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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.

AEFTMBEREI1Z9H S AEEREMNGEERRE - 1t Sections 1 to 9 of the supplementary financial information
SEEHRAEMER M B MEMTL.4(A) have been prepared on a consolidated basis for requlatory
purposes. The basis of regulatory consolidation is set out in

Note 4.4(A) to the Financial Statements.
THREBMNZSEEER FHECEE  MERRIERBREE The table below summarises the regulatory capital computed
B o on the same consolidation basis for credit, market, and

operational risks.

2015 2014
BT T BT
HK$'000 HK$'000
=ERE Credit risk 13,388,317 13,843,877
iz Rk Market risk 48,993 45,648
BRIER R Operational risk 980,405 900,408
14,417,715 14,789,933

BRAEEY ERERRARL RS #
4.4 -

R BHRRM T

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. EERRBREBEARRE 2. CAPITAL REQUIREMENTS FOR
CREDIT RISK

TRIT CGRITE (BR) HAD SRR FENINEER The tables below show the capital requirements for each
BAERERRE ° class and subclass of credit risk exposures as specified in the
Banking (Capital) Rules.

2015 2014
BET T BT T
HK$'000 HK$'000
IR T AR BT EE T WY L B AR I Capital required for exposures under
FEEX the IRB approach
b Corporate
EENRERGEETH Specialised lending under supervisory
EMEEE slotting criteria approach
—JHERE — Project finance 62,440 119,626
R/ Small-and-medium sized corporates 1,103,646 1,328,166
Hhd Other corporates 6,642,704 6,082,154
RIT Bank
SRAT Banks 3,164,542 3,763,767
EH AT Securities firms - 920
B Retail
EERIBEN Residential mortgages
—fEA - Individuals 141,256 80,229
e YN — Property-holding shell companies 8,526 5,836
EERBERTE Qualifying revolving retail - -
EtBEATE Other retail to individuals 269,898 271,595
TENDE Small business retail 12,840 17,195
HAth Others
ReIEH Cash items - -
HilE A Other items 669,864 745,981
FEEMERAZE Credit valuation adjustment 8,412 6,549
AT REEE AT N R BRAE Total capital requirements for exposures
FEERRERE under the IRB approach 12,084,128 12,422,018
BE (FERR) stEETHRKREE Capital required for exposures under
FEEX the standardised (credit risk) approach
EEBERARRAE On-balance sheet exposures
BHER Sovereigns 45,740 10,915
NE B Public sector entities 11,001 2,238
AT Banks 2,630 103,306
mEF Corporates 574,545 638,865
EEZTE Regulatory retail 122,207 140,094
FERIBER Residential mortgage loans 486,548 447,824
BB ER B E A R B AR A Other exposures which are not past due 22,992 44,895
780 HA i A4 Past due exposures 8,729 7,548
BEABERINARAE Off-balance sheet exposures
BREFRERSRITETA Off-balance sheet exposures other than securities
BRI EEBBERINA R AR financing transactions and derivative contracts 28,727 25,557
BHEBERGRITET ARG Securities financing transactions and derivative
contracts 1,070 617
BE (FERR) FEETHEBEAE Total capital requirements for exposures under the
FEERREHATE standardised (credit risk) approach 1,304,189 1,421,859

EERRAEMEERAETHAE Total capital requirements for credit risk exposures 13,388,317 13,843,877
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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).

EESE FoERBAR EXGETE
Asset class Exposure sub-class Capital calculation approach
DEERASE EESBEAGEETNEMMLREE (EERE) EENEEAGEE
Corporate exposures Specialised lending under supervisory slotting criteria Supervisory Slotting Criteria Approach
approach (project finance)
UNES ER R REEEE
Small-and-medium sized corporates FIRB Approach
Hit b %
Other corporates
B ERERAE BEhER T (EERER) 8
Sovereign exposures Sovereigns Standardised (credit risk) Approach

BELERFIHRAEEN

Sovereign foreign public sector entities

Securities firms

ZBERBAT

Multilateral development banks
HRITRL R AEAE AT AWM AR LS B
Bank exposures Banks FIRB Approach

BEH DA

REEM (TERBE N ERERUMREEN)

BE (FERR) stEE

TENHFREENE
Retail IRB Approach

Public sector entities (excluding sovereign foreign public Standardised (credit risk) Approach
sector entities)
TEREAE BAFERBER
Retail exposures Residential mortgages to individuals

ERARNETHRBER

Residential mortgages to property-holding shell companies

RERBREE
Qualifying revolving retail

HipEAZTE

Other retail to individuals

TEIE
Small business retail

P A4 - R (FERR) #EE

Equity exposures Standardised (credit risk) Approach
Hio A ReERB BHERRESTEE

Other exposures Cash items Specific Risk-weight Approach

HinlHE
Other items
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3. RBFAREEFEZTNEERR @)
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(A)  ABBTREGABR AR BT AR BB 1F

AREBEFANAIFRRGET —EMETRRES - D5l M
fERARRZ SR UENFE - REEMRITEAD - EHAF
RHEERRERANZBORR - RIEFRERERREZA—
BRORZERABRERENETERZAE -

AEBEAGHEIENBTHELE  RITMTEEBEAD
BAMEPD)  WRERATEANFRELEABETTER
e A HE 38 4018 55 R (LGD) FE 4V [ B A HE (EAD) »

REBE AN RRRREIA AR RELESFEETE
RAHERN AR - ENBEAEERA-—FHANZOR
% o ERAGERRIRREFENABFQRETHRLE
ERENAUNERANDIE - MR HEOSRFHEMN
AERBINEEE -

EREBEHGANRNBES  SHEEEBASHOPBE
S FEEER TXAR  BHEENEEEAT
AZFEETHE  LREARBEARARNETRLE
BHTRITESHNEENE DTS

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 risk-weighted assets
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.
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(A)  ABBTREGABR AR BT AR BB 1F
(#&)

CEMRITEBARTERZOMEMARN D RSEBEK AR
& BETEFEOEB AR BA Z26{EE & &R
ER2ARR - MRBEEEBIESIRE - EHEE D HERG
BOARIR B BUE B AR - 0 RAME FEE ) A& R AN {EEE 4
R Hl - HRTEAMAREEFEZEANNEGE - RE
BARE - REHFL  ERREENBHNIS R TEZELD
Bx - BORBAEMENBRREAN - DEBRESEAL
ERBEFNERAREERBER AEBBRTERAR
EE - HEAZERRAZENZE NERRARAENED
B - BHBREMENERFEERR —BHNEEEET
it - RIBSERESIRTE  MALENMRITHEERSH
FAIUREFR (RBEOBRXER) - BNBRKEHEE
KRR AASRE K TRHIER(EL) - RABEEREETTELT
ity °

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 (Cont’d)

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

(&)

BEARBFRIZEORRZEMINETRL BT

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:

AEER S
Rl EETR
Internal Standard &

Credit Poor’s
Grades | AHFRESR Definition of Internal Ratings Equivalent
1 EEARA TR [2] REBENELIRR The obligors in grades “1" and “2" have extremely low default risk. | AAA
2 EBARTEEEERNEENIETR o The obligor's capacity to meet its financial commitment on the |AA+
obligation is extremely strong. AA
AA-

3 BEBARR 3] XREEDER - BE—FRE LH |The obligors in grade “3" have low default risk but are somewhat | A+
ARERANTSRENE BRI E - BITEKAE | susceptible to the adverse effects of changes in circumstances and [

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

4 BRARA[4] REHEERELRR BBREDSE | The obligors in grade “4" have relatively low default risk and are | BBB+
RARE BRI IFEEEAIRER(YEM | currently under adequate protection. However, adverse economic oz
HISSHBITEBE TS 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 BHEABRA 5] RnFEELRE - B4 EMIZER | The obligors in grade “5" have medium default risk which are less | BB+
AEBABRD LB R - vulnerable to nonpayment than other speculative obligors. B
BEHEX  HETHETIESHAMER B &E | However, they face major ongoing uncertainties or exposure to | BB-
B2 A ERERABRENTRIAEITE |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 EBRALR 6] R TBZEREENEBRRASHE | The obligors in grade “6” have significant to very high default risk | B+
FEE - and are vulnerable to nonpayment. B
BRABMERBAN AL HETEESE - B4 |The obligors currently and in the near term have the capacity to meet | B-
HEL BB E RGBT ERENFA |its financial commitment on the obligation but adverse business,
BROTEBRE financial, or economic conditions will very likely impair the obligor's

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

7 EBRAER 7] R T EBENREREBAEERSHE | The obligors in grade “7" have very high default risk and are | CCC
BREESN  BBARDETEBEE  JUARNES | currently quite vulnerable to nonpayment. The obligors’ ability to [
BEMNES  BESEBEEIERS « —BELEMH | meet their financial commitment and obligation are dependent upon
ZERFE - ARAEEERITEREE - 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] RTETEL © Obligors rated "8" are in payment default. D
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(B)  ABFIEEERfHE
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: ERTEROEAAREERRZ SHFENRT - 0¥
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=

EtEEANEE R R
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AEEFAGEERREETE (REERTEMNRITERR
MBAIFER) E’M*EJ—L B &= R 14 AN 7T 45 [ B R R 1 R AR K

BERSGH  EfFEEARE  RTEEREEFEEEHH
BERNTAERSH  AEEYEFERENEMEEREBRA
HEEABBRIRBIFEAEEAEERREETA - A&

ETEERETARAIGEETEIAESNERFERRERT
A

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.

(C)  Process of managing and recognising credit
risk mitigation

For collateral 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
corporates
and securities firms with a lower risk weights than the

include the guarantees provided by banks,

counterparty. The Group takes into account the credit
risk mitigation effect of recognised collateral 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 collateral
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.



www.ncb.com.hk

#17% %% 4645 « NANYANG COMMERCIAL BANK 2015 ANNUAL REPORT i

REFXZ R Y IHFER

Unaudited Supplementary Financial Information

3. ANTREEFEEZTNEERR @
3.1 W%Bﬁn&%n)b&@@éﬁﬁi%ﬁﬁ (%gj)
(D)  AIBBFTRFAIEF R

AEBEOET T —ETENEHEE - UEAFRAER (B
REABRERBREERRRERTD AFEEERR) H95
B EREMER UL -

FEEHEZES
AR AR RS E

REFEETHEARERZESH
DENERETEEE -

#EPTA A

okt

ﬁ’ﬁﬁﬂ PRt RAREDSIE EBROEE  AEEEY THE
REEMT BRSO REHLET - BRABFRRZ
E%R FMEZRE - B2 BRI AR R AT
B EREMER B o WRBLEE (BERIRT) EEE
G NBIRERBEHBYNEHEHNTSEENEESEZ
AEBBEER - FARXZESENNEERBRENBRLT -
EEFABIREENMEHESENE S TR RUE - I
HERKREESEMNTEHETERRS -

ZEHAANTAEENRARELCBAESEESL - FRAF
EEHMEBIZNAKED - BBFRATRAZIRNOEENE
MEBEHBYINEBIMRINGENELARERE -

REAKEEERREE  BEHEAFEELSFETER -
EEBAZLEEEZHNERT  REASEEERRK
B AN AVEITRER °

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 from 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 low credit risk, the credit ratings can
be assigned and approved by 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.
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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 credit analyst to include
any other relevant credit information that has not yet been
captured by 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.

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
gualitative 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 limit.

(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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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
securitisation exposures (including the EAD of on-balance

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

2015
EELE ZERD
ERRH BRI ER AREE KERK
TREE Supervisory AEE BEHEE
HIEYS Slotting Retail Specific BERAE
FIRB Criteria IRB Risk-weight Total
Approach Approach Approach Approach exposures
BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
¥ Corporate 140,842,881 971,346 - - 141,814,227
1T Bank 98,528,118 - - - 98,528,118
TE Retail
EARZEZAR Residential mortgages to individuals and
FERBER property-holding shell companies - - 13,506,028 - 13,506,028
RERERTE Qualifying revolving retail - - - - -
HiEATE Other retail to individuals - - 8,892,267 - 8,892,267
TENpE Small business retail - - 1,890,509 - 1,890,509
Hith Others - - - 12,405,053 12,405,053
239,370,999 971,346 24,288,804 12,405,053 277,036,202
2014
EENE TENH
ERA ERFE TRER BERR
TREE Supervisory HE BEFEE
FEE Slotting Retail Specific BERAE
FIRB Criteria IRB Risk-weight Total
Approach Approach Approach Approach exposures
BETT BETT BETT BETT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
¥ Corporate 137,973,751 1,543,915 - - 139,517,666
BT Bank 103,072,641 - - - 103,072,641
ZTE Retail
EARZEZAR Residential mortgages to individuals and
FERBER property-holding shell companies - - 11,742,017 - 11,742,017
FERERTE Qualifying revolving retail - - - - -
HiEATE Other retail to individuals - - 8,032,884 = 8,032,884
TEN\pE Small business retail = = 2,160,707 = 2,160,707
Hith Others - - - 10,188,547 10,188,547
241,046,392 1,543,915 21,935,608 10,188,547 274,714,462
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MEENRRAE (BREETDRERFEETHNEMERE
&)

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).

2015 2014
BET T BT T

HK$’000 HK$'000

S1oE 3 Corporate 141,814,227 139,517,666
R1T Bank 98,528,118 103,072,641
HAh Others 12,405,053 10,188,547
252,747,398 252,778,854

3 ERFEERREEBIARENEBREAR

(A)  ZRAEARE R RESE

TRIFAEERBERAMFREEFEET LR
(IRITE (BAR) KA 0918 E 1F B NRIR X B AT H AR R IE A
REE (Bt REMEERBERAXEERABRINGAF
HAEENTE)  WERBRABRT TREZFMERIH R
PTTETERH -

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.

2015 2014
BT T BT T

HK$'000 HK$'000

o Corporate 26,051,399 29,599,424
R1T Bank 6,931 3,254
26,058,330 29,602,678
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3. RBFAREEFEZTNEERR @)
34 EESAREBIARENEREE (9
(B)  ERUAERRELBBASE

TRIRAEBERIR (RITE (BA) RA) 0HE MF IR
BRXAVERRENRRAE (Bt MEAEERBERAR

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

BEABBRIRUFBAEELNTE) - WERRRAEL T netting) which are covered by recognised guarantees after
PREEHFRERGRITETREEGH - the application of haircuts required under the Banking
(Capital) Rules. These exposures exclude securities financing

transactions and derivative contracts.
2015 2014
BT BT T
HK$'000 HK$'000
P Corporate 29,319,782 29,330,207
R1T Bank 6,031,455 7,893,668
35,351,237 37,223,875

3.5 AEBPREE AT LR RATABERY
AR

TRINRANEER12A31BEEHASHHERFENEF
B R EEFMRERRAEMEFE DB ER 2 £ RIBITRE
49 B HE o

IATS 1 2 R R 1T 2 B KO R B AR HE I 38 0T R B 5t AR AT R
- RAFEAERRARRNTE - MAKEIL EEMR
AfEETETREHR -

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
229.
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3. ABTREEAEZEZTHNEERRE 9

3.5 REBFREEFEETLERRTEBAED
B 5 AL (48)

(A) EEEREFRE (TERERAEEDBERFELINE

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

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

Corporate exposures (other than specialised

FIMEREE) lending under supervisory slotting criteria
approach)
2015
| B 7 HfE hn A
FHREGEE | B 7 HE N AE
Exposure- FIFEHBE
BB RBRIE weighted Exposure-
Exposure average weighted
ARSI Internal Credit Grades at default risk-weight average PD
BT T
HK$’'000 % %
FOSEl Grade 1 - 0.00 0.00
H B2 Grade 2 295,203 18.44 0.03
H A3 Grade 3 14,642,595 26.12 0.07
Fpl4 Grade 4 40,599,750 44.25 0.25
A 7ll5 Grade 5 72,146,362 77.07 1.09
&rl6 Grade 6 12,487,428 105.51 4.95
&7 Grade 7 82,519 194.25 28.48
MRN8 EH Grade 8/Default 589,024 95.56 100.00
140,842,881
2014
[ Bz 74 A
15 [ P e B2 JEEL g2 7R A& ke
Exposure- PR OB E
E AR weighted Exposure-
Exposure average weighted
A EEARR Internal Credit Grades at default risk-weight average PD
BT
HK$'000 % %
&A1 Grade 1 - 0.00 0.00
W ml2 Grade 2 308,114 23.37 0.04
Hpl3 Grade 3 18,733,272 23.45 0.07
Frl4 Grade 4 34,181,018 40.24 0.24
A5 Grade 5 67,814,411 72.43 1.14
&rl6 Grade 6 15,926,506 121.46 5.18
&7 Grade 7 67,764 171.14 20.40
MRN8 EH Grade 8/Default 942,666 62.15 100.00

137,973,751
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3. CREDIT RISK UNDER THE INTERNAL
RATINGS-BASED APPROACH (Cont'd)

3.5 Risk assessment for corporate and bank

BB T () exposures under IRB approach (Cont'd)
(B) FEEREARE (RAEESEERFTE AN BT (B)  Corporate exposures (specialised lending under
EE) supervisory slotting criteria approach)
2015 2014
B B R TR\ B 7 HE e
FHRBES P REpEE
Exposure- Exposure-
ERH R ARE weighted & 49[E f A& weighted
Exposure average Exposure average
EETFARAR Supervisory Rating Grades at default risk-weight at default risk-weight
BT BT T
HK$'000 % HK$'000 %
= Strong 443,946 60.96 505,694 60.17
B Good 527,400 88.30 312,252 86.96
= A] Satisfactory - 0.00 725,969 115.00
ES Weak - 0.00 - 0.00
BY Default - 0.00 - 0.00
971,346 1,543,915

EMMHEEENEEFAENKARBEDRE (RITXE (B

) B FE158IKRI R EMETE °

Q)  RiTEBEEAE

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

(C) Bank exposures

2015
[ B 7 HfE hn A
FHEGREE | B 7 HE hn A
Exposure- TG EHBE
EHBERBRIE weighted Exposure-
Exposure average weighted
A= E AR Internal Credit Grades at default risk-weight average PD
BET T
HK$’000 % %
FSIN Grade 1 - 0.00 0.00
A2 Grade 2 14,541,766 22.47 0.04
H 503 Grade 3 48,928,810 28.33 0.06
Frla Grade 4 31,425,420 55.79 0.23
55 Grade 5 3,632,122 73.09 0.79
Frl6 Grade 6 - 0.00 0.00
H A7 Grade 7 - 0.00 0.00
& RI8, EH Grade 8/Default - 0.00 0.00

98,528,118
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3. ABTREEAEZEZTHNEERRE 9 3.

3.5 REBFREEFEETLERRTEBAED 3.5
B 5 AL (48)

Q)  RiTEEEEE (&)

CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Cont'd)

Risk assessment for corporate and bank

exposures under IRB approach (Cont'd)

(C) Bank exposures (Cont’d)

2014
[\ B 7 HE hn e
15 [ P e B8 [ B £ HE AN
Exposure-  FIELMEE
E A weighted Exposure-
Exposure average weighted
A EB = E AR Internal Credit Grades at default risk-weight average PD
BT T
HK$'000 % %
FOSEl Grade 1 - 0.00 0.00
& R2 Grade 2 9,809,605 22.95 0.04
& R3 Grade 3 49,085,042 31.00 0.07
& R4 Grade 4 38,122,386 58.62 0.24
HHN5 Grade 5 6,055,608 75.57 0.75
#hl6 Grade 6 - 0.00 0.00
FRN7 Grade 7 - 0.00 0.00
WA, EL Grade 8/Default - 0.00 0.00
103,072,641
3.6 AWHAREBEEHEZTZERMEENRR 3.6 Risk assessment for retail exposures
Bar under IRB approach
T&RINTRI12A3TBIRFEHIEXRB S LA ZE R B 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 2015 2014
BT BT T
HK$'000 HK$'000
=5ZE1% Up to 1% 13,474,453 11,697,637
>1% >1% 29,401 36,464
) Default 2,174 7,916
13,506,028 11,742,017
CERBEREE Qualifying revolving retail 2015 2014
BT T BT T
HK$’'000 HK$'000

=ZE10%
>10%
EH

Up to 10%
>10%
Default
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3. ABTREEAEZEZTHNEERRE 9

3.6 RHBFREEFEZEZTZRERBEAENRR

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

3.6 Risk assessment for retail exposures

wTAd () under IRB approach (Cont'd)

HiEAZE Other retail to individuals 2015 2014
BET T BET T

HK$'000 HK$'000

="%E2% Up to 2% 8,665,952 7,919,599
>2% >2% 220,943 110,794
EH Default 5,372 2,491
8,892,267 8,032,884

TEME Small business retail 2015 2014
BETT BT T

HK$'000 HK$'000

B5E1% Up to 1% 1,823,740 2,078,789
>1% >1% 23,344 46,372
EH Default 43,425 35,546
1,890,509 2,160,707

3.7 ERBEARGEENIN
TRERBAZERRNIITEREX - BERBRERFARE
AP AREEST BOE T & (B B B AR R B BR B RO 3 B (B 453
5 R AR R R EE )

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.

2015 2014

BT T BT

HK$’'000 HK$'000

1 Corporate 761,668 811,457

#R1T Bank - _
BARZEZRRBEERBER Residential mortgages to individuals and

property-holding shell companies - 3,653

EERBBRTE Qualifying revolving retail - =

HEMEAASE Other retail to individuals 829 5,750

TENE Small business retail 16,365 4,056

778,862 824,916

CEREEFORERERRD - TBR2015F2HERKES
BERREERSERD

Decrease in the loan impairment charge of corporate
exposures was mainly due to the decrease in the amount of
new classified or impaired loans in 2015.
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3. ABTREEAEZEZTHNEERRE 9 3.

CREDIT RISK UNDER THE INTERNAL

RATINGS-BASED APPROACH (Cont'd)

3.7 BEREBARGBEEND N (B) 3.7 Analysis of actual loss and estimates
(Cont'd)
TRIZREBFARERRVIRIBEHELR - THEHEBEXREEB AR The table below shows the expected loss broken down by
B RAR R IER —F HA AT g2 R 4 3| B st R K - 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.
2014%F 20134
12A31H 12A31H
SEEECES SELIEEES
Expected loss Expected loss
at 31 December at 31 December
2014 2013
BT T BETT
HK$’'000 HK$'000
F Corporate 999,302 1,226,201
SR1T Bank 58,265 76,415
BARZEZRRBEERBER Residential mortgages to individuals and
property-holding shell companies 5,018 5,384
EERBREE Quialifying revolving retail - -
HibEAAZTE Other retail to individuals 45,257 41,431
TE/NPE Small business retail 29,691 20,068
1,137,533 1,369,499
TRESHEENER B XRAGEEORERNELL o The tables below set out the actual default rate compared
against the estimated PD of the respective portfolio.
20155 @ 2014%12H31H
BRENE BEEOME
Actual default  Estimated PD
rate during at 31 December
2015 2014
% %
1 Corporate 1.68 1.90
RT Bank - 0.25
BARZERDRFERBER Residential mortgages to individuals and
property-holding shell companies 0.02 0.52
EERBBREE Quialifying revolving retail - _
Hi[AAZTE Other retail to individuals 0.17 0.77
ZE P bE Small business retail 1.14 1.31
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3. AMAREEFEEZTHEERR @)

3.7 ERBEARMGEENIN (B)

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

3.7 Analysis of actual loss and estimates

(Cont'd)

201448 20134
BRRELHX 12A31RH
Actual HEELBL X
default Estimated PD
rate during at 31 December
2014 2013
% %
o Corporate 1.12 2.01
R1T Bank - 0.26

EARZEFZRARFERBER Residential mortgages to individuals and
property-holding shell companies 0.04 0.57
EERRBRES Qualifying revolving retail - -
HibEAAZTE Other retail to individuals 0.10 0.79
TE/NPE Small business retail 0.96 1.42

EHEANERBRRATRNDEETEREMGE - U
BHEBMEEREMSER - &t*%‘WﬁETﬂEtbﬁ

HERHEZRENY BRI NERNERER - BHRBKRAE
EEREAHERAREEBAZNNEELERL  YEZE
B e RER R ELCBIE S BRI EERBRATERRH
WEEREERAR  MERBREENFEARESHER
R AE B R A S B R B RT3 AR -

ERENETNEREREARONEBABE (HEERARE)
HERFPH A (RERBALRE) ﬁﬁ”‘ﬁﬂﬁifﬁiﬁ%—ﬂ%«“

B E BT R 4 R E - TR A TR — E HR A
TAHIR AR -

FHit - ARREERELBEIE IR FRM ETRE - XF
B ((HERE]) BERRZOXATETANEFBRNGE
BB -

BEERRNGEEOBERBERENRRT

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 PD
is an estimate of the long run average default rate over
an economic cycle and is the estimated one-year forward-
looking PD from the date of rating assignment.

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

The estimated PD is more conservative than the actual
default rate for all asset classes.
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4. FRE (FERR) FEETNEERR

4.1 HSHEEETEEB(ECANTAR B E A

AEBRABTE (FERR) SHEALAINPE AT R AK
B BRELSEREURSHRREAERAMFRELESE
EZ B EERBAEEARIATEES B BBREAENE
EERES

}

—BLER
— 2B RET

AEBZCRITE (BAR) RAD B4BD R ENH BIZE -
£ ASNEME B R IR 31T AR AR ISR T AR A LR o I -
AEERANIIBEEFHRBRESRELR  BANE
=,

4.2 FERKMERE

HRRABE (EERR) sTEENEERBRARE - JFaH
R AN T 2R ERRBLBRESER  BXEFR
PR o bbSh - BB E A] 1R A8 HAME B R R A JE /O 3R AT 4K
m o AEBURB AR mBEIER S (R1T7%E (BEAR) R 81) &
REATEEERAREBUENER - REE (FEAR)
SAEEFEEERBAEEARZRE  RAUERARERR
REERXSUFENENER QLB ZEBRRT
HEWAREAERAIFREEFEEERBAEEERN
MIRTT R ABINBE B ERBET AFRNEE - LI
NRAFEAENEERREECRAEAUNEEFREH
MEONITETARS -

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

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

The Group adopts STC approach based on external credit
rating to determine the risk weight of the small residual
credit exposures that was approved by the 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 collateral 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 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.
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4. BE (FERR) FTEETNEERR 4. CREDIT RISK UNDER THE
(%) STANDARDISED (CREDIT RISK)
APPROACH (cont'd)
43 KREFCERHRBEAENMEE (FERR) FtE 4.3 Credit risk exposures other than
ETHEERBAE securitisation exposures under the
standardised (credit risk) approach
2015
ATERR ATER
FERRERALE BRmENE BERD BEHD
Exposures after CRM* Risk-weighted amount Total Total
BREE exposures  exposures
L] covered by covered by
Total £ TEIR TR TEFSR  recognised  recognised
exposures Rated Unrated Rated Unrated collateral ~ guarantees
BT BT BETR BT BETR BETRL BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BERRRAREASE On-balance sheet exposures
BREE Sovereigns 34,997,144 35,070,486 - 571,753 - - -
NEEN Public sector entities 1,648,325 1,578,161 - 137,507 - - 73,342
LRERET Multilateral development banks 1,500,101 1,500,101 - - - - -
iich] Banks 159,679 159,679 - 32,873 - - -
FHLA Securities firms - - - - - - -
% Corporates 7,200,215 - 7,181,808 - 7,181,808 18,407 -
ReRR Cash items 4 - 442 - - - -
EETE Regulatory retail 2,117,320 - 2,036,780 - 1,521,585 80,540 -
FERBER Residential mortgage loans 12,166,871 - 12,163,694 - 6,081,847 - 3177
TERHNEERAE Other exposures which are not past due 396,777 - 278,248 - 287,398 118,529 -
BEERAE Past due exposures 84,207 - 84,207 - 109,117 34,387 -
EERRBRMERAESBE  Total on-balance sheet exposures 60,271,081 38308427 21,745,179 742,133 15,187,755 251,863 76,519
EERERNERAR Off-balance sheet exposures
REFHAR S RITE Off-halance sheet exposures other
IEENIMIEE than securities financing
BRERINE A transactions and derivative contracts 472,850 99,480 373370 19,896 339,192 - 3,669
EHRARIR Securities financing transactions and
TETAAN derivative contracts 16,506 - 16,506 - 13,371 - -
EEABBRIMNERAEESE  Total off-halance sheet exposures 489,356 99,480 389,876 19,896 352,563 - 3,669
FEHIBRIERARESE  Total non-securitisation exposures 60,760,437 38,407,907 22,135,055 762,029 15,540,318 251,863 80,188

1 250% ﬁﬁiﬁ@

Exposures that are risk-weighted
at 1,250%
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4. BE (FEARR) tEETNEERR 4. CREDIT RISK UNDER THE
(&) STANDARDISED (CREDIT RISK)
APPROACH (cont'd)
43 KBREFCEHRBEAENMEE (FERR) FHE 4.3 Credit risk exposures other than
ETHEERBAE (8) securitisation exposures under the
standardised (credit risk) approach (Cont'd)
2014
EERR AEAR AEER
ERRE BB MEE BEHH S
Exposures after CRM* Risk-weighted amount Total Total
ER&E exposures exposures
&% covered by covered by
Total TR TETH TR TEFE  recognised  recognised
exposures Rated Unrated Rated Unrated collateral  guarantees
BT BT BBTT BT BT BT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EEABRNERAE On-balance sheet exposures
EHhEE Sovereigns 32454627 32,481,294 = 136,437 = = =
NEE Public sector entities 419,432 395,107 = 27,978 = = 26,667
HEEERT Multilateral development banks 330,293 330,293 - - - = =
T Banks 6,267,904 161,088 6,106,816 33,183 1,258,144 - -
BHLT Securities firms = = = = - - -
F Corporates 8,048,718 - 7,985,809 - 7,985,809 62,909 -
BEHEA Cash items 264 = 264 = = = -
EETE Regulatory retail 2,381,688 = 2,334,894 = 1,751,171 46,794 -
AERIEER Residential mortgage loans 11,197,935 - 11,195,593 - 5,597,797 - 2,342
TERBNEmERAE Other exposures which are not past due 602,837 - 444,236 - 561,191 158,601 -
BHERAE Past due exposures 67,216 - 67,216 - 94,353 12,943 -
EEBERAEREAELE  Total on-balance sheet exposures 61,770,914 33,367,782 28,134,828 197598 17,248,465 281,247 29,009
BEBERINERAR Off-balance sheet exposures
BRESRERSRITE Off-balance sheet exposures other
TARIIMIEE than securities financing
BERINERAR transactions and derivative contracts 366,704 25,570 341,134 5,114 314,349 - 4,759
EFRERIR Securities financing transactions and
ITETEAN derivative contracts 9,781 - 9,781 - 7,714 - =
EEBERNERAESE  Total off-balance sheet exposures 376,485 25,570 350,915 5,114 322,063 - 4,759
FESERIRREAELE  Total non-securitisation exposures 62,147399 33393352 28,485,743 202,712 17,570,528 281,247 33,768
1,250% R EEH) Exposures that are risk-weighted
et at 1,250% -
* DA EERBEESS GRITE (BA) B TTEHER R IEML o * Recognised credit risk mitigation satisfying the requirements and

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

AEEEXSELBRITETREMTETRGNEESRER
HGXRXGHUFEERBRNRERERER - BYBRRMTL
it —% - AEEBEE - REEEREFREXZHF2E
ERENEHTET AR SHEEMEERR - REEEEIN
THIERXSERRIBTHR T EIINERX S BRNGERR - A&
B ARTRE R A B ER AR AERE TS S E
AR B AE o AR B IR B B ) A0 K% By b 28 B B 2 A AAT 471
SN FBERBN ©

RHHUFEERBRAENEESEREREARRKREER
RRETMRE » B AT - AEBRARITRARAET A ER
MEESERE  SRRITARAENBLERRAE - B
REZHTFEORBRERERZERABTREEAEL F
£ (FERR) SHEEHE - B2 AEERBBEEEER
ERBTE  AEHAERSEFEERMERRBREARER -

AEEDABFBER S T 2 BEEE 75
R R EIRFE o

EEENRA

AEERBEXZHFHNEOBXRABEHGETREEE
DEBE - EETBREREA-RHEERERAEER B
RIBFBUHRELEN R EEZRETEEREER -

EHERARR (RZEFHNRORERBRSHEFDNEER
RERAEZEABERNRR) HERRERE - R ETA
RIS ERARERNR S - WHEREEIEEBEN
AFHBRNEE - REARROIZHF

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 of
counterparties 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 units.

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 (credit risk) 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. XRZBFEERMRMERBEEAE @ 5. COUNTERPARTY CREDIT RISK-

RELATED EXPOSURES (Cont'd)

51 RABFREEFELITNRZUFEERREE 5.1 Counterparty credit risk exposures under

the internal ratings-based approach

TREMARNEERABRITRARFAET AT EEEFETES The following table summarises the Group' s exposures to
MERSGRITETESGOMEENRBAYE  WELEEER counterparty credit risk arising from securities financing

B m R R A E hE

TE o transactions and derivative contracts calculated using the

Current Exposure Method. There is no effect of valid cross-
product netting agreements on these exposures.

2015 2014
BERERS BERMER S
Securities FTETREEHN Securities $TETEEHX
financing Derivative financing Derivative
transactions contracts  transactions contracts
BET T BET T BT BT
HK$’'000 HK$'000 HK$'000 HK$'000
@IFENFE Gross total positive fair value 373,984 86,822
DA ME R HEAE  Default risk exposures after
RN ETEERN the effect of valid bilateral
2B AR ) R netting agreements
HEIE 2,384,183 686,116 2,763,929 418,634
o RAE RS Less: Value of recognised collateral
— &% — Debt securities (339,774) - - _
— Hftb — Others (472,002) - (2,061,803) -
BB R FRELALE  Default risk exposures after
RN ETEEA the effect of valid bilateral
2 AR B YRR netting agreements net of
A G 18 R e R recognised collateral 1,572,407 686,116 702,126 418,634
R ZEFLERI DB 2 Default risk exposures
1 AR 1Y [ B A by counterparty type
T Corporate - 70,209 - 102,812
RIT Bank 2,384,183 615,907 2,763,929 315,822
2,384,183 686,116 2,763,929 418,634
XS FERAID E 2 Risk-weighted amounts
[R\ B ANAE SRR by counterparty type
T Corporate - 63,226 - 111,619
RIT Bank 683,839 184,081 291,016 101,312
683,839 247,307 291,016 212,931

REGEERENRAE
ETETAAAOM
BEREFE

Notional amounts of recognised
credit derivative contracts that
provide credit protection - - - -
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5. XEYUFEERBMEBERE @

52 BXE (FEAR)FEEZTHRZHFEFERR

5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Cont'd)

5.2 Counterparty credit risk exposures under

iR the standardised (credit risk) approach
TREMASEERARITRBRFAET AT E RS FETITE The following table summarises the Group' s exposures to
TAAHNFEENRBREE  WEESEENBEDTFELEE counterparty credit risk arising from derivative contracts
HHENE o calculated using the Current Exposure Method. There is no
effect of valid cross-product netting agreements on these
exposures.
2015 2014
BHEEMERS BERMERS
Securities FTETREEHN Securities $TET A&
financing Derivative financing Derivative
transactions contracts  transactions contracts
BET T BET T BT BT
HK$'000 HK$’'000 HK$'000 HK$'000
@IFENFE Gross total positive fair value 322,282 352,250
DA MEIZ FEELEE  Default risk exposures after
WHENFESFEAEA  the effect of valid bilateral
Z B AR ) R netting agreements
Y - 16,506 = 9,781
R RAE RS Less: Value of recognised collateral
—E% — Debt securities - - - _
— HAh - Others - - _ _
B AN E R FEEEALE  Default risk exposures after
RN ETEEA the effect of valid bilateral
2 AR B R netting agreements net of
A G 18 R P R R recognised collateral - 16,506 - 9,781
AR SUFHERIDHE 2 Default risk exposures
EHRBRAEKEIE by counterparty type
ELES Sovereigns - - - -
NEBRL Public sector entities - - - -
a3 Corporates - 3,948 - 1,488
EEETE Regulatory retail - 12,542 = 8,265
BB H AL Other exposures which are not
[ Bk 7 past due - 16 _ 28
280 EA B 7 1 Past due exposures - - _ _
- 16,506 = 9,781
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5. RSB FEERBEREAE &

52 BXE (FEAR)FEEZTHRZHFEFERR

5. COUNTERPARTY CREDIT RISK-
RELATED EXPOSURES (Cont'd)

5.2 Counterparty credit risk exposures under

A (&) the standardised (credit risk) approach
(Cont'd)
2015 2014
BHEMERS BARRMER S
Securities fTETAEH Securities $TETAEH
financing Derivative financing Derivative
transactions contracts  transactions contracts
BT T BT T BT BT T
HK$'000 HK$'000 HK$'000 HK$'000
ARS8 FFERIHDFE 2 Risk-weighted amounts
2\ B2 hn 4 BsE by counterparty type
BHERE Sovereigns - - _ _
NEEAL Public sector entities - - - -
1 Corporates - 3,948 = 1,488
LG Regulatory retail - 9,407 - 6,198
BB R H A Other exposures which are not
R B I past due - 16 = 28
780 HR 3 P 2 Past due exposures - - - -
- 13,371 - 7,714

REEERENRARE
EMETAGHH
HEBE

Notional amounts of recognised
credit derivative contracts that
provide credit protection

6. EEFJFFIL
KREBEA—RREHE - R2015F 12831 T ELER
b (20144 : ) -

6. ASSETS SECURITISATION

There was no assets securitisation for which the Group is
an investing institution at 31 December 2015 (2014: Nil).



www.ncb.com.hk

#17% %% 4645 « NANYANG COMMERCIAL BANK 2015 ANNUAL REPORT i

7. WHEEREARER

REFXZ R Y IHFER

Unaudited Supplementary Financial Information

7. CAPITAL CHARGE FOR MARKET

RISK
2015 2014
BT BT T
HK$'000 HK$'000
A (Ms5ER) StEET Under the standardised (market risk) approach
HNEE R\ B dE (FFE) Foreign exchange exposures (net) - -
) 2 [ P A A Interest rate exposures
— EE AL IR R R E — Non-securitisation exposure - -
72 com [0 P 7 Commodity exposures - -
P e [ P i Equity exposures - -
EAEAGTEET Under the internal models approach
SN 2 M) 2= ) — AR [ B General foreign exchange and interest
AR rate exposures 48,993 45,648
MZREREARERK Capital charge for market risk 48,993 45,648

BEE QONMERITE (BAR) (BFT) RAD > mBRAKREE

Market risk regulatory capital charge is calculated under the

BARBRFEEMEXERREEANER - TRIEAKE
AAERAG EAFE—RM SRR ENABRAGFTEE
RBRERZBRRE -

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.

»12R 25 2F 2F
318 RREE R EE THEE
Fip At31  Minimum for  Maximum for Average
Year December the year the year  for the year
BT BB T BETT BT
HK$'000 HK$'000 HK$'000 HK$'000
HNE R AR E B 2 A EPHES,  IMM VAR for foreign exchange and 2015 2,657 1,686 4,080 2,613
FHEERR(E interest rate risk 2014 1,868 1,868 4,120 3,064
IMERRR 2 BB E N A E IMM VAR for foreign exchange risk 2015 2,644 1,299 4,355 2,608
EERE 2014 1,597 1,597 4,156 3,094
M=ERz AEERE IMM VAR for interest rate risk 2015 370 89 810 353
ERR(E 2014 765 652 2,554 1,956
INE B2 F R B 2 X B Stressed VAR for foreign exchange and 2015 15,020 4,740 32,445 16,227
R E interest rate risk 2014 8,825 7,683 33,097 16,191
SN B\t 2 X B B Stressed VAR for foreign exchange risk 2015 7,101 1,924 8,600 6,734
2014 1,957 1,957 8,098 7,193
FMERRz XBERRE Stressed VAR for interest rate risk 2015 11,201 1,897 27,852 11,653
2014 8,273 3,532 31,258 14,119

B Note:
1. TISEREEERNABEA G EERRERZBRMREF A T99% 1. IMM VAR and stressed VAR measures used for market risk regulatory

BREKFRI0ORFEHRGE - RERARERAERBRERIERD
5 MAEBHAAEERE 128 A BN TR T &Y L 15 BIgRET
o

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. THERBEARER &) 7. CAPITAL CHARGE FOR MARKET
RISK (cont'd)

TEZRAEIER G EE TR AN S E MR R 2 E B R The graphs below show the regulatory back-testing result of

AR o the Group’s market risk under IMM approach.
S 5T 20155 &K B BRI
HKD’000 Daily Back Testing in 2015
7,000

6,000
5,000
4,000
3,000
2,000
1,000

0
-1,000

-2,000

-3,000

-4,000
12 123 2117 3/10 3/31  1/24 5/18 6/9 6/30 7/22 8/12 92  9/24 10/19 11/10 10/1  12/22

ST 5T 20144 G R E A
HKD'000 Daily Back Testing in 2014
16,000
15,000
14,000
13,000
12,000
11,000
10,000
9,000
8,000
7,000
6,000
5,000
4,000
3,000
2,000
1,000
0
-1,000
-2,000
-3,000

12 123 2117  3/10 3/31 4/23 5/16 6/9 6/30  7/22  8/12 9/2 9/24 1017 11/7 11728 12/19

2015FNEIEAHAERE TR  AEBE —XERXSHIELB There was 1 actual loss exceeding the VAR for the Group in
BREBRERABR (20145F : £) o 2015 as shown in the back-testing results (2014: Nil).
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8. BRFFEREAEX

8. CAPITAL CHARGE FOR
OPERATIONAL RISK

2015 2014

BT BT T

HK$'000 HK$'000

BRIERRERER Capital charge for operational risk 980,405 900,408

REBRARE (EBRERR) fHEAAHRERRER
Z3j o The Group uses the standardised (operational risk)
approach to calculate its operational risk capital charge.

9. SRITRAVREREREYE

R EMORABETZRBRENZ S BENTGEEA
B o RRAR KRR MEANREREREMER (21
BAREE) MFBENRESATRNDBEAR - BHFERE
MR E (TREYEELNR  AECEAMB A RINK
B) REA/AAHIBERS  INEERBERAN[2RRE]
SR ©

NG B R A B EE S R B 7 R R M 5E2.9(4) 2,12~ 2,130
2. 15HRZ T RE RGEH ARZIRITIRPERHTB QR
SNORRRE R SRR - HEAECE - P ERIIRR IS #RE
s 1 TARAFEFENSHIA] - BHEZEMNHERER
EMIRE - Wo|B—ERERERBHE N E GEBEN
MEAR  ZEREHEREAEENSTEREFTHEA
/EEo

HpER R AR R B s B RS 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 associates, joint venture or
subsidiaries, are classified as available-for-sale securities and
are reported in the balance sheet as “Financial investments”.

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:

2015 2014

BETT SR IT

HK$'000 HK$'000

HEEENESERRE Realised gains from sales 71,892 =
M TN SN R 2= P R Unrealised gains on revaluation recognised

ZAEBBE MRS in reserves but not through income statement 4,363 64,576
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