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Corporate Governance

The Group strives to achieve high standards of corporate governance
and has followed CG-1 “Corporate Governance of Locally
Incorporated Authorised Institutions” of the Supervisory Policy
Manual issued by the Hong Kong Monetary Authority during the
year.

BOARD OF DIRECTORS AND THE
MANAGEMENT

The Board is responsible for setting objectives and formulating long
term strategies as well as managing the Group’s overall business. It
comprises nine Directors with a variety of different experience and
professionalism. Among them, five are Executive Directors, while
the remaining four are Non-executive Directors. Of the four Non-
executive Directors, three are Independent Non-executive Directors
whose indispensable function is to provide independent scrutiny.
The Board meets regularly and four board meetings were held in the
year with attendance rate of 91.20% in the year. The Management,
led by the Chief Executive, is responsible for formulating and
implementing detailed programmes to effect the approved strategies
and policies, and providing detailed reports on the Group's
performance to the Board on a regular basis to enable the Board to
discharge its responsibilities effectively. The Board currently has set
up the following six committees to oversee the major areas of the
Group. Details of the committees are given below:
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EXECUTIVE COMMITTEE

Under the authority given by the Board, the Executive Committee
is responsible for the overall management of the Group, including
overall operation and essential executive management, in order to
facilitate the flow and effectiveness of the overall collaboration,
businesses and management of the Group. Its main duties include:

- management of the overall operation and business of the
Group;

- coordination and determination of all kinds of matters in
the collaboration between the Bank and its subsidiaries and
between the Group and its holding company;

- formulation of the Group’s development strategies
for the discussion and approval by the Strategy and
Development Committee, and monitoring the execution and
implementation of the Group’s development strategy after
the approval by the Board;

- proposal of the Group’s annual business and capital plans,
budgets and other strategic measures for the Board’s
approval and monitor the execution and implementation of
the aforesaid plans, budgets and strategies thereafter;

- establishment and maintenance of effective financial,
operational and management control systems for the Group's
business operation and development with full compliance
with relevant legal and regulatory requirements; and
discussion and approval of the Group’s systems and rules
of implementation in accordance with the policies of the
regulatory authority and the holding company;

- discussion and review of other policies which may have
material impact on the Group; and

- other than the duties as mentioned above, management,
discussion, approval, suggestion and monitoring of
other matters beyond the duties and authorities of other
committees under the Board, including information
technology management, human resource strategies,
building up corporate culture, etc.

During the year, the Executive Committee has convened 21
meetings. As at the end of the year, members of the Executive
Committee included Messrs. Chen Xiaozhou (Chairman), Fang
Hongguang, Wang Tong Sai, Sun Jiandong, Chan Sai Ming, Xiao
Wogen, Qu Helei, Cheng Zeyu and Luo Hanglu, of which Messrs.
Chen Xiaozhou, Fang Hongguang, Wang Tong Sai, Sun Jiandong and
Chan Sai Ming were executive directors of the Bank.
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STRATEGY AND DEVELOPMENT COMMITTEE

Strategy and Development Committee is responsible for the
consideration and suggestion of the medium and long term
development strategies of the Group. Its main duties include:

- preparation of the Bank’'s medium and long term strategies
for the Board's approval,

- examination, proposing, monitoring, review and update of
the Bank’s medium and long strategies and recommend the
Board on necessary adjustments of the strategies;

- examination of the formulation of the Bank’s medium and
long term strategies and ensure all the potential plans in a
certain selective scope have been adequately considered;

- monitoring the implementation of medium and long term
strategies in accordance with established standards and
provide directive guidance to the Senior Management on the
implementation;

- examination of material merge and acquisition plans
proposed by the Senior Management and advise the Board
on the plans; and

- giving advice to the Board on the Bank’s major investment,
capital expenditure and strategic commitment and
monitoring the implementation of the aforesaid.

During the year, the Strategy and Development Committee has
convened 3 meetings. As at the end of the year, members of the
Strategy and Development Committee included Messrs. Chen
Xiaozhou (Chairman), Fang Hongguang, Wang Tong Sai and Sun
Jiandong (appointed effective from 7 December 2017). All of them
were executive directors of the Bank.
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AUDIT COMMITTEE

The Committee assists the Board in fulfilling its oversight role over
the Group in the following areas:

- integrity of financial statements and the financial reporting
process;

- internal control system;
- performance of internal audit functions and internal auditors;

- appointment of external auditor and evaluation of external
auditor’s qualifications, independence and performance;

- periodic review and annual audit of the Group's financial
statements;

- compliance with applicable accounting standards and legal
and regulatory requirements on financial disclosures; and

- enhancement of the corporate governance framework.

During the year, the Audit Committee has convened 4 meetings.
As at the end of the year, the members of Audit Committee were
Messrs. Lau Hon Chuen (Chairman), Lan Hong Tsung David and
Liang Qiang. All were Non-executive Directors of the Bank. Among
them, Mr. Lau Hon Chuen and Mr. Lan Hong Tsung David were
Independent Non-executive Directors.
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RISK MANAGEMENT COMMITTEE

The Risk Management Committee assists the Board in performing
the duties in respect of the risk management of the Bank in the
following areas:

- formulation/review of the risk management framework and
risk management strategy of the Group;

- identification, assessment and management of material risks
faced by the Group;

- oversight, review and assessment of the adequacy and
effectiveness of the Group's risk management policies,
procedures, system framework, risk management systems,
infrastructure, resources and internal control;

- review and approval of high-level risk-related policies of the
Group and monitoring the implementation of the aforesaid,;
and

- examine the remuneration system should align with
the Group's risk culture and risk appetite from the risk
management point of view.

During the vyear, the Risk Management Committee has convened
4 meetings. As at the end of the year, the members of the Risk
Management Committee were Messrs. Liang Qiang (Chairman), Fang
Hongguang, Lau Hon Chuen and Lan Hong Tsung David. All were
Directors of the Bank. Among them, Mr. Lau Hon Chuen and Mr. Lan
Hong Tsung David were Independent Non-executive Directors.
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CONNECTED TRANSACTIONS COMMITTEE

The Connected Transaction Committee assists the Board in
performing the duties in respect of connected transaction of the
Bank in the following areas:

- Review and approve the Bank's connected transaction policy;

- Regularly receives connected transactions information and
fully understands the management of connected transactions
of the Bank and gives guidance; and

- In accordance with the provisions of laws and administrative
regulations and fair and equitable business principles, timely
approve the bank’s major connected transactions.

During the year, the Connected Transaction Committee has
convened 4 meetings. As at the end of the year, the members of the
Connected Transaction Committee were Messrs. Lan Hong Tsung
David (Chairman), Lau Hon Chuen and Chan Sai Ming. All were
Directors of the Bank. Among them, Mr. Lan Hong Tsung David and
Mr. Lau Hon Chuen were Independent Non-executive Directors.

NOMINATION AND REMUNERATION
COMMITTEE

The Nomination and Remuneration Committee comprises four
members, including one Non-executive Director, Mr. Liang Qiang,
and three Independent Non-executive Directors, namely Messrs.
Chang Hsin Kang, Lau Hon Chuen and Lan Hong Tsung David. It was
chaired by Mr. Lan Hong Tsung David. With effect from 8 June 2017,
Mr. Wu Songyun, a Non-executive Director of the Board, resigned
as the member of Nomination and Remuneration Committee.
The Independent Non-executive Directors represent 75% of the
Committee members.
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NOMINATION AND REMUNERATION
COMMITTEE (Cont'd)

The Nomination and Remuneration Committee assists the Board in
performing the duties in respect of the Group in, among others, the
following areas:

- human resources, remuneration strategy and incentive
framework of the Group;

- monitor the culture-related matters of the Group;

- selection and nomination of Directors, Board Committee
members and certain senior executives as designated by the
Board from time to time (defined as “Senior Management”);

- structure, size and composition of the board of directors and
committees shall be governed by the principle of diversity of
board members (including but not limited to gender, age,
cultural and educational background, ethnicity, geographical
location, professional experience, skills and knowledge etc.)
of the Board and Board Committees;

- remuneration of Directors, Board Committee members,
Senior Management and Key Personnel;

- effectiveness of the Board and Board Committees; and

- training and continuous professional development of
Directors and Senior Management.

Key tasks performed by the Nomination and Remuneration
Committee during 2017 included the approval, review and proposal
to the Board on the following according to the responsibilities and
authorities:

- formulation, review and amendment on major human
resources and remuneration policies, including the review
of the “Remuneration and Incentive Policy” and “Deferral
Variable Remuneration Policy” etc.;

- performance appraisal result of the Senior Management and
Key Personnel for year 2016;

- proposal on staff bonus for year 2016, salary adjustment for

year 2017 and special bonus of the Senior Management and
Key Personnel;
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NOMINATION AND REMUNERATION
COMMITTEE (Cont'd)

key performance indicators of the Senior Management and
Key Personnel for year 2017,

review of the Mandate, Working Rules and Standing Agenda
of the Nomination and Remuneration Committee;

review of Directors’ Independency Policy;
election of Directors for 2017,
Directors’ independency report for 2016;

self-evaluation report of the Board and Board Committees for
2016,

consideration of the matters relating to the adjustment and
appointment of the Directors of the Group;

consideration of the appointment and resignation of Key
Personnel.

There were two Nomination and Remuneration Committee meetings
held during 2017. The attendance rate of all the Directors was 90%.
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REMUNERATION AND INCENTIVE
MECHANISM

The Remuneration and Incentive Mechanism of the Group is based
on the principles of “effective motivation” and “sound remuneration
management”. It links remuneration with performance and risk
factors closely. It serves to encourage staff to enhance their
performance, and at the same time, to strengthen their awareness of
risk so as to achieve sound remuneration management.

The Remuneration and Incentive Policy of the Group is generally
in line with the broad principles set out in the HKMA’s “Guideline
on a Sound Remuneration System” and applicable to Nanyang
Commercial Bank Limited and all of its subsidiaries.

o "Senior Management” and “Key Personnel”

The following groups of employees have been identified as the
"Senior Management” and “Key Personnel” as defined in the

1o

HKMA's “Guideline on a Sound Remuneration System”:

o “Senior Management”: The senior executives directly
managed by the Board who are responsible for oversight of
the firm-wide strategy or material business lines, including
Managing Director, Chief Executive, Deputy Chief Executives,
Executive Committee Members, Heads of Executive
Committee Working Group, Chief Strategy Officer, Chief
Financial Officer, Chief Risk Officer, Chief Technology Officer,
Board Secretary, Head of Audit Department and other
particular personnel.

o “Key Personnel”

activities involve the assumption of material risk which may

have significant impact on risk exposure, or whose individual
responsibilities are directly and materially linked to the risk
management, or those who have direct influence to the
profit, including heads of material business lines, heads of

: The employees whose individual business

major subsidiaries, Head of Treasury, as well as Head of Risk
Management Department.
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REMUNERATION AND INCENTIVE
MECHANISM (cCont'd)

° Determination of the Remuneration Policy

To fulfill the above-mentioned principles and to facilitate effective
risk management within the framework of the Remuneration Policy
of the Group, Human Resources Division is responsible for proposing
the Remuneration Policy of the Group and will seek consultation
of the risk control units including risk management, financial
management and compliance if necessary, in order to balance the
needs for staff motivations, sound remuneration and prudent risk
management. The proposed Remuneration Policy will be submitted
to the Nomination and Remuneration Committee for review and
thereafter to the Board of Directors for approval. The Nomination
and Remuneration Committee and the Board of Directors will seek
opinions from other Board Committees (e.g. Risk Management
Committee, Audit Committee, etc.) where they consider necessary.

o Key Features of the Remuneration and Incentive
Mechanism
1. Performance Management Mechanism

The Group has put in place a performance management mechanism
to formalise the performance management at the levels of the
Group, units and individuals. The annual targets of the Group will
be cascaded down under the framework of balanced scorecard
whereby the performance of the Senior Management and different
units (including business units, risk control units and other units)
would be assessed from the perspectives of financial, customer,
building blocks/key tasks, human capital, risk management and
compliance. For individual staff at different levels, annual targets
of the Group will be tied to their job requirements through the
performance management mechanism. Performance of individuals
will be appraised on their achievement against targets, their
contribution towards performance of their units and fulfilment of
risk management duties and compliance, etc. Not only is target
accomplishment taken into account, but the risk exposure involved
during the course of work could also be evaluated and managed,
ensuring security and normal operation of the Group.
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REMUNERATION AND INCENTIVE
MECHANISM (cCont'd)

o Key Features of the Remuneration and Incentive
Mechanism (Cont'd)

2. Risk Adjustment of Remuneration

To put the principle of aligning performance and remuneration
with risk into practice, based on the risk adjustment method of the
Group, the key risk modifiers of the bank have been incorporated
into the performance management mechanism of the Group. Risk
adjustment focuses on major issues such as risk compliance, internal
control audit, risk management, liability and liquidity management.
The size of the variable remuneration pool of the Bank is calculated
according to the risk adjusted performance results approved by the
Board and is subject to its discretion. This method ensures the Bank
to fix the Bank’s variable remuneration pool after considering risk
exposures and changes and to maintain effective risk management
through the remuneration mechanism.

3. Performance-based and Risk-adjusted Remuneration
Management

The remuneration of staff is composed of “fixed remuneration”
and “variable remuneration”
other for individual staff members depends on job grades, roles,
responsibilities and functions of the staff with the prerequisite that
balance has to be struck between the fixed and variable portion.
Generally speaking, the higher the job grades and/or the greater
the responsibilities, the higher will be the proportion of variable

. The proportion of one to the

remuneration so as to encourage the staff to follow the philosophy
of prudent risk management and sound long-term financial stability.

Every year, the Group will conduct periodic review on the fixed
remuneration of the staff with reference to various factors like
remuneration strategy, market pay trend and staff salary level,
and will determine the remuneration based on the affordability
of the Group as well as the performance of the Group, units and
individuals. As mentioned above, performance assessment criteria
include quantitative and qualitative factors, as well as financial and
non-financial indicators.
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REMUNERATION AND INCENTIVE
MECHANISM (cCont'd)

o Key Features of the Remuneration and Incentive
Mechanism (Cont'd)

3. Performance-based and Risk-adjusted Remuneration

Management (Cont’d)

According to the Bank Bonus Funding Policy, the size of the variable
remuneration pool of the Bank is determined by the Board on the
basis of the financial performance of the Bank and the achievement
of non-financial strategic business targets under the long-term
development of the Bank. Thorough consideration is also made to
the risk factors in the determination process. The size of the pool is
reached based on pre-defined formulaic calculations but the Board
can make discretionary adjustment to it if deemed appropriate
under prevailing circumstances. When the Bank’s performance is
relatively weak (e.g. failed to meet the threshold performance level),
no variable remuneration will be paid out that year in principle.
However, the Board reserves the rights to exercise its discretion.

As far as individual units and individual staff are concerned,
allocation of the variable remuneration is closely linked to the
performance of the units, and that of each individual staff as well
as the unit he/she is attaching to, and the assessment of which
should include risk modifiers. The performance and remuneration
arrangement of risk control personnel are determined by the
achievement of their core job responsibilities, independent from
the business they oversee; for front-line risk controllers, a cross-
departmental reporting and performance management system is
applied to ensure the suitability of performance-based remuneration.
Within the acceptable risk level of the Group, the better the
performance of the unit and the individual staff, the higher will be
the variable remuneration for the individual staff.
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REMUNERATION AND INCENTIVE
MECHANISM (cont'd)

o Key Features of the Remuneration and Incentive
Mechanism (Cont'd)

4. Linking the payout of the variable remuneration with
the time horizon of the risk to reflect the long-term
value creation of the Group

To work out the principle of aligning remuneration with the time
horizon of risk and to ensure that sufficient time is allowed to
ascertain the associated risk and its impact before the actual payout,
payout of the variable remuneration of staff is required to be
deferred in cash if such amount reaches certain prescribed threshold.
The higher amount of the variable remuneration received by the
staff, the higher will be the proportion of deferral. Deferral period
lasts for 3 years.

The vesting of the deferred variable remuneration is linked with
the long term value creation of the Group. The vesting conditions
are closely linked to the annual performance of the Group in the
next 3 years and the individual behaviour of the staff concerned.
When the Group's performance has met the threshold requirement,
the deferred variable remuneration would be vested following
the corresponding schedule. However, if a staff is found to have
committed fraud, or any financial or non-financial factors used in
performance measurement or variable pay determination are later
proven to have been manifestly worse than originally understood
in a particular year, or individual behaviour/management style pose
negative impacts to the business unit and even the Group, including
but not limited to improper or inadequate risk management, etc.,
the unvested portion of the deferred variable remuneration of the
relevant staff would be forfeited.

° Disclosure on remuneration

The Group has fully complied with the guideline in Part 3 of the
“Guideline on a Sound Remuneration System” issued by the HKMA
to disclosure information in relation to our remuneration and
incentive mechanism.
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