
Total TR TETR B4R TEFR  recognised  recognised
Exposures Rated Unrated Rated Unrated collateral  guarantees
RETT RETT AETT BETT BETT BETT RETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BEBERNERAR On-balance sheet exposures
EREE Sovereigns 27595960 27,622,626 - 102,605 - - =
NEE Public sector entities 664,230 638,936 - 56,253 - - 26,667
SBRRBT Multilateral development banks 324,836 324,836 - - - - -
T Banks 143,969 143,969 - 29,976 - - -
% Corporates 6,757,537 116,331 6,631,485 116,331 6,631,485 9,721 -
HeER Cash items 599 - 599 - - - -
EETE Regulatory retail 1,819,295 - 1,755,612 - 1,316,709 63,683 -
EERBER Residential mortgage loans 8,537,942 - 8,536,519 - 4,268,259 - 1423
NEBHHE R R AL Other exposures which are not past due 695,770 - 589,761 - 689,706 106,010 -
BEE A Past due exposures 33,467 - 33,467 - 35,200 30,000 -
BESERNEBRAZES  Total for on-balance sheet exposures 46,573,605 28,846,748 17,547,443 305,165 12,941,359 209,414 28,090
BEBERINERAL Off-balance sheet exposures
BRESHARSRITE Off-halance sheet exposures other
TERMMARE than securities financing
BERINERAL transactions and derivative contracts 625,438 429,175 196,264 224,736 167,817 - 5,171
FHRERDR Securities financing transactions and
ETAGH derivative contracts 29,638 - 29,639 - 23,350 - -
EEBERINERAEEE  Total for off-balance sheet exposures 655,076 429,175 225,903 224,736 191,167 - 5,171
SRR ARERE Total for non-securitisation exposures 47228681 29275923 17,773,346 529901 13,132,526 209,414 33,261
1,250%EREER Exposures that are risk-weighted
Elies it at 1,250% -
L RAEERBREETS GRITE (BAX) RAD STERZ KR IEH - @ 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. XEBFFEERRMEBARE

ZIKEIEX%EE&%TTEETXQMEI,\E?’]&J’*%vﬂﬁﬁé
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it —% - AREBEE - REEERREFREXZHFZE
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FAZR1T B A HE R B A R R A HE 77 M5 E B E LR

B A AE - ﬁ?ﬁ@ﬁﬁft}ﬁﬂ&ﬁﬂmﬁkﬁﬂ,\%Q AR 550 B
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RHHFEERBRAENEESEREREAERREEE
Ziiiﬁmﬁ‘ﬁ/?%m B Al - AREBRARTRARAET AT EM
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DEBEK - EETBREREA-HEERERAEHR B
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TENER
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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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BEmFRGEEHZN
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5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Contd)

5.1 Counterparty credit risk exposures under
the internal ratings-based approach

The following table summarises the Group's exposures to
counterparty credit risk arising from securities financing
transactions and derivative contracts calculated using the
Current Exposure Method. There is no effect of valid cross-
product netting agreements on these exposures.

2014 2013
BERERS BERMER 5
Securities fTETAEH Securities $TETEAEH
financing Derivative financing Derivative
transactions contracts  transactions contracts
BT T BT T BETIT BT
HK$'000 HK$'000 HK$'000 HK$'000
BIFEATFE Gross total positive fair value 86,822 107,654
DA MR FEELEE  Default risk exposures after
RN BT EEA the effect of valid bilateral
ZE AR ) R b netting agreements
HyE 2,763,929 418,634 1,282,671 476,445
o R AR G Less: Value of recognised collateral
—E% — debt securities - - _ _
— HAh — others (2,061,803) - (1,262,875) -
A NE R EEAE  Default risk exposures after
RN ETELEA the effect of valid bilateral
2 i AR B B R netting agreements net of
A G 18 R e AR recognised collateral 702,126 418,634 19,796 476,445
ARS8 FHERIHHE Default risk exposures
B #) B e 0 R f A by counterparty type
12 Corporate - 102,812 - 138,480
HR1T Bank 2,763,929 315,822 1,282,671 337,965
2,763,929 418,634 1,282,671 476,445
IR S8 FHERIHHE Risk-weighted amounts
[\ Bz N A B EE by counterparty type
1 Corporate - 111,619 - 184,443
R1T Bank 291,016 101,312 5,304 113,139
291,016 212,931 5,304 297,582
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5. RSB FEERKREREAE &

5.2 @ﬁ (FERR) HEEATHXZHFEERR
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TEHEAMEENRRAR TERBAERBEERFHEER

R E o

5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Contd)

5.2

Counterparty credit risk exposures under

the standardised (credit risk) approach

The following table summarises the Group's exposures to
counterparty credit risk arising from derivative contracts
calculated using the Current Exposure Method. There is no
effect of valid cross-product netting agreements on these

exposures.
2014 2013
BHEBRERS BERMER 5
Securities PTETEAHR Securities $STETEE4
financing Derivative financing Derivative
transactions contracts  transactions contracts
BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000
BIFHAFE Gross total positive fair value 352,250 25,593
BB E R FRELAE  Default risk exposures after
BENTETEEN the effect of valid bilateral
2B KR8 R netting agreements
HHE - 9,781 - 29,639
B SRAIHE A @ Less: Value of recognised collateral
— &% — debt securities - - _ _
— Hfth - others - - _ _
BB FRELE  Default risk exposures after
RN BT EEA the effect of valid bilateral
Z E X R EFRE R netting agreements net of
A SR 18 R B A R recognised collateral - 9,781 - 29,639
AR ZEFLERI DB 2 Default risk exposures
18 AR\ e 1Y [ e A by counterparty type
BHERE Sovereigns - - _ _
YN v Public sector entities - - - -
1S Corporates - 1,488 - 4,484
BEETE Regulatory retail - 8,265 - 25,155
B 780 B B E i AL B Other exposures which are not
AIE past due - 28 - -
460 B 3 P A Past due exposures - - - -
- 9,781 — 29,639
RGEFHER|DFE 2 Risk-weighted amounts
[R\ B N #E BsE by counterparty type
Eﬁ‘gl Sovereigns - - - _
NEBA Public sector entities - - - -
% Corporates - 1,488 - 4,484
BEa R Regulatory retail - 6,198 - 18,866
TEEHMEMER  Other exposures which are not
g past due — 28 _ _
280 HA R B 7k 1 Past due exposures - - _ _
- 7,714 - 23,350
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6. HEEZHt

AEBEEA—RIBERE  R2014F12A31 AT ELER
F1t (20134 : £&) o

7. WHEEREARER

6. ASSETS SECURITISATION

There was no assets securitisation for which the Group is
an investing institution at 31 December 2014 (2013: Nil).

7. CAPITAL CHARGE FOR MARKET

RISK
2014 2013
BT BT
HK$'000 HK$'000

2k (BRAK) stEE T
HNEE B\ AIE (FEE)
=R @ B A I

— FEBE AR AR
P8 o [ e A
% e [\ B A

FEREERFEEA T

HNE Kz I R 1) — A% R B

Under the standardised (market risk) approach
Foreign exchange exposures (net) - -
Interest rate exposures

— non-securitisation exposure - 10

Commodity exposures - -
Equity exposures

Under the internal models approach
General foreign exchange and interest

A HE rate exposures 45,648 77,199
MiZR R E AR E K Capital charge for market risk 45,648 77,209

BIEA QONMEFRITE (BX) (B7]) RAD - mEAREE
BEARBRFEEFEXERBEERENR - TRIIHANEE
ARBEA G AR B — R M5 E RS A K AR EE
RBRERZBREE -

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.

R12A318 255EHE 25558E 25FPH9HE
Fip At Minimum Maximum Average
Year 31 December  for the year ~ for the year  for the year
ok BT T ok BT
HK$'000 HK$'000 HK$'000 HK$'000
ONE T2 F R BB 2 AR IMM VAR for foreign exchange and 2014 1,868 1,868 4,120 3,064
SHEERR(E interest rate risk 2013 3,479 3,479 7,502 5,730
SNERBR z AEEAEtE  IMM VAR for foreign exchange risk 2014 1,597 1,597 4,156 3,094
ERR(E 2013 3,634 3,634 7,552 5,641
MERER 2 AR E IMM VAR for interest rate risk 2014 765 652 2,554 1,956
EERE 2013 1,658 274 1,688 739
ONE MR 2 B Stressed VAR for foreign exchange and 2014 8,825 7,683 33,097 16,191
A interest rate risk 2013 14,085 7,651 31,968 14,556
SNERR 2 X EEE R E Stressed VAR for foreign exchange risk 2014 1,957 1,957 8,098 7,193
2013 8,216 5,708 9,207 7,716
FMERR 2 XBRRE Stressed VAR for interest rate risk 2014 8,273 3,532 31,258 14,119
2013 10,102 2,170 25,053 8,719

i Note:
1. SRR EEEARNANIPER G EERMRERZBRBERB T 9% 1. IMM VAR and stressed VAR measures used for market risk regulatory

BfRKFRIORIFERRFE - RERARERMERBRESRER
7% MASBEAEER 1288 BN TIR T &9 E £ 135 B KT
o

www.ncb.com.hk

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 market data from a continuous 12-month period of

significant financial stress relevant to the Group's portfolio.
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7. WHEBEARER &)

TEZIRAREA G EA TR A K B HIZE R A B E o A
AR o

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

The graph below shows the regulatory back-testing result of

the Group’s market risk under IMM approach.

BETT
HKD’000
18,000

16,000
14,000
12,000
10,000
8,000
6,000
4,000
2,000
0
-2,000

-4,000

12 123 2117  3/10 3/31 423 5/16  6/9

2014F BREERH
Daily Back Testing in 2014

6/30  7/22 812 9/2 9/24 1017 11/7 1128 12/19|

BT
HKD'000
12,000
10,000
8,000
6,000

4,000

2,000

-2,000

-4,000

12 123 2/18  3/11 4/3 4/25  5/20

20135 & RE A
Daily Back Testing in 2013

6/10

7/3 7124 8/15  9/5 9/27 11712 12/3 12/24

10/22

EEASRERBETR  ARETEERIZBABEARED

(P

#1774 441 o NANYANG COMMERCIAL BANK 2014 ANNUAL REPORT 44§

There was no actual loss exceeding the VAR for the Group
as shown in the back-testing results.
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8. RBRFFEREAER

8. CAPITAL CHARGE FOR
OPERATIONAL RISK

2014 2013

BET T BT

HK$'000 HK$'000

BRIERREARENRK Capital charge for operational risk 900,408 775,167

AEEFAFEE (EBRERR) stE AT ERIERRER The Group uses the standardised (operational risk) approach
23K o to calculate its operational risk capital charge.

9. SRITRAVRERERAYE

FRERMARNREDZERBEERZFRENTAEEA
B o REBARKREEMEEAMEANREREREMER (218
BARIEE) MFAENREBATRNDBALR - BIFESRE
MERERE (TERENBARMNKRE) BEARHEER
7 WREBEERBERAN [EHERE]IIR -

7N 5 B B R B A A1 A B S R R M 5E2.9(4) ~ 2.12 ~ 2.1370
2. 15 BRZ 5 IR MG E T AR IERITRRBRME 2 F A

SN R AE - WHEBEZE—
MIEES A TARFEFENERTA] - EERIEMEBEARK
RHIRE YoM ARERERRBENT GED %12
MERR  ZRREKEREAKENE ﬁﬂlﬁiéﬁ parl

BE o

FERIIRRP K

PR RAEA R WaE BB T

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 2.15 to the Financial Statements, further
details on their valuation are outlined in Note 5.1 “Financial
instruments measured at fair value” to the Financial
Statements. If additional investment is made subsequently
such that an investee becomes an associate, joint venture 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:

2014 2013

BT R IT

HK$'000 HK$'000

HEEARNDER W Realised gains from sales - =
PR T FE M R R P R Unrealised gains on revaluation recognised

ZAREIREH KD in reserves but not through income statement 64,576 52,775

www.ncb.com.hk

#1157 % 441 © NANYANG COMMERCIAL BANK 2014 ANNUAL REPORT 4§

287



