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Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net trading gain/(loss)

Net gain/(loss) on financial instruments at fair

value through profit or loss
Net gain on other financial assets
Other operating income

Net operating income before impairment

allowances

Net charge of impairment allowances

Net operating income
Operating expenses

Operating profit

Net gain from fair value adjustments on

investment properties
Net gain from disposal/revaluation of
properties, plant and equipment

Profit before taxation
Taxation

Profit for the period

Dividends

Condensed Consolidated Income Statement

CR&ERT) CREEEST)
(Unaudited) (Unaudited)
FELER FALEEE

2018 4 2017 &

6 H30H 6 H30H

Half-year ended Half-year ended
FaE 30 June 30 June
Notes 2018 2017
AT T BT T

HK$'000 HK$'000

6,416,892 4,925,618

(3,204,060) (2,112,244)
7 3,212,832 2,813,374
908,573 898,631

(39,813) (32,183)

8 868,760 866,448
9 106,882 (37,103)
277,486 (4,505)
10 75,628 55,258
11 11,301 10,354
4,552,889 3,703,826
12 (154,487) (494,777)
4,398,402 3,209,049
13 (1,552,746) (1,311,778)
2,845,656 1,897,271
14 11,480 9,220
15 4,072 115
2,861,208 1,906,606
16 (441,667) (358,076)
2,419,541 1,548,530
17 - -

The notes on pages 8 to 137 are an integral part of this interim financial information.
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Condensed Consolidated Statement of Comprehensive

Income
CGR&EFHE:D CR&HRT)
(Unaudited) (Unaudited)
ML R
2018 4£ 2017 4¢
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT ATT
HK$'000 HK$'000
Profit for the period 2,419,541 1,548,530
Items that will not be reclassified subsequently
to income statement:
Equity instruments at fair value through other
comprehensive income:
Change in fair value of equity instruments at
fair value through other comprehensive
income 306 -
Premises:
Revaluation of premises 240,356 251,865
Deferred tax (34,044) (36,518)
206,312 215,347
206,618 215,347
Items that may be reclassified subsequently to
income statement:
Debt instruments at fair value through other
comprehensive income:
Change in fair value of debt instruments at
fair value through other comprehensive
income 55,020 -
Changes in allowance for expected credit
losses 25,493 -
Release upon disposal of debt instruments
at fair value through other comprehensive
income reclassified to income statement (2,644) -
Amortisation with respect to debt
instruments at fair value through other
comprehensive income transferred to at
amortised cost reclassified to income
statement 5,237 -
Deferred tax (44,342) -
38,764 -
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Condensed Consolidated Statement of Comprehensive

Income (continued)

Available-for-sale securities:

Change in fair value of available-for-sale
securities

Release upon disposal of available-for-sale
securities reclassified to income statement

Amortisation with respect to
available-for-sale securities transferred to
held-to-maturity securities reclassified to
income statement

Deferred tax

Cash flow hedge:
Change in fair value of hedging instruments
Deferred tax

Change in fair value of hedging instruments
under net investment hedges
Currency translation difference

Other comprehensive income for the
period, net of tax

Total comprehensive income for the period

CR&E:T) REEEFT)
(Unaudited) (Unaud|ted)
FELER PEGERE

2018 4 2017 &

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT T BT
HK$'000 HK$'000
- 95,072

- (26,774)

- 3,230

- (2,875)

- 68,653

- 48,036

- (12,009)

- 36,027

58,124 -
(198,516) 364,648
(101,628) 469,328
104,990 684,675
2,524,531 2,233,205

The notes on pages 8 to 137 are an integral part of this interim financial information.
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Condensed Consolidated Balance Sheet

ASSETS

Cash and balances with banks and other
financial institutions

Placements with banks and other financial
institutions maturing between one and twelve
months

Financial assets at fair value through
profit or loss

Derivative financial instruments

Advances and other accounts

Financial investments

Investment properties

Properties, plant and equipment

Deferred tax assets

Other assets

Total assets

LIABILITIES

Deposits and balances from banks and other
financial institutions

Financial liabilities at fair value through
profit or loss

Derivative financial instruments

Deposits from customers

Debt securities and certificates of deposit in
issue

Other accounts and provisions

Current tax liabilities

Deferred tax liabilities

Total liabilities

EQUITY

Share capital
Reserves

Total equity attributable to owners of the parent
Additional equity instruments

Total equity

Total liabilities and equity

(REHE) (8&#EET)

(Unaudited) (Audited)

7 2018 £ A 2017

6 H30H 124314
S At 30 June At 31 December
Notes 2018 2017
BT T

HK$’000 HK$'000

18 49,663,695 67,735,761
4,263,130 6,114,423

19 10,979,467 4,142,283
20 573,565 400,843
21 259,507,354 234,696,791
22 102,356,781 111,250,900
23 314,182 302,702
24 7,577,770 7,386,981
30 209,900 222,516
25 1,351,242 2,808,938
436,797,086 435,062,138

20,308,202 27,735,507

26 4,231,874 4,345,543
20 386,940 397,796
27 332,354,492 325,415,639
28 6,919,024 6,781,208
29 17,743,378 17,145,204
517,819 362,383

30 732,533 789,778
383,194,262 382,973,058

31 3,144,517 3,144,517
41,143,417 39,629,673

44,287,934 42,774,190

32 9,314,890 9,314,890
53,602,824 52,089,080

436,797,086 435,062,138

The notes on pages 8 to 137 are an integral part of this interim financial information.
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Condensed Consolidated Statement of Changes in Equity

CRE )
(Unaudited)
G4
Reserves
Tt e
HHRAMNE
SEH
Reserve for
B fair value e
HHNEAT R EECRRE Al changes of ¥l
R Additional ZEAEH Premises available- Cash flow B B SRR
Share equity Capital revaluation for-sale Hedges Regulatory Translation Retained HEEt
capital instruments  reserve reserve securities reserve reserve* reserve earnings Total
BT T BlETT BT BT BT T BT BT T BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January 2017 3,144,517 - 605 5,662,281 (246,865) (48,098) 2,011,223  (439,343) 28,600,648 38,684,968
Profit for the period - - - - - - - - 1,548,530 1,548,530
Other comprehensive
income:
Premises - - - 215,347 - - - - - 215,347
Available-for-sale
securities - - - - 68,653 - - - - 68,653
Change in fair value
of hedging
instruments under
cash flow hedges - - - - - 36,027 - - - 36,027
Currency translation
difference - - - 7,396 (3,011) (1,666) - 361,929 - 364,648
Total comprehensive
income - - - 222,743 65,642 34,361 - 361,929 1,548,530 2,233,205
Issue of additional
equity instruments® - 9,314,890 - - - - - - - 9,314,890
Transfer from retained
earnings - - - - - - 257,999 - (257,999) -
At 30 June 2017 3,144,517 9,314,890 605 5,885,024 (181,223) (13,737) 2,269,222 (77,414) 29,891,179 50,233,063
At 1 July 2017 3,144,517 9,314,890 605 5,885,024 (181,223) (13,737) 2,269,222 (77,414) 29,891,179 50,233,063
Profit for the period - - - - - - - - 1,707,702 1,707,702
Other comprehensive
income:
Premises - - - 147,296 - - - - - 147,296
Actuarial gains on
defined benefit
plan - - - - - - - - 2,555 2,555
Available-for-sale
securities - - - - (228,461) - - - - (228,461)
Change in fair value
of hedging
instruments under
cash flow hedges - - - - - 15,808 - - - 15,808
Change in fair value
of hedging
instruments under
net investment
hedges - - - - - - - (77,452) - (77,452)
Currency translation
difference - - - 9,188 (3,492 (2,071) - 519,194 - 522,819
Total comprehensive
income - - - 156,484 (231,953) 13,737 - 441,742 1,710,257 2,090,267
Distribution payment
for additional equity
instruments - (234,250) - - - - - - - (234,250)
Transfer from retained
earnings - 234,250 - - - - 260,566 - (494,816) -
At 31 December 2017 3,144,517 9,314,890 605 6,041,508 (413,176) - 2,529,788 364,328 31,106,620 52,089,080

1. J4 2017 RPN ARERIT SR THE RS 93.15 (RIT(35T 12 {H)
KA R REPEII— A ST HHNEARTH ) -
ERE TR 3,611 EITRKT AR - WfEEsNE

A TR -

1. During the year 2017, the Bank issued HK$9,315 million (US$1,200 million) perpetual non-cumulative subordinated

additional tier 1 capital securities (“additional equity instruments”). Direct issuance costs of HK$36.11 million are

accounted for as a deduction from the additional equity instruments.
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Condensed Consolidated Statement of Changes in Equity

(continued)

R
(Unaudited)
1
Reserves
AffE
BEEF AR
afeni=-7+
BEE Reserve for
BYIRETLR EfhEEE fair value
i Additional  BEAREHE Premises  through other [ fra=1- EEEA
Share equity Capital  revaluation comprehensive Regulatory  Translation Retained =t
capital _instruments reserve reserve income reserve* reserve earnings Total
T BWETL  E%MTT BT BT BT BT T T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
JR20184E1H1H At 1 January 2018
FHASHRE As previously reported 3,144,517 9,314,890 605 6,041,508 (413,176) 2,529,788 364,328 31,106,620 52,089,080
HAEaEE (Fiek 4) Opening adjustments
(Note 4) - - - - 19,226  (186,443) - (608,119) (775,336)
HA{ SRR 604E Balance after opening
adjustments 3,144,517 9,314,890 605 6,041,508 (393,950) 2,343,345 364,328 30,498,501 51,313,744
HAPRSA Profit for the period - - - - - - - 2,419,541 2,419,541
HAhREHES Other comprehensive
income:
EE Premises - - - 206,312 - - - - 206,312
AnEEETAHKM  Financial instruments
2EBREZ ST at fair value
H through other
comprehensive
income - - - - 39,070 - - - 39,070
FRRPEET TEET. Change in fair value
Az anfaek of hedging
instruments under
net investment
hedges - - - - - - 58,124 - 58,124
R e Currency translation
difference - - - (3,153) 2,798 - (198,161) - (198,516)
2 RS KEEE Total comprehensive
income - - - 203,159 41,868 - (140,037) 2,419,541 2,524,531
FEEINEATHEER  Distribution payment
for additional equity
instruments - (235,451) - - - - - - (235,451)
BB ERERR Transfer from retained
earnings - 235,451 - - - 368,254 - (603,705) -
Pr2018426 530H  At30June2018 3,144,517 _ 9,314,890 605 6,244,667 (352,082) _ 2,711,599 224291 _ 32,314,337 _ 53,602,824

* BREECHARBUREAE AL - BB R K
TR R B E B B R (R T —
Jb 2 Pl (R AR AR B AR T T
JEFD

% 8 & 137 HZIMEEB AT
B AHRER ST

* In accordance with the requirements of the HKMA, the amounts are set aside for general banking risks, including future

losses or other unforeseeable risks, in addition to the loan impairment allowances recognised.

The notes on pages 8 to 137 are an integral part of this interim financial information.
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GEGEEHESRER Condensed Consolidated Cash Flow Statement

CR&ERT) REEFE)
(Unaudited) (Unaudlted)
FELER PGS EE
2018 4 2017 4
6 H30H 6 H30H
Half-year ended Half-year ended
i 30 June 30 June
Notes 2018 2017
BT BT
HK$'000 HK$'000
KBEREIHERE Cash flows from operating activities
ExfiaialEiler CORH) /i A Operating cash (outflow)/inflow before
taxation 33(a) (15,777,027) 8,663,719
AT E BRI Hong Kong profits tax paid (106,900) (116,096)
YIS Overseas profits tax paid (43,894) (161,833)
s e GRH) /RAIRE Net cash (outflow)/inflow from operating
activities (15,927,821) 8,385,790
BREEBIHRERE Cash flows from investing activities
L YNCYIE B &4 Purchase of properties, plant and equipment (57,332) (18,304)
HEYIE - 280 KEFHATEP0E Proceeds from disposal of properties, plant
and equipment 32 -
BB HESRHIPRE Net cash outflow from investing activities (57,300) (18,304)
MEEGEIRERE Cash flows from financing activities
BT 5 R AERGE Issue of debt securities and certificates of
deposit 137,816 3,936,622
FTHIMEA T A Issue of additional equity instruments - 9,314,890
INEINEARTEER Distribution payment for additional equity
instruments (235,451) -
MEEBEIEHS RH) /RARE Net cash (outflow)/inflow from financing
activities (97,635) 13,251,512
REeREERSEE (&) /i1 (Decrease)lincrease in cash and cash
equivalents (16,082,756) 21,618,998
P1H1HZREREERESTEH Cash and cash equivalents at 1 January 61,511,114 47,568,728
EREEIHIAG R SEIN4EIEERN  Effect of exchange rate changes on cash and
= cash equivalents (168,118) 1,073,953
K6 H 30 HZHEEERI4ELIEE Cash and cash equivalents at 30 June 33(b) 45,260,240 70,261,679

8 &£ 137 H @A HEA#%  The notes on pages 8 to 137 are an integral part of this interim financial information.
Btz HRE T -
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T HARA RS BRI Notes to the Interim Financial Information
1. —f&ER 1. General Informantion

R ESRIT AR A SR & Nanyang Commercial Bank, Limited was incorporated in Hong Kong (hereinafter as the

SRR CTRE T ASR1T, ) K “Bank”) and its subsidiaries were incorporated in Hong Kong or Shanghai (together with the

HIff E A BN E A LB Bank hereinafter as the “Group”). The Bank is a licensed bank authorised under the Hong
(LT EEAIRTYE " A% Kong Banking Ordinance.

B ) o ARST R EEST

SEVRBIFTALE SR AT 2 FE Rl

17 e

RERIT E N ERIT R AHR The principal activities of the Bank are the provision of banking and related financial
SBRMARTS - ASRTT 2 M A EI services. The principal activities of the Bank's subsidiaries are shown in “Appendix —
FEEEREA i8R — AT Subsidiaries of the Bank”. The address of the Bank’s registered office is 151 Des Voeux
I AE N - AER1TZ A EEE Road Central, Hong Kong.

T b bk 7 A o B A o 2

1515% -
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Notes to the Interim Financial Information

2. {REUECRER FEEETEE 2. Basis of preparation and significant accounting policies

(a) gmiBLERE
BE AR K 2 o B % &
K T RE A
Frisfli < & LERIE34
S T R TR -

(b) EFEEEHBOR

BEARAE I 2 P B EOR
PRl 2 £ 3 & B Kt
FHE > BT A2 E512018
FELHLH AT AR 2 5
B 1B E2017412H
B1H I Z RSB EE I
TR 2 WRRE
[FIA SR H 201748 AR S
#ﬁ:i:ﬁ‘_aﬁfé o

ERfEIMEHR 201851 1H
BN EEEREXR
Z B S B R 8

o

(a) Basis of preparation

The unaudited interim financial information has been prepared in accordance with
HKAS 34 “Interim Financial Reporting” issued by the HKICPA.

(b) Significant accounting policies

The significant accounting policies adopted and methods of computation used in the
preparation of the unaudited interim financial information are consistent with those
adopted and used in the Group’s annual financial statements for the year ended 31
December 2017 and should be read in conjunction with the Group’s Annual Report for
2017 except for those impacted by the new standards that became effective on 1
January 2018, as stated below.

Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2018

REAREF AR

Applicable for
I MEET /2R N financial years
Standards/Amendments/ Int Content beginning on/after
AR S RIS 9 5% ST E 2018 1 H1H
HKFRS 9 Financial Instruments 1 January 2018
B B S T AS 15 9f TR P EERWA 2018 F1 H 1 H
HKFRS 15 Revenue from Contracts with Customers 1 January 2018
EB ISR 16 5% (&1E5T) HEEVBREENE 15 9PN F P aErARE S 2018 F1 H 1 H
Amendments to HKFRS 15 Clarifications to HKFRS 15 Revenue from Contracts with 1 January 2018

Customers

TR B LE AR 22 9% SN B FITRA HE 201841 H1H
HK(IFRIC)-Int 22 Foreign Currency Transactions and Advance Consideration 1 January 2018
TR 40 9f (KEET) T e 20181 H1H
Amendments to HKAS 40 Transfers of Investment Property 1 January 2018

AEB TR 20184E1H1
H R g R E R E
R A TS RS RN ZE 9
i BRI HEHEHIEE15
e~ HAERT ek - A%k
302 A R A RN AL LA
B AR LB ~ B
FfEET »

The Group has applied HKFRS 9, HKFRS15, other amendents and HK(IFRIC) effective
for annual periods beginning on or after 1 January 2018, for the first time. The Group
has not adopted early any other standard, interpretation or amendment that has been
issued but is not yet effective.
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2. pBlELE T e S 2. Basis of preparation and significant accounting policies (continued)
(&)
(b) EEEHBER (&)

Notes to the Interim Financial Information (continued)

(b) Significant accounting policies (continued)

EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and
IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018
Z AR EEMEMAYER R B (continued)

i (8&)

o BAMBEHELENSE 9 3t + HKFRS 9 “Financial Instruments”, bringing together all phases of the financial

TR TR | B -
< i LB IR BRI FTA T
Bt FAUARE st A Al
55 39 SR FTA SeRIHARY
MRS AEAE 9
Bt o RIS A R st
B JE R
JE ° T B AERIZE 9
SR IAREHTIRAT

()R

BRI

SRR E IR R DL
NEA TR

(1) A B e A1 1% S5

2 QLanEZEbEtA
Hr e FREst 2
(B T S 89 51 52 70 8
B ROEESN - FREA

instruments project to replace HKAS 39 and all previous versions of HKFRS 9. The
standard introduces new requirements for classification and measurement, impairment
and hedge accounting. The changes introduced in HKFRS 9 are highlighted as
follows:

(i) Classification and Measurement

Financial assets

Financial assets are required to be classified into one of the following measurement
categories: (1) measured subsequently at amortised cost (AC), (2) measured
subsequently at fair value through other comprehensive income (FVOCI, all fair value
changes other than interest accrual, amortisation and impairment will be recognised in
other comprehensive income) or (3) measured subsequently at fair value through profit
or loss (FVPL). Classification is to be made on transition, and subsequently on initial
recognition. The classification depends on the entity’s business model for managing its

(B s Eh B et A H A 2wk financial instruments and the contractual cash flow characteristics of the instruments.
) o HER)AEEE

SPABRFREE - &

A EE N 43 S T 1

e » 2 AIERTIaHER

BEHETE o 3250 AU AR

ST e R T By

B DU T EAELIHE

B

10
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

2. pBlELE T e S 2. Basis of preparation and significant accounting policies (continued)
(&)

(b) FEEBER (&) (b) Significant accounting policies (continued)
EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and
IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018
Z AR EEMEMAYER R B (continued)
7T (8D

()7 ka12 (H)

EREE (8D

WABRERPA R —TH Sl
THETREE R - Ha
R LA > K
EHEBS AR R AL A
EELAM L &SR SR R B
HY > DL B ERI A4
SRR BARKILARR
HYA S R MBS - Ar
HEBLARNESHILE
T [F R UL B 4 B 0 B
B BRIEE > % LE
KEFEELMR &R
B HIZEB AN
FefEE bat AH AL UL
mETREETE - FrAH

it AGHREHE -

ety tiss TE—MLIA
EIFREETE - PRIFESE
AWER T RAT R EHE
HIfliEt A fE - FATER
Zy iR Z e it TR
BLA e bat A fREs
£ - $PTAE AR L
PRI > AT EaRERR T
TEHIAN R fRB] Y - i
REHKCEHNALE
W gt SR TR D A Al 2
U ES o 1 HRRIEEH &
E - A lEd RS
IR RN - &
WL S AR T - B
SR s R AR,

(i) Classification and Measurement (continued)

Financial assets (continued)

A financial instrument is subsequently measured at amortised cost only if it is a debt
instrument, and the objective of the entity’s business model is to hold the asset to
collect the contractual cash flows, and the asset's contractual cash flows
characteristics represent only unleveraged payments of principal and interest. A debt
instrument is subsequently measured at fair value through other comprehensive
income if it is held in a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets and the instrument fulfils the
contractual cash flows characteristics. All other debt instruments are to be measured
at fair value through profit or loss.

Equity instruments are generally measured subsequently at fair value with limited
circumstances that cost may be an appropriate estimate of fair value. Equity
instruments that are held for trading will be measured at fair value through profit or
loss. For all other equity investments, an irrevocable election can be made at initial
recognition to recognise unrealised and realised fair value gains and losses in other
comprehensive income without subsequent reclassification of fair value gains and
losses to the income statement even upon disposal. Dividend income is recognised in
the income statement when the right to receive payment is established.
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

2. pBlELE T e S 2. Basis of preparation and significant accounting policies (continued)
(&)

(b) FEEBER (&) (b) Significant accounting policies (continued)
EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and
IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018
Z AR EEMEMAYER R B (continued)
7T (8D

()7 ka12 (H)
=

FR T al g T E 2B S
SRR T R TR
K EORE T HEAGSTEER
% 39 SRAVER IEA RS
BT -

RIEHBAEERRE > 4E
AINARERR RN
HEERENRHEDHRE
i - LR ANEEE
JE\BR T T B 2 e
HEH) > FRYIRIHA 4
Yz - Uiz Sk TRAE SR
IR EREE ST VLR U AR
RN - HILEOREEL
PN e |
BN R EEB TR
Wi - HEEA G
TESSECTEIL - RAEWIIATHE
M & fEE - HA
REMEENTETG - FIRINE
A TR Y B AR EAR
AR W RA
BT A REZE PR - LA
TEFDEPREGEEDIA T E

B EEE ARG E) © IR
RERamVEBEER
PR EIE GRL e SXN
R -

(i) Classification and Measurement (continued)

Financial liabilities

Except for the two substantial changes described below, the classification and
measurement requirements of financial liabilities have been basically carried forward
with minimal amendments from HKAS 39.

The accounting for fair value option of financial liabilities were changed to address own
credit risk. The amount of change in fair value attributable to changes in the credit risk
of the financial liabilities will be presented in other comprehensive income. The
remaining amount of the total gain or loss is included in the income statement. If this
creates or enlarges an accounting mismatch in profit or loss, then the whole fair value
change is presented in the income statement. The determination of whether there will
be a mismatch will need to be made at initial recognition of individual liabilities and will
not be re-assessed. Amounts presented in other comprehensive income are not
subsequently reclassified to the income statement but may be transferred within
equity. This removes the volatility in profit or loss that was caused by changes in the
credit risk of liabilities elected to be measured at fair value. It also means that gains
caused by the deterioration of an entity's own credit risk on such liabilities will no
longer be recognised in profit or loss.
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Notes to the Interim Financial Information (continued)

2. Basis of preparation and significant accounting policies (continued)
(b) Significant accounting policies (continued)

Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2018
(continued)

(i) Classification and Measurement (continued)
Financial liabilities (continued)

The standard also eliminates the exception from fair value measurement contained in
HKAS 39 for derivative financial instruments that are linked to and must be settled by
delivery of an unquoted equity instrument.

Upon transition, the Group has performed a detailed analysis for each class of the
Group’s financial assets and financial liabilities on 1 January 2018. The original
measurement categories under HKAS 39 and the new measurement categories under
HKFRS 9 are explained in Note 4 - Transition disclosures.

(i) Impairment

The standard introduces a new, expected-loss impairment model that requires more
timely recognition of expected credit losses. Specifically, it requires entities to account
for 12 months expected credit losses from inception when financial instruments are
first recognised and to recognise full lifetime expected credit losses on a more timely
basis when there have been significant increases in credit risk since initial recognition.
The impairment for financial instruments that are subsequently measured at amortised
cost, fair value through other comprehensive income (debt instruments), loan
commitments and financial guarantees will be governed by this standard.
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2. pBlELE T e S 2. Basis of preparation and significant accounting policies (continued)
(&)
(b) EEEHBER (&)

Notes to the Interim Financial Information (continued)

(b) Significant accounting policies (continued)

EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and
IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018
Z AR EEMEMAYER R B (continued)

i (8&)

(i) gtE () (i) Impairment (continued)

ZAERS A RIIEMETHIIE
& (ECL) JiEHUREH
GEHERIEE 39 B MIVE
IRAETTE - AEEAEE
PR RigA-PEEA
B NRAVEB TH - 1
HORHE R B e IR 4Ust
PETEHIRIC AL & - 248
R ZEAA
Gl bt SR o = O
{18 H FESE PR R ATIR
AL E YIakERR (& (5 R
PREE IR T - %
el LB R A
BN TR BB (GETRY
A8 A FEEE A HRR A
R -

KREFCHIEBCR > £
118 25 R 5 2 5 g
TEFERIIR S 2L
JoE\ gz ) 84 25 8 % <
H B ¥aatERe iz S Mk
TEMBENN - AR
it b L ELAE TR
SO ) 4 A A A RO S LA
ST EATHRMETREHESR - T
HRR RS EIRELE
FCE PR R AR Y SRl
FEH R ERTHE TR T
{ERBRIRERSST - 12
{8 A B TRBHEA AE 52
B A A Ay —
#oy - RIS HRT
12 &\ SR BN
EoAy A B B S R 1
(EREAIR SR LRI
WiHMER 12 B) > B
BLTEE AR -

The standard introduces a forward-looking expected loss (ECL) approach. The Group
is required to record an allowance for expected losses for all loans and other debt
financial assets not held at FVPL, together with loan commitments and financial
guarantee contracts. The allowance is based on the expected credit losses associated
with the probability of default in the next twelve months unless there has been a
significant increase in credit risk since origination, in which case, the allowance is
based on the probability of default over the life of the asset.

The Group has established a policy to perform an assessment at the end of each
reporting period of whether credit risk has increased significantly since initial
recognition by considering the change in the risk of default occurring over the
remaining life of the financial instrument. To calculate lifetime ECL, the Group
estimates the risk of a default occurring on the financial instrument during its expected
life. ECLs are estimated based on the present value of expected credit losses over the
remaining expected life of the financial asset discounted at the effective interest rate of
the loan. 12-month ECL are a portion of the lifetime ECL and represent the lifetime
cash shortfalls that will result if a default occurs in the 12 months after the reporting
date (or a shorter period if the expected life of a financial instrument is less than 12
months), weighted by the probability of that default occurring.
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hHARA RS BT e Notes to the Interim Financial Information (continued)
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2. pBlELE T e S 2. Basis of preparation and significant accounting policies (continued)
(&)

(b) FEEBER (&) (b) Significant accounting policies (continued)
EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and
IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018
Z SR SR B R YR I e 8 (continued)
i (8&)
(i) gtE () (i) Impairment (continued)
FRIB BT ER FEITRAE 772 Loans are grouped into Stage 1, Stage 2 and Stage 3, based on the applied
R Ry — PSR & impairment methodology, as described below:
BRI =IEE - B
W
s BPEEY -EAIERL - Stage 1 — Performing loans: when loans are first recognised, an allowance based on
B RHERR SRS - RIS 12 12-month expected credit losses are recognised.
&l 5 TEIA(E SR HERT2
fhids -
o BB T PRER-REAYEK « Stage 2 — Underperforming loans: when a loan shows a significant increase incredit
&5 b & e risk, an allowance for the lifetime expected credit loss are recorded.
B gk S HIHEN
BRAVEH S -
c B=PEEY - REESK - Stage 3 — Impaired loans: the lifetime expected credit losses for these loans are
R 8 e SR AR AR T recognised.

fEHE% -

LEAh > S =FEER - f740 In addition, interest income is accrued on the amortised cost of the loan net of

B ERICRUE PR R 1R Y 5 allowances in Stage 3.

FAEHEAEULA

* FIlEHEER - Forward looking information
AREEFFTIEETERIE The Group incorporates forward-looking information in the measurement of ECLs.
RSP ARTIENERE
B
A EE[E e T O R The Group considers forward-looking information such as macroeconomic factors
F (RS A (e.g., unemployment, GDP growth, interest rates and house prices) and economic
EEMHEEER » FZH forecasts. To evaluate a range of possible outcomes, the Group formulates three
FE) &SR] scenarios: a base case, a worse case and a better case.

MEMEEE - By TR —
ZHITREMER - A%
B E =R - A
L - LSRR
HYTED ©
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2. pBlELE T e S 2. Basis of preparation and significant accounting policies (continued)
(&)
(b) EEEHBER (&)

Notes to the Interim Financial Information (continued)

(b) Significant accounting policies (continued)

EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and
IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018
Z AR EEMEMAYER R B (continued)

i (8&)

(i) st (&)

(i) Impairment (continued)

- FlEMEER (4

FAEE FIORA LR
IEH B EINTER
() B G NG S
GO - T R EE( LAY
LRI L B B =
ARBAVEE R - B
I AR TER AT
PETRHHER I E IR
TR AR

AR EE IR AL TH
0 R 5 A O A1 B
Ao B A S B ]
B A2 T A A 5 2
Al > SRR A HERIIE M
G

AT R B
PR AEREE 9 BRI THY
A A G F O ED -

A BB HEAE Y

+ Forward looking information (continued)

The base case scenario represents the more likely outcome resulting from the
Group’s normal financial planning and budgeting process, while the better and
worse case scenarios represent more optimistic or pessimistic outcomes. For each
scenario, the Group derives an ECL and apply a probability weighted approach to
determine the impairment allowance.

The Group uses published external information from private economic forecasting
services. Both the risk and finance management teams will need to approve the
forward-looking assumptions before they are applied for different scenarios.

The Group expects the impairment charge under HKFRS 9 to be more volatile and
to result in an increase in the total level of current impairment allowances. The
impact of adoption of HKFRS 9’s impairment requirements as at 1 January 2018 is
explained in Note 4 - Transition disclosures.

HeEpE -t 2018 4 1
H 1 HEEA HKFRS 9
HY (BRI BTN
Mt 4 - BEHFEsE
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Notes to the Interim Financial Information (continued)

2. Basis of preparation and significant accounting policies (continued)
(b) Significant accounting policies (continued)

Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2018
(continued)

(iii) Hedge accounting

The requirements related to hedge accounting would better align the accounting
treatments with risk management activities and enable entities to better reflect these
activities in their financial statements. It relaxes the requirements for assessing hedge
effectiveness which more risk management strategies may be eligible for hedge
accounting. It also relaxes the rules on using non-derivative financial instruments as
hedging instruments and allows greater flexibility on hedged items. Users of the
financial statements will be provided with more relevant information about risk
management and the effect of hedge accounting on the financial statements.

The Group has chosen not to restate comparative information and has recognised the
transitional adjustments against the opening balance of equity at 1 January 2018. Total
estimated transitional adjustment (net of deferred tax) of the adoption of HKFRS 9
reduces the opening balance of the Group’s equity at 1 January 2018 by approximately
HK$775,336,000. The total capital ratio decreased by around 28 basis points.

* The HKFRS 15, “Revenue from Contracts with Customers”, establishes a new model to
account for revenue arising from contracts with customers. Under HKFRS 15,
revenue is recognised at an amount that reflects the consideration to which an entity
expects to be entitled in exchange for transferring goods or services to a customer.
The principles in HKFRS 15 provide a more structured approach for measuring and
recognising revenue. HKFRS 15 also includes a set of disclosure requirements about
revenue from customer contracts. The Group adopted HKFRS 15 using the modified
retrospective method of adoption. The application of this standard does not have a
material impact on the Group’s financial statements.
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

2. pBEE T FEEET S 2. Basis of preparation and significant accounting policies (continued)
(&)

(b) FEEBERE (&) (b) Significant accounting policies (continued)

EsREIMEN 201841 H1H Standards and amendments to standards that are relevant to the Group and

IR E T EE E RER mandatory for the first time for the financial year beginning on 1 January 2018

Z SR SR B R YR I e 8 (continued)

i (8&)

o HHBM G GRS * HK (IFRIC) — Int 22, “Foreign Currency Transactions and Advance Consideration”.
22 5k U YNEERT B R TR The interpretation specifies that the exchange rate on the date of cash payment or
8, - ST H receipt is used for transactions that involve advance consideration paid or received in
UL EIER i H Ay R e a foreign currency. The application of this interpretation does not have a material
FERR A R TR B FEYL b impact on the Group’s financial statements.

WAEHERIZC S - FEFRZE
R A EEI I BSR4

HHEKPE -

o A 2017 4 4 H RIS & « Amendments to HKAS 40, “Transfers of Investment Property”, issued in April 2017,
st AEHIIEE 40 SRET & clarify when an entity should transfer property, including property under construction or
G EHhEER ) BEE development, into or out of investment property. The amendments state that a
R {a B FE R AT A e B change in use occurs when the property meets, or ceases to meet, the definition of
S E R R ATE M investment property and there is evidence of the change in use. The application of
b s H S M B i E these amendments do not have a material impact on the Group’s financial statements.

i - ZERTHEN Ry
DU EAE B T e 2R
R E M FHERE
% HASBRYBEE
HIR iR 3 AR08 - FEF %
ERTH AR E R B R
RHERE: -
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(b) Significant accounting policies (continued)

Standards and amendments issued that are relevant to the Group but not yet

Notes to the Interim Financial Information (continued)

FBEIM AWM BIEE R AE effective and have not been early adopted by the Group in 2018
E 720184 FR AT ER 4 ZEHI
yaH
oy eyt s
Applicable for
U MBET 2R NE financial years
Standards/Amendments/ Int Content beginning on/after

ARG 19 58 (4&4237) STEIEIE ~ GEREEER 201917 1H
HKAS 19 (Amendments) Plan Amendment, Curtailment or Settlement 1 January 2019
EEM SRS 9 5% (KUERT) A R awEr e nrE s R i 201917 1H
Amendments to HKFRS 9 Prepayment Features with Negative Compensation 1 January 2019
A B S RIS 16 5 THE 20194 1H1H
HKFRS 16 Leases 1 January 2019
TR S IR RS 23 57 PRt B A A HEE 14 20191 H1H
HK(IFRIC)-Int 23 Uncertainty over Income Tax Treatments (new 1 January 2019
interpretation)
o FHAEGEEAE 9 * HKAS 19 (Amendments), “Plan Amendment, Curtailment or Settlement”. The

(&f&a7) TEHENELE -
WEREEE R - IAE
FTRIIA S R T R 2R
btk > FBEHEHEHHY
8 B AR AR X 7
B T I RYIR A IR Ak
KFFHER - PLIRESET
IR EHE T ~ R
HEERE B EE IR
G THFYER - #ak
FERR 201941 H 1H A
AIMEMEE A - B
ERTH AR EA R
RIRHERE -

amendments require entities to use the updated actuarial assumptions to determine
current service cost and net interest for the remainder of the reporting period after a
change is made to a plan. The amendments also clarify how the requirements for
accounting for a plan amendment, curtailment or settlement affect the asset ceiling
requirements. The amendments shall be applied prospectively for annual periods
beginning on or after 1 January 2019. The application of these amendments will not
have a material impact on the Group’s financial statements.

o HRHHAAEAIEHEETRY
s FSEAE
0174 Z S e A
RN 105 -

* Please refer to Note 2.1(b) of the Group’s Annual Report for 2017 for brief
explanations of the other standards and amendments.
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Notes to the Interim Financial Information (continued)

3. Critical accounting estimates and judgements in applying
accounting policies

The nature and assumptions related to the Group’s accounting estimates are consistent with
those used in the Group’s financial statements for the year ended 31 December 2017 except
for those impacted by the new standards that became effective on 1 January, 2018, as
stated below.

Impairment requirements on financial assets

The measurement of impairment losses under HKFRS 9 across all categories of financial
assets requires judgement, in particular, the estimation of the amount and timing of future
cash flows and collateral values when determining impairment losses and the
assessment of a significant increase in credit risk. These estimates are driven by a
number of factors, changes in which can result in different levels of allowances.

The Group’s ECL calculations are outputs of complex models with a number of
underlying assumptions regarding the choice of variable inputs and their
interdependencies. Elements of the ECL models that are considered accounting
judgements and estimates include:

- The Group’s internal credit grading model, which assigns PDs to the individual grades

- The Group’s criteria for assessing if there has been a significant increase in credit risk
and so allowances for financial assets should be measured on a LTECL basis and the
qualitative assessment

- The segmentation of financial assets when their ECL is assessed on a collective basis
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

3. FERgstBSER Z&EA® 3. Critical accounting estimates and judgements in applying

sHhEt BT (&) accounting policies (continued)
SRIEERRETFR (8) Impairment requirements on financial assets (continued)
. fﬁgﬂ%ﬁiﬁé‘aﬁ%ﬁ’y% - Development of ECL models, including the determination of macroeconomic scenarios
& BEREOR S and the effect on PDs, EADs and LGDs.

HYRTE » DA HEELY
o~ EAERRIE K
BUHRETRAZE: -

. AiEM RN ZE « Internal forward-looking macroeconomic factor forecasts maintain a consistent Group’s
PIERTECH > dEFFA SR view on future macroeconomic environment.
HRATREOE BT
BhE—ELE

. M A « Selection of forward-looking macroeconomic scenarios and their probability weightings,
1 R HARANRE » 1800 to derive the economic inputs into the ECL models

Jik Ry THEHE BRI
HIKETRRZR -

REEEBCR I E 7 I E s It has been the Group’s policy to regularly review its models in the context of actual loss
ERKERERERE > £ experience and adjust when necessary.

TSR RS -
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4. Transition disclosures

FIERAE B H S ERIZE 9
SRAVSEER Z BRI -

Notes to the Interim Financial Information (continued)

A reconciliation between the carrying amounts under HKAS 39 to the balances reported
under HKFRS 9 as of 1 January 2018 is, as follows:

ENEE
Remeasurement
&= EEGAERE 39K ENOR AIER TR A Hit EEBUBIREERE O R
Ref HKAS 39 Re-classification ECL Other HKFRS 9
pag ] BETT AT BT BT BT pag ]
Category HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 Categary
SREERE Financial assets
AR 4 R ATRURIT B Cash and balances with
HAh 4Rtk sser banks and other financial
institutions L&R 67,735,761 (191) 67,735,570 AC
FESRTT R HoAth 4Rl Placements with banks and
—ZE+{HANFHZ other financial
TEHATERL institutions maturing
between one and twelve
months L&R 6,114,423 (1,169) 6,113,254 AC
DABEGRRA (B R4 Financial investments at AC
R
H: & E-FEET From: Financial investments A
HH -HTM 3,457,187 (931) 3,456,256
RS - BOOR From: Financial investments
[lE/4 - L&R 3,753,086 (88,696) 3,664,390
7,210,273 (89,627) 7,120,646 AC
B HARTE Advances and other
accounts 234,696,791 (732,424) 30,718 233,995,085
FEAnfEE(LEAELE To: Financial assets s
ZEREE at FVPL (701,001) (701,001)
L&R 234,696,791 (701,001) (732,424) 30,718 233,294,084 AC
HAth&E Other assets L&R 2,808,938 (610) 2,808,328 AC
L&R 311,355,913 6,509,272 (824,021) 30,718 317,071,882 AC
AREE LG AE R Financial assets at FVPL
BRI 4,142,283 4,142,283
HH B RO AR TE From: Advances and other B
accounts 701,001 (69) 700,932
Rl - m e From: Financial investments c
- AFS 17,430,518 (5,875) 17,424,643
FVPL 4,142,283 18,131,519 (5,944) 22,267,858 FVPL
LTESRT A Derivative financial
instruments FVPL 400,843 - 400,843 FVPL
FVPL 4,543,126 18,131,519 (5,944) 22,668,701 FVPL
SR - At Financial investments - AFS 104,040,627 104,040,627
A EF s AE2:  To: Financial assets at FVPL c
Z 23 (17,430,518) (17,430,518)
EARMEEEEAEAM  To: Debt instruments at b
S EIITTB TR FVOCI (86,594,953) (86,594,953)
F N EELEFAMAL  To: Equity instruments at E
EH AR TR FVOCI (15,156) (15,156)
% DRV AMEEHERY  To: Financial investments at
Eaititay AC
AFS 104,040,627 (104,040,627)
SREYE - FAZEEHIH  Financial investments-HTM 3,457,187 3,457,187
Z DS A R BRY  To: Financial investments at A
BRIEE AC (3,457,187) (3,457,187)
HTM __ 3,457,187 (3,457,187)
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Notes to the Interim Financial Information (continued)

4. Transition disclosures (continued)

ENEE
Remeasurement
& EBGFAERISE 39 3% ENOR AR TRSRIR K Hity EEPBERSENE 9 R
Ref HKAS 39 Re-classification ECL Other HKFRS 9
P BYTT BT BETT BETT BT P
Category HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 Categary
4 R - B TSGR Financial investments - L&R 3,753,086 - - - 3,753,086
ENRMEEE(LEF AL To: Financial assets
Z R atAC A - (3,753,086) - - (3,753,086)
L&R 3,753,086 (3,753,086) - - -
ASMEE LR A A Debt instruments at FVOCI
SHEGSEE TE - - - - -
SRS - TR From: Financial
investments - AFS D - 86,594,953 (23,664) 23,664 86,594,953
- 86,594,953 (23,664) 23,664 86,594,953 FVOCI
An(EEEE AR A S Equity instruments at
IR T E FVOCI . _ ) ) )
H BRl - ot e From: Financial
investments - AFS E - 15,156 - - 15,156
- 15,156 - - 15,156 FVOCI
- 86,610,109 (23,664) 23,664 86,610,109 FVOCI
SRR ESE Non-financial assets
IRIERR I A Deferred tax assets 222,516 - 222,239 600 445,355
BERE Total assets 427,372,455 - (625,446) 49,038 426,796,047
SRE & Financial liabilities
SRAT R HA SR Deposits and balances from
TR RS ER banks and other
financial institutions AC 27,735,507 - - 27,735,507 AC
Bt Deposites from customers AC 325,415,639 - - 325,415,639 AC
BT 2 R AT Debt securities and
B certificates of deposit in
issue AC 6,781,208 - - 6,781,208 AC
AC 359,932,354 - - 359,932,354 AC
AREE LG AE L Financial liabilities at fair
SRIEE value through profit or
loss FVPL 4,345,543 - - 4,345,543 FVPL
TS TR Derivative financial
instruments FVPL 397,796 - - 397,796 FVPL
FVPL 4,743,339 - - 4,743,339 FVPL
JESRIE R Non-financial liabilities
HAHRIE R A Other accounts and
provisions 17,145,204 - 233,551 17,378,755
ESRUEAE Current tax liabilities 362,383 - - 362,383
IRAEFIE & & Deferred tax liabilities 789,778 - (34,623) 755,155
18,297,365 - 198,928 18,496,293
b= i Total liabilities 382,973,058 - 198,928 383,171,986
L&R . BRI L&R Loans and receivables
AC B 57N AC Amortised cost
FVPL LA EE T AR FVPL Fair value through profit or loss
AFS o A AFS Available-for-sale
HTM L FHERE HTM Held-to-maturity
FVOCI NFEE R A Bt TS FVOCI Fair value through other comprehensive income
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Notes to the Interim Financial Information (continued)

4. Transition disclosures (continued)

A: As of 1 January 2018, the group did not have any financial investments that did not meet

the Solely Payments of Principal and Interest (SPPI) criterion within its held-to-maturity
and loans and receivables profolio. Therefore, it elected to classify all of these
instruments as debt instruments measured at amortised cost.

. As of 1 January 2018, the group has classified the rediscounted bills and forfeiting as

financial assets at FVPL, as these instruments are managed within business model of
collecting contractual cash flows and selling the financial assets.

1 As of 1 January 2018, the group has classified inter-bank investment as financial assets

measured at FVPL as the payment did not meet the SPPI criterion.

: As of 1 January 2018, the group has assessed its liquidity profolio which had previously

been classified as AFS debt instruments. The Group concluded that these instruments
are managed within a business model of collecting contractual cash flows and selling the
financial assets. Accordingly, the Group has classified these investments as debt
instruments measured at FVOCI.

. The Group has elected the opinion to irrevocably designate its previous AFS equity

instruments as equity instruments at FVOCI.
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hHARA RS BT e Notes to the Interim Financial Information (continued)
(&)

4. EEHE (@) 4. Transition disclosures (continued)

LTI ST BH 38 8 255 40 The impact of transition to HKFRS 9 on reserves and retained earnings is, as follow:
BB AERIEE 9 5 2 B

T
BYTT
HK$'000
HHHERSANESE) /| ANEMBZER  Reserve for fair value changes of available-for-sale securities / through other comprehensive
[legialiess=q income
22017 412 H 31 EFREEEEE RIS 30 9% Closing balance under HKAS 39 at 31 December 2017
HYEEARGSRR (413,176)
AT EeR S E S P E A e EE Reclassification of financial investment from AFS to FVOCI
NI Z < RlEE 23,664
8L M AR AER U Deferred tax n relation to the above (4,438)
FA2018 41 A | BRSS9 Opening balance under HKFRS 9 at 1 January 2018
SRAVEFREER (393,950)
HEFELF] Retained earnings
122017 4212 F 31 EASE AR RIS 30 97 Closing balance under HKAS 39 at 31 December 2017
HYFAREERR 31,106,620
T B Transfer from regulatory reserve 186,443
TS B EAERES 9 SRy e Reclassification adjustments in relation to adopting HKFRS 9 30,718
DA B TR B A NEE T AR Re-measurement impact of reclassifying financial assets held at amortised cost to FVPL
RIS RS (69)
A ESREE E N EE BT AIBSE Financial investment from AFS to FVPL
Rl (5,875)
BB RS 9 St THE R ENE Recognition of HKFRS 9 ECLs including those measured at FVOCI
AR EHEDIAN Fo B L T AUt 42T
i) (1,081,236)
B o E AR IRAER Deferred tax in relation to the above 261,900
2018 41 A 1| BRSS9 Opening balance under HKFRS 9 at 1 January 2018
SRAVEERERR 30,498,501
BB Regulatory reserve
22017 412 H 31 BRSSPI 30 9% Closing balance under HKAS 39 at 31 December 2017
HYFASERR 2,529,788
AR Transfer to retained eamings (186,443)
2018 41 A 1| BRSS9 Opening balance under HKFRS 9 at 1 January 2018
SRAVEERERR 2,343,345
BT EMSHEEERNE O SR 28B4  Total change in equity due to adopting HKFRS 9 (775,336)
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4. Transition disclosures (continued)

Notes to the Interim Financial Information (continued)

The following table reconciles the aggregate opening loan loss provision allowances under
HKAS 39 and provisions for loan commitments and financial guarantee contracts in
accordance with HKAS 37 Provisions Contingent Liabilities and Contingent Assets to the

ECL allowances under HKFRS 9.

R 2017 12 A 31

[SRiE- g3 e el #2018 1H1H
45 39/ 37 SRESNIGIR TR A B
% RIS 9 SR AT
Loan loss provision BEsMTRIIIR S
under HKAS ECLs under
39/HKAS 37 HitE HKFRS 9 at 1
at 31 December 2017 Remeasurement January 2018
HERTTT BT BT
HK$'000 HK$'000 HK$'000
Impairment allowance for
Loans and receivables and held to maturity financial assets per
HKAS 39ffinancial financial assets at amortised cost under
HKFRS 9 2,060,230 824,021 2,884,251
AFS financial investment per HKAS 39ffinancial investment at
FVOCI under HKFRS 9
- 23,664 23,664
2,060,230 847,685 2,907,915
Financial guarantees 200,210 200,210
Loan commitments - 33,341 33,341
Other commitments 10,190 - 10,190
10,190 233,551 243,741
2,070,420 1,081,236 3,151,656
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Notes to the Interim Financial Information (continued)

5. Financial risk management

The Group is exposed to financial risks as a result of engaging in a variety of business
activities. The principal financial risks are credit risk, market risk (including currency risk and
interest rate risk) and liquidity risk. This note summarises the Group’s exposures to these risks.

5.1 Credit Risk

(A) Gross advances and other accounts

(a) Impaired advances

Advances are impaired and impairment losses are incurred if, and only if, there is
objective evidence of impairment as a result of one or more events that occurred
and that loss event(s) has an impact on the estimated future cash flows of the
advances that can be reliably estimated.

If there is objective evidence that an impairment loss on advances has been
incurred, the amount of loss is measured as the difference between the carrying
amount and the present value of estimated future cash flows generated by the
advances. Objective evidence that advances are impaired includes observable
data that comes to the attention of the Group about the loss events.
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R EARA R BRI Notes to the Interim Financial Information (continued)

(&)

5. &RIEEEHE (&) 5. Financial risk management (continued)

51 888 (&) 5.1 Credit Risk (continued)
(A) BEEZEHAMIREE (A) Gross advances and other accounts (continued)
€:-))
(a) BEEx (8) (a) Impaired advances (continued)
#2018 £ 2017 4E
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT T AT
HK$'000 HK$'000
BEZ & P EREE Gross impaired advances to customers
#H 1,321,993 1,023,495
SR E Impairment allowances made in respect of
NERIER such advances 1,067,453 819,992
g bt Current market value of collateral held
BENEPERZ against the covered portion of such
A THE advances to customers 305,866 132,475
AR RES Covered portion of such advances to
ZREFEEK customers 174,002 118,175
AR R Uncovered portion of such advances to
EZEPERK customers 1,147,991 905,320
TEERHCEE L The impairment allowances were made after taking into account the value of
e HEAH collateral in respect of such advances.
(=R
#2018 £ 6 H 30 As at 30 June 2018, there were no impaired trade bills (31 December 2017: Nil).

H - #AREZH
ShEAE (2017 4R
12 731 H:fi§) -
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AR R ERHT EE Notes to the Interim Financial Information (continued)
(&)

5. &RIEEEHE (&) 5. Financial risk management (continued)

51 EERE (8) 5.1 Credit Risk (continued)
(A) BEEZEHAMIREE (A) Gross advances and other accounts (continued)
€:-))
(a) BEERK (8D (a) Impaired advances (continued)
B FEE R Classified or impaired advances to customers are analysed as follows:
R PERR I
FINNE
2018 &£ 2017 4
6 H30H 12 531 H
At 30 June At 31 December
2018 2017
AT AT
HK$'000 HK$'000
F5 I 43 FEECORUE Gross classified or impaired advances to
ZEFERE customers
#H 1,324,319 1,129,546
¥ 7 73 FHEORE Gross classified or impaired advances to
2B ERE customers as a percentage of gross
R P ERK advances to customers
HEEALER 0.51% 0.48%
5= B ORE Impairment allowances - Stage 3
R 1,067,453 -
AL B R fE Individually assessed impairment
A EFAd 2 R AE allowances made in respect of such
e advances - 819,789
i Sy EEORE Classified or impaired advances to customers represent advances which are either
ZEEENER classified as “substandard”, “doubtful” or “loss” under the Group’s classification of
A EEEE loan quality, or individually assessed to be impaired.

208N TR
By~ TRME
= TSR B
A T A R ek
ERYEERL -
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(b) Advances overdue for more than three months

Advances with a specific repayment date are classified as overdue when the
principal or interest is past due and remains unpaid. Advances repayable by regular
instalments are classified as overdue when an instalment payment is past due and
remains unpaid. Advances repayable on demand are classified as overdue either
when a demand for repayment has been served on the borrower but repayment
has not been made in accordance with the instruction or when the advances have
remained continuously exceeded the approved limit that was advised to the
borrower.
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(A) Gross advances and other accounts (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

Notes to the Interim Financial Information (continued)

(b) Advances overdue for more than three months (continued)

The gross amount of advances overdue for more than three months is analysed as

follows:

Gross advances to

customers which

have been

overdue for:

- six months or
less but over
three months

- one year or
less but over
six months

- over one year

Advances overdue

for over three
months

Impairment

allowances —
Stage 3

Individually

assessed
impairment
allowances made
in respect of such
advances

R 20186 H 30 H
At 30 June 2018

2017 F 12 H 31 H
At 31 December 2017

5% F SRR AR 755 5 SR HEEH

Btk =palw

% of gross % of gross

&%R advances to £58 advances to

Amount customers Amount customers
BT BT
HK$'000 HK$'000

23,036 0.01% 157,953 0.07%

135,078 0.05% 321,281 0.13%

655,779 0.25% 583,352 0.25%

813,893 0.31% 1,062,586 0.45%
664,669 -
- 805,993
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5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(b) Advances overdue for more than three months (continued)

Notes to the Interim Financial Information (continued)

2018 & #2017 &
6 H30H 12 531 H
At 30 June At 31 December
2018 2017
BT AT T
HK$'000 HK$'000
Current market value of collateral held
against the covered portion of such
advances to customers 192,222 287,524
Covered portion of such advances to
customers 130,957 170,879
Uncovered portion of such advances to
customers 682,936 891,707

Collateral held against overdue or impaired loans is principally represented by

charges over business assets such as commercial and residential premises for

corporate loans and mortgages over residential properties for personal loans.

As at 30 June 2018, there were no trade bills overdue for more than three months

(31 December 2017: Nil).
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(c) Rescheduled advances

R 201846 H30H
At 30 June 2018

#2017 412 A 31 H
At 31 December 2017

5% F SRR AR [fire=a == ¢/ € kO
Btk =palw
% of gross % of gross
&%R advances to £58 advances to
Amount customers Amount customers
BT BT
HK$'000 HK$'000
Rescheduled
advances to
customers net of
amounts included
in “Advances
overdue for more
than three
months” 6,877 0.00% 8,506 0.00%

Rescheduled advances are those advances that have been restructured or
renegotiated because of deterioration in the financial position of the borrower or of
the inability of the borrower to meet the original repayment schedule. Rescheduled
advances, which have been overdue for more than three months under the revised
repayment terms, are included in “Advances overdue for more than three months”.
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5. Financial risk management (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers

(i) Sectoral analysis of gross advances to customers

20184 6 H30H
At 30 June 2018

Notes to the Interim Financial Information (continued)

The following analysis of the gross advances to customers by industry sector is
based on the categories with reference to the completion instructions for the
HKMA return of loans and advances.

F—E—
Eis i 1= vl
Z B4 REST IR E=FRE RAEZER
BEEEESE % Covered IR FBEREE  Impairment
Gross by collateral Classified Impairment allowances-
advances to or other or #WER  allowances- Stage 1 and
customers security impaired Overdue Stage 3 2
BT BETT  BETT AT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Loans for use in Hong Kong
Industrial, commercial and
financial
- Property development 14,275,853 16.74% - - - 55,992
- Property investment 16,862,777 76.31% 12,178 23,906 10,063 20,558
- Financial concerns 17,938,282 2.61% - - - 90,822
- Wholesale and retail trade 7,683,588 62.80% 22,009 41,442 10,976 42,634
- Manufacturing 11,529,524 18.06% 24,654 29,063 17,465 73,887
- Transport and transport
equipment 5,179,774 11.51% - - - 14,670
- Recreational activities 9,419 10.09% - - - 38
- Information technology 3,620,433 1.28% - - - 12,708
- Others 19,711,800 52.93% 71,559 78,734 72,374 89,416
Individuals
- Loans for the purchase of
flats in Home Ownership
Scheme, Private Sector
Participation Scheme
and Tenants Purchase
Scheme 250,045 99.34% 339 4,053 - 27
- Loans for purchase of
other residential
properties 12,797,605 99.60% 2,208 97,581 - 2,217
- Others 10,624,414 79.53% 2,015 37,379 847 31,359
Total loans for use in Hong
Kong 120,483,514 45.78% 134,962 312,158 111,725 434,328
Trade finance 11,134,351 16.81% 55,293 55,979 54,485 62,151
Loans for use outside Hong
Kong 129,081,736 3748% 1,134,064 1,277,034 901,243 1,330,468
Gross advances to customers 260,699,601 4043% 1,324,319 1645171 1,067,453 1,826,947
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R EARA R BRI Notes to the Interim Financial Information (continued)

(&)

5. &plEleEE (8) 5. Financial risk management (continued)

51 8RR (8D

5.1 Credit Risk (continued)

(A) EEFRHAMIEE (A) Gross advances and other accounts (continued)
€:-))
d) EEERETE (d) Concentration of advances to customers (continued)
€:-))
() #TETE (i) Sectoral analysis of gross advances to customers (continued)
B
(4

FEEHEE 2 85K
TREERIE

- e

- BRRREL

- R TEE

- R

- IRy

- EREL

- Hfty
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- PEUB SIS 8 -
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- Ffth
e (ol SRR

BRI
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#2017 F£12 H31 H
At 31 December 2017

AT E iR HEEHbh
ZHE FEESHH IRAE AR IRAE AR
2 SR AEEE % Covered SRE Individually Collectively
Gross by collateral Classified assessed assessed
advances to or other or A impairment impairment
customers security impaired Overdue allowances allowances
BT IT BT BIETT ST T ST T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Loans for use in Hong Kong
Industrial, commercial and
financial
- Property development 13,314,714 14.94% - - - 38,388
- Property investment 11,619,518 91.75% 17,266 13,598 12,958 84,720
- Financial concerns 14,241,301 3.27% - - - 39,958
- Stockbrokers 235 100.00% - - - 2
- Wholesale and retail trade 8,933,689 54.41% 64,104 211,546 50,606 47,909
- Manufacturing 11,387,243 19.72% 24,235 29,619 14,885 41,452
- Transport and transport
equipment 4,472,168 13.74% - 366 - 13,678
- Recreational activities 15,453 6.31% - - - 118
- Information technology 3,602,709 1.07% - - - 14,047
- Others 16,785,387 56.65% 150,236 175,532 78,110 82,927
Individuals

- Loans for the purchase of

flats in Home Ownership

Scheme, Private Sector

Participation Scheme

and Tenants Purchase

Scheme 269,153 100.00% 390 5,784 - 137
- Loans for purchase of

other residential

properties 13,108,084 99.90% 5,286 74,123 - 5,730

- Others 9,483,433 77.35% 1,903 28,425 - 4,126
Total loans for use in Hong

Kong 107,233,087 47.64% 263,420 538,993 156,559 373,192

Trade finance 9,538,676 20.30% 94,677 100,438 51,024 61,053
Loans for use outside Hong

Kong 118,435,573 34.05% 771,449 888,506 612,206 782,780

Gross advances to customers 235,207,336 39.69% 1,129,546 1,527,937 819,789 1,217,025
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers (co

(il) Geographical analysis of gross advances to

ntinued)

customers

The following geographical analysis of advances to customers is based on the
location of the counterparties, after taking into account the transfer of risk. For
an advance to customer guaranteed by a party situated in a country different
from the customer, the risk will be transferred to the country of the guarantor.

Gross advances to customers

A 2018 £ 2017 &

6 H30H 12H531H

At 30 June At 31 December

2018 2017

BT T AT

HK$'000 HK$'000

Hong Kong 130,486,423 119,688,483

Mainland of China 114,280,261 101,473,976

Others 15,932,917 14,044,877

260,699,601 235,207,336

Impairment allowances — stage 1 #2018 £

and 2 in respect of the gross 6 H30H
advances to customers

At 30 June

2018

AT

HK$'000

Hong Kong 500,393

Mainland of China 1,178,328

Others 148,226

1,826,947
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers (continued)

(il) Geographical analysis of gross advances to customers (continued)

Gross advances to customers (continued)

Collectively assessed impairment W 2017 &
allowances in respect of the 12H31H
gross advances to customers At 31 December

2017

AT

HK$'000

Hong Kong 459,189
Mainland of China 704,174
Others 53,662
1,217,025
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)
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M (8D

AR

A
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HAth
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fEE=&
B
=

A
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HAth
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FMEE
R {EEE
#

I
A
HoAth

(d) Concentration of advances to customers (continued)

Overdue advances

(il) Geographical analysis of gross advances to customers (continued)

#2018 4 #2017 4
6 H30H 12H531H
At 30 June At 31 December
2018 2017
BT T AT
HK$'000 HK$'000
Hong Kong 545,519 507,437
Mainland of China 1,069,347 1,013,598
Others 30,305 6,902
1,645,171 1,527,937
Impairment allowances — Stage 3 in F* 2018 £
respect of the overdue advances 6 H30H
At 30 June
2018
BT T
HK$'000
Hong Kong 121,045
Mainland of China 600,852
Others 312
722,209
Impairment allowances — Stage 1
and 2 in respect of the overdue
advances
Hong Kong 3,234
Mainland of China 9,485
Others 347
13,066
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5. Financial risk management (continued)

5.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers (continued)

Notes to the Interim Financial Information (continued)

(il) Geographical analysis of gross advances to customers (continued)

Overdue advances (continued)

Individually assessed impairment
allowances in respect of the
overdue advances

Hong Kong
Mainland of China
Others

Collectively assessed impairment
allowances in respect of the
overdue advances

Hong Kong
Mainland of China
Others

39
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12531 H

At 31 December
2017

BETIT

HK$'000
154,289
652,800

245

807,334

1,826
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148
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T HARA M ORI =k Notes to the Interim Financial Information (continued)
(&)

5. &plEleEE (8) 5. Financial risk management (continued)

51 888 (&) 5.1 Credit Risk (continued)
(A) B R HAERIE (A) Gross advances and other accounts (continued)
(&
d) BEERERE (d) Concentration of advances to customers (continued)
(&)
(i) Fh I i oy (i) Geographical analysis of gross advances to customers (continued)
Bz BPER
e (8
e IEEOR Classified or impaired advances
== 14
#2018 4 #2017 4
6H30H 12H31H
At 30 June At 31 December
2018 2017
BT AEEETIT
HK$'000 HK$'000
T Hong Kong 144,336 296,008
o B Pyt Mainland of China 1,178,095 832,797
At Others 1,888 741
1,324,319 1,129,546
eS| Impairment allowances — Stage 3 #2018 £
HRESE in respect of the classified or 6 H30H
RIEE= impaired advances
FEEEZ TR At 30 June
=R 2018
BT
HK$'000
T Hong Kong 122,429
o B Pyt Mainland of China 944,765
HoAth Others 259
1,067,453
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5. &RIEEEHE (&) 5. Financial risk management (continued)

5.1 S8Rk (&) 5.1 Credit Risk (continued)
(A) BEEZEHAMIREE (A) Gross advances and other accounts (continued)
€::))
d) BEERERE (d) Concentration of advances to customers (continued)
(&)
(i) Fh I i oy (i) Geographical analysis of gross advances to customers (continued)
BB FER

Hear (80

RSB Sy SEER Classified or impaired advances (continued)
EHER (8
B ESE Individually assessed impairment A 2017 £
RREE allowances in respect of the 12531 H
ERPEME B classified or impaired advances
FHE R At 31 December
HEH 2017
BT
HK$'000
EHHE Hong Kong 165,468
o [ A HE Mainland of China 654,077
A Others 244
819,789
e E Collectively assessed impairment
HRES allowances in respect of the
e E classified or impaired advances
FREZ
L=k
T Hong Kong 774
o 5] A HE Mainland of China 593
1,367
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5. &plEleEE (8) 5. Financial risk management (continued)
51 888 (&) 5.1 Credit Risk (continued)

(B) Url=&EE (B) Repossessed assets

REHE 2018 £ 6 The estimated market value of repossessed assets held by the Group as at 30 June
H 30 HEFAMULE 2018 amounted to HK$112,264,000 (31 December 2017: HK$164,266,000). They
EE AL E A comprise properties in respect of which the Group has acquired access or control (e.g.
112,264,000 JC through court proceedings or voluntary actions by the proprietors concerned) for
(2017 £ 12 A 31 release in full or in part of the obligations of the borrowers.
H : 4% 164,266,000

T ) B A ALEE

BRI B =

PEHIRERTIZE (A1E

AR ST H

[ A A T =

IS DITE KT/ ONS)

T 2 e

DEE
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.1 Credit Risk (continued)

(C) Debt securities and certificates of deposit

The following tables present an analysis of the carrying value of debt securities and
certificates of deposit by issue rating. In the absence of such issue ratings, the ratings
designated for the issuers are reported.

A 20184£6 H30H
At 30 June 2018

A3 IR
Aal & Aa3 Al & A3 Lower PR st
Aaa Aalto Aa3 Alto A3 than A3 Unrated Total
BT BT BT BT BT BT
HK$'000 HK$’'000 HK$’'000 HK$'000 HK$’'000 HK$'000
DIAES(LsFAHE At fair value through
R E RS other _
comprehensive
income 17,697,521 16,615,841 53,593,556 3,590,462 4,116,709 95,614,089
L SN e e At amortised cost - - 3,091,705 - - 3,091,705
DIA B L AR At fair value through
= profit or loss 1,628,389 2,883,255 610,977 24,136 48,665 5,195,422
Lt Total 19,325,910 19,499,096 57,296,238 3,614,598 4,165,374 103,901,216
201712 31 H
At 31 December 2017
A3 LI'F
Aal & Aa3 Al & A3 Lower FEEEAR =t
Aaa Aal to Aa3 Al to A3 than A3 Unrated Total
ARTT AT AT T T ABETIT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Ak s A Available-for-sale
securities 22,088,001 9,404,952 45,057,460 8,385,055 19,090,003 104,025,471
HAEETWHE S Held-to-maturity
securities - - 3,457,187 - - 3,457,187
B B Loans and receivables - - - - 3,753,086 3,753,086
N efEg(EE AJE2s  Financial assets at fair
T EREE value through profit or
loss 3,530,667 311,582 - - 300,034 4,142,283
4t Total 25,618,668 9,716,534 48,514,647 8,385,055 23,143,123 115,378,027
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5.1 Credit Risk (continued)

5. Financial risk management (continued)

(C) Debt securities and certificates of deposit (continued)

Notes to the Interim Financial Information (continued)

The following tables present an analysis of debt securities and certificates of deposit
neither overdue nor impaired as at 30 June by issue rating. In the absence of such
issue ratings, the ratings designated for the issuers are reported.

1T NRRHR R -
R 201846 H30H
At 30 June 2018
A3 T
Aal # Aa3 Al & A3 Lower SESEER, st
Aaa Aalto Aa3 Alto A3 than A3 Unrated Total
BT BT BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
DIARESE(LEF AR At fair value through
M-S other
comprehensive
income 17,697,521 16,615,841 53,593,556 3,590,462 4,116,709 95,614,089
IR 5 S W= = At amortised cost - - 3,091,705 - - 3,091,705
A nEE{EEF AR At fair value through
5 profit or loss 1,628,389 2,883,255 610,977 24,136 48,665 5,195,422
19,325,910 19,499,096 57,296,238 3,614,598 4,165,374 103,901,216
2017 £ 12 H 31 H
At 31 December 2017
A3 DIF
Aal # Aa3 Al = A3 Lower fAEREAR 4=t
Aaa Aalto Aa3 Alto A3 than A3 Unrated Total
AT i DT i DT AT AT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
o] it eSS Available-for-sale
securities 22,088,001 9,404,952 45,057,460 8,385,055 19,090,003 104,025,471
FrEEFHIHE Held-to-maturity
securities - - 3,457,187 - - 3,457,187
B FEUER Loans and receivables - - - - - -
N ESE(EET AJEZE  Financial assets at fair
ZAREE value through profit
or loss 3,530,667 311,582 - - 300,034 4,142,283
25,618,668 9,716,534 48,514,647 8,385,055 19,390,037 111,624,941
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5.1 Credit Risk (continued)

5. Financial risk management (continued)

(C) Debt securities and certificates of deposit (continued)

Notes to the Interim Financial Information (continued)

The following tables present an analysis of impaired debt securities by issue rating. In
the absence of such issue ratings, the ratings designated for the issuers are reported.

As at 30 June 2018, there were no impaired or overdue debt securities or certificates of

deposit.

2017 12 H 31 H
At 31 December 2017

Loans and receivables

Of which accumulated

HRTH{E Hrfr:
Carrying values BRI A
Of which
A3 LI'F accumulated
Aal F Aa3 Al £ A3 Lower ESTAR 4T impairment
Aaa Aalto Aa3 Alto A3 than A3 Unrated Total allowances
AT BT BT BETT BN HEMTTT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
- - - - 3,753,086 3,753,086 23,416

- - - 23416 23,416

impairment allowances -

% 2017 £ 12 § 31
B 2R REZ 7R
Feog A i 2 (A7 5
I AT ©

As at 31 December 2017, there were no impaired certificates of deposit and no overdue
debt securities and certificates of deposit.
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.2 Market Risk

(A) Currency risk

The Group’s assets and liabilities are denominated in major currencies, particularly the
HK dollar, the US dollar and Renminbi. To ensure the currency risk exposure of the
Group is managed at an acceptable level, risk limits (e.g. Position, VAR and stress test
limit) are used to serve as a monitoring tool. Moreover, the Group seeks to minimise the
gap between assets and liabilities in the same currency. Foreign exchange contracts
(e.g. FX swaps) are usually used to manage FX risk associated with foreign
currency-denominated assets and liabilities.
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.2 Market Risk (continued)

(A) Currency risk (continued)

The following is a summary of the Group’s major foreign currency exposures arising from
trading, non-trading and structural positions and is prepared with reference to the
completion instructions for the HKMA return of foreign currency position.

i 20184£6 H30H
At 30 June 2018

BT TEE
Equivalent in thousand of HK$
HAth Mg SN RRAE
Others Total
EIT AR foreign foreign
US Dollars Renminbi currencies currencies
HEEE Spot assets 86,899,141 145,706,966 11,923,861 244,529,968
HEEE Spot liabilities (88,762,976) (142,399,682) (12,366,172) (243,528,830)
EHIEA Forward purchases 22,995,884 10,762,039 3,599,980 37,357,903
BHIE 1 Forward sales (21,795,499) (11,856,268) (3,169,287) (36,821,054)
(%) /B34 Net (short)/long position (663,450) 2,213,055 (11,618) 1,537,987
SEREME AR R Net structural position 9,438,150 9,473,458 - 18,911,608
72017412 H 31 H
At 31 December 2017
BT CEE
Equivalent in thousand of HK$
HAth s YNEE LA
Others Total
ETT ANE#& foreign foreign
US Dollars Renminbi currencies currencies
HEEE Spot assets 87,459,891 154,080,434 11,661,967 253,202,292
HEAaE Spot liabilities (89,716,626) (146,133,803) (12,057,840) (247,908,269)
EHIE A Forward purchases 14,502,233 4,537,116 3,693,458 22,732,807
BHIE N Forward sales (12,446,022) (11,196,755) (3,269,094) (26,911,871)
() B34 Net (short)/long position (200,524) 1,286,992 28,491 1,114,959
SEFRE M AR Net structural position 9,437,640 9,577,159 - 19,014,799
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Notes to the Interim Financial Information (continued)

5.2 Market Risk (continued)

(B) Interest rate risk

R A RO B R

& - RN DURTES
TN J AR 0 W
BHEFTEEEH
SEIEIH (DR
B Assets
[EETFIR 4 R AERURAT e HoAth 4288 Cash and balances with banks and
TRERTESER other financial institutions
TESRIT R H M & BiitE —Z 1+ = Placements with banks and other
18 A A EIHA . AR financial institutions maturing

SRER S ARG SHERE

e TR
EoR HAIRTH
ERRE
- D fEg bt AR
Wi
- DUBkRpAEE TR
Rtk
F B &
ot (EERIERIEARE)

HERE

between one and twelve months

Financial assets at fair value

through profit or loss
Derivative financial instruments
Advances and other accounts
Financial investments

- At fair value through other

comprehensive income

- At amortised cost
Investment properties
Properties, plant and equipment
Other assets (including deferred

tax assets)

Total assets

5. Financial risk management (continued)

The tables below summarise the Group’s on-balance sheet exposure to interest rate
risk as at 30 June 2018 and 31 December 2017. Included in the tables are the assets
and liabilities at carrying amounts, categorised by the earlier of contractual repricing
or maturity dates.

7201846 H 30 H
At 30 June 2018

—Z =7 TatE

—fERARN =fER +=ER —EHE  AEFEUE Non-
Up to 1t03 3to 12 1to5 Over interest Gt
1 month months months years 5years bearing Total
BT BT AT AT AT BT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
48,540,926 - - - - 1,122,769 49,663,695
- 4,103,379 159,751 - - - 4,263,130
3,623,195 3,914,265 2,831,030 610,977 - 10,979,467
- - - - - 573,565 573,565
127,387,980 74,982,944 52,062,242 3,901,258 1,172,930 - 259,507,354
10,705,080 22,364,734 18,009,127 42,659,319 1,875,829 31,854 95,645,943
474,893 142,632 366,658 5,726,655 - - 6,710,838
R - - - - 314,182 314,182
- - - - - 7,577,770 7,577,770
- - - - - 1,561,142 1,561,142
190,732,074 105,507,954 73,428,808 52,898,209 3,048,759 11,181,282 436,797,086
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Notes to the Interim Financial Information (continued)

5.2 Market Risk (continued)

(B) Interest rate risk (continued)

Liabilities

Deposits and balances from banks
and other financial institutions

Financial liabilities at fair value
through profit or loss

Derivative financial instruments

Deposits from customers

Debt securities and certificates of
deposit in issue

Other accounts and provisions
(including current and deferred
tax liabilities)

Total liabilities

Interest sensitivity gap

5. Financial risk management (continued)

R 20184E6 H30H
At 30 June 2018

—= =% FerR

—EARN =fEA +=fEA —£HE  HEME Non-
Up to 1to3 3to 12 1t05 Over interest st
1 month months months years 5 years bearing Total
ARToe  BETT BT BT BT BT BETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
15,955,115 1,524,126 2,624,718 - - 204,243 20,308,202
2,726,376 1,007,653 497,845 - - - 4,231,874
- - - - - 386,940 386,940
160,881,613 71,179,209 76,986,794 10,970,744 - 12,336,132 332,354,492
- 1,407,288 1,910,337 3,601,399 - - 6,919,024
2,606,300 3,418,344 6,263,362 1,246,655 47,509 5,411,560 18,993,730
182,169,404 78,536,620 88,283,056 15,818,798 47,509 18,338,875 383,194,262
8,562,670 26,971,334 (14,854,248) 37,079,411 3,001,250 (7,157,593) 53,602,824
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5. &REREE (&) 5. Financial risk management (continued)
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5.2 Market Risk (continued)

(B) Interest rate risk (continued)

#2017 4212 H31 H
At 31 December 2017

—F =% it

—MEARN =f8H +=EA —Z0F HEE Non-
Up to 1to3 3to 12 1to5 Over interest yEt
1 month months months years 5 years bearing Total

BT BRI BRI BBt BT BRTIT BT
HK$000  HK$000 HK$000 ~ HK$000  HK$000  HK$000  HK$'000

Assets
Cash and balances with banks and

other financial institutions 66,413,742 - - - - 1,322,019 67,735,761
Placements with banks and other

financial institutions maturing

between one and twelve months - 5,621,865 492,558 - - - 6,114,423
Financial assets at fair value

through profit or loss 565,482 652,170 2,888,736 35,895 - - 4,142,283
Derivative financial instruments - - - - - 400,843 400,843
Advances and other accounts 142,272,107 52,264,644 34,966,908 4,878,812 314,320 - 234,696,791
Financial investments

- Available-for-sale 23,016,250 19,360,064 31,118,265 29,812,306 718,586 15,156 104,040,627

- Held-to-maturity - - 365,318 3,091,869 - - 3,457,187

- Loans and receivables - - 620,824 3,132,262 - - 3,753,086
Investment properties - - - - - 302,702 302,702
Properties, plant and equipment - - - - - 7,386,981 7,386,981
Other assets (including deferred

tax assets) - - - - - 3,031,454 3,031,454
Total assets 232,267,581 77,898,743 70,452,609 40,951,144 1,032,906 12,459,155 435,062,138
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5. &REREE (&) 5. Financial risk management (continued)
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5.2 Market Risk (continued)

(B) Interest rate risk (continued)

#2017 4212 H31 H
At 31 December 2017

—% =% Fitg

—ME@AA =f@A +=EA —Z0F HEE Non-
Up to 1to3 3to 12 1to5 Over interest qEt
1 month months months years 5 years bearing Total

BT T BT T BT T BT T BTt BETT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Liabilities

Deposits and balances from banks

and other financial institutions 22,242,224 2,961,712 2,122,584 - - 408,987 27,735,507
Financial liabilities at fair value

through profit or loss 2,092,997 2,225,148 27,398 - - - 4,345,543
Derivative financial instruments - - - - - 397,796 397,796
Deposits from customers 188,163,251 54,607,277 61,810,259 8,643,710 71,964 12,119,178 325,415,639
Debt securities and certificates of

deposit in issue - 2,960,347 116,337 3,704,524 - - 6,781,208

Other accounts and provisions
(including current and deferred

tax liabilities) 3,003,407 1,002,744 7,374,876 630,846 29,972 6,255,520 18,297,365
Total liabilities 215,501,879 63,757,228 71,451,454 12,979,080 101,936 19,181,481 382,973,058
Interest sensitivity gap 16,765,702 14,141,515 (998,845) 27,972,064 930,970 (6,722,326) 52,089,080
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5. &REREE (&) 5. Financial risk management (continued)

5.3 RErESEEE 5.3 Liquidity Risk
(A) REMESLERRF (A) Liquidity coverage ratio and net stable funding ratio
BEESIL®E
ZFEEER FEERR ZEERE BN e
2018 &£ 2018 4 2017 & 2017 &
6H30H 3H31H 6 H 30 H 3H31H
Quarter ended Quarter ended Quarter ended Quarter ended

30 June 2017 31 March 2017 30 June 2017 31 March 2017

mEIEEELR Average value
(IR (E of liquidity
coverage ratio 136.13% 142.76% 171.71% 138.03%
TR BN S LAY The average value of liquidity coverage ratio is calculated based on the arithmetic mean
HEERNEZEEN of the liquidity coverage ratio as at the end of each working day in the quarter and the
B TAE B4R G50 calculation methodology and instructions set out in the HKMA return of liquidity position.

T EELE R
TR
PEIRS > SRR
B 577 3 Rt
A -

FREESIIE Net stable funding ratio
2018

FRFBELESILE Quarter end value of net stable funding ratio

- B - First quarter 114.10%

- EOEE - Second quarter 112.99%
HBERWFBEES Quarter end value of net stable funding ratio is calculated based on the calculation
EEREENEFEEE methodology and instructions set out in the HKMA return of stable funding position.
BEEiRNZ B RH
RHNHNE R ITER

fERatE -
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)
5. &plEfeEE (8) 5. Financial risk management (continued)

5.3 mergEEkE (&) 5.3 Liquidity Risk (continued)
(A) REMESLERRF (A) Liquidity coverage ratio and net stable funding ratio (continued)
RBeESER (8)
BN EE LR The liquidity coverage ratio and net stable funding ratio are computed on the consolidated
FBEE SRR DL basis which comprises the positions of the Bank and certain subsidiaries specified by the
SRR WIRE HKMA in accordance with the Banking (Liquidity) Rules.

(ERTT3E CRght)
FUA) HASRTT R
oy B REE Z MY

B AR -

BRREMEEEILE The additional information of liquidity coverage ratio and net stable funding ratio
KRB EE SR disclosures are available under section “Regulatory Disclosures” on the Bank’s website at
BRI R E R A A www.ncb.com.hk.

w7 W H
www.nch.com.hk tf
FEEEDEE , —E08

o

REBEGET TEENA The Group has established intra-group liquidity risk management guideline to manage the
BB A 4 e e e liquidity funding among different entities within the Group, and to restrict their reliance of
55 EHEERRKNE funding on each other.

A ZHNREE

& BMOeMOEER
s FABFE(RHA -
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)
5.3 Liquidity Risk (continued)
(B) Maturity analysis
The tables below analyse the Group’s assets and liabilities as at 30 June 2018 and 31

December 2017 into relevant maturity groupings based on the remaining period at
balance sheet date to the contractual maturity date.

PRITHH -
201846 H 30 H
At 30 June 2018
—& =
g —ERA =EA +-EA —FEEfF AEFUE THEE
On Up to 1to3 3to 12 1to5  Over5 [2)::) st
demand 1 month months months years years Indefinite Total
AT BT BMTT BETT BT BRTT BT BT
HK$'000 HK$000 HK$000 HK$000 HK$'000 HK$000 HK$'000 HK$'000
=3 Assets
[EETEIR & RAFHRAT e Hepth 428 Cash and balances with banks and
$g%ﬁ’~]§g I other financial institutions 21,463,640 28,200,055 i i - 49,663,605
TET R HA RS —Z% 1+~ Placements with banks and other
& A NFIHA . ERREL financial institutions maturing 4,103,379 159,751 4,263,130
between one and twelve months
NEEEET AJBRE 2 &R&E  Financial assets at fair value
through profit or loss
- G - Trading
- [EBRES - Debt securities 49,956 2,651,045 1,883,444 610,977 5,195,422
- I - Non trading
- M - Money market fund 2,748,141 - - 2,748,141
- Eftr - Others 825,008 1,263,220 947,586 3,035,904
PTEemT A Derivative financial instruments 319,591 87,881 21,580 112,092 32,421 573,565
BRI EAHRIE Advances and other accounts
- BFEX - Advances to customers 19,249,489 13,442,088 21,699,984 51,099,103 109,230,845 42,436,812 646,880 257,805,201
- E5E - Trade bills 719,534 687,306 295,313 1,702,153
BRHE Financial investments
- DAmES ER AEMAE - Atfair value through other
ey comprehensive income
- R - Debt securities 7,594,996 8,767,068 17,027,172 47,131,601 1,875,829 - 82,396,666
- fiikae - Certificates of deposit 852,966 5,705,997 2,349,344 4,309,116 - 13,217,423
— Wy - Equity securities - - - - - - 31,854 31,854
- DA E TR - At amortised cost
- (g% - Debt securities 1,422 - 372,398 2,559,729 2,933,549
- ks - Certificates of deposit 1,019 1,378 - 155,759 158,156
- HAth - Others 474,893 142,632 - 3,001,608 3,619,133
BV Investment properties - - 314,182 314,182
W ~ e Rt Properties, plant and equipment - - 7,577,770 7,577,770
HfrERE (BFERERIELE)  Other assets (including deferred
tax assets) 566,628 551,556 3,059 132,358 210,045 151 97,345 1,561,142

B

Total assets

41,599,348 55,549,605

45,046,648 74,378,561 167,242,101 44,312,792 8,668,031 436,797,086
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)
5.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

H20184£6 30 H
At 30 June 2018
—F =z
BuE —ERR =@ +—EF —EEF BEEUE  FHEE
Oon Up to 1to3 3to 12 1to5 Over HEA Rt
demand 1 month months months years 5years Indefinite Total

AETL BRI BT BETT  BETT BN BETRT BT
HK$000  HK$000  HK$000  HK$O000  HK$000 HK$000 HK$000  HK$000

j=Ui- Liabilities
SRAT R HAth 4 RS > 1R R Deposits and balances from banks
4EeR and other financial institutions 7,003,200 9,283,840 1,398,474 2,622,688 - - - 20,308,202
AREE BT AIERZ SRl&[E  Financial liabilities at fair value
through profit or loss - 2,726,376 1,007,653 497,845 - 4,231,874
PSR T A Derivative financial instruments 97,324 55,009 77,075 127,074 30,458 - - 386,940
B IR Deposits from customers 117,150,732 52,925,895 70,232,127 78,334,050 13,711,688 - - 332,354,492
A TEB S RIS Debt securities and certificates of
deposit in issue - - 1,401,076 1,916,549 3,601,399 - - 6,919,024
HAMRETE R (IEEFRIE  Other accounts and provisions
FORTERITAS ) (including current and deferred
tax liabilities) 4,534,362 1,833,039 3,628,034 6,697,826 2,183,909 5115 111,445 18,993,730
EfEEEE Total liabilities 128,785,618 66,824,159 77,744,439 90,196,032 19,527,454 5,115 111,445 383,194,262
BN S Net liquidity gap (87,186,270) (11,274,554) (32,697,791) (15,817,471) 147,714,647 44,307,677 8,556,586 53,602,824
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

A20174£12 31 H
At 31 December 2017

—F =%
B —EAR =#EA  +=ER —E0FE  IEME FHEE
On Up to 1to3 3t012 1to5 Over HifH “ast
demand 1 month months months years 5years Indefinite Total
BT BT BT OBMTT OBNTR BT BMTRT OBNTR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000  HK$'000 HK$'000
Assets
Cash and balances with banks
and other financial institutions 28,898,808 38,836,953 - - - - - 67,735,761
Placements with banks and
other financial institutions
maturing between one and
twelve months - - 5,501,781 612,642 - - - 6,114,423
Financial assets at fair value
through profit or loss
—Trading
— Debt securities - 505,774 592,845 2,830,221 35,895 - - 3,964,735
— Certificates of deposit - 59,708 59,325 58,515 - - - 177,548
Derivative financial instruments 320,883 9,175 34,941 35,844 - - - 400,843
Advances and other accounts
—Advances to customers 15,435,181 10,490,128 10,551,107 56,215,184 99,351,743 40,689,875 437,304 233,170,522
—Trade bills 52 215,679 349,354 528,684 432,500 - - 1,526,269
Financial investments
— Available-for-sale
— Debt securities - 9,630,379 4,960,998 18,118,138 33,855,225 718,586 - 67,283,326
— Certificates of deposit - 1,110,485 1,903,627 13,115,663 3,181,852 - - 19,311,627
— Others - 10,037,544 6,302,142 1,090,832 - - - 17,430,518
— Held-to-maturity
— Debt securities - 1,417 - 371,071 2,927,971 - - 3,300,459
— Certificates of deposit - 1,041 - 600 155,087 - - 156,728
— Loans and receivables
— Debt securities - - - - - - - -
— Others - - - 620,824 3,132,262 - - 3,753,086
— Equity securities - - - - - - 15,156 15,156
Investment properties - - - - - - 302,702 302,702
Properties, plant and equipment - - - - - - 7,386,981 7,386,981
Other assets (including deferred
tax assets) 322,577 2,240,547 2,399 223,227 102,674 - 140,030 3,031,454

Total assets

44,977,501 73,138,830 30,258,519 93,821,445

143,175,209 41,408,461

8,282,173 435,062,138
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Liabilities

Deposits and balances from banks
and other financial institutions

Financial liabilities at fair value
through profit or loss

Derivative financial instruments

Deposits from customers

Debt securities and certificates of
deposit in issue

Other accounts and provisions
(including current and deferred
tax liabilities)

Total liabilities

Net liquidity gap

5. Financial risk management (continued)

5.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

#2017 %12 A31 H
At 31 December 2017

Notes to the Interim Financial Information (continued)

=%

B —EAR —£ +=EA —EAF  AOEME FEE
On Upto =fEH 3t012 1t05 Over HiH dEEt
demand 1 month 1to 3 months months years 5years Indefinite Total
EETT O BETT BETT EETT AETIT OBRTIT BT AT
HK$'000 HK$'000 HK$'000  HK$'000 HK$'000  HK$000 HK$'000 HK$'000
1,252,775 17,791,352 2,960,550 2,619,318 2,456,925 654,587 - 27,735,507
- 2,092,997 2,225,148 27,398 - - - 4,345,543
99,166 155,539 74,467 68,624 - - - 397,796
125,552,531 74,369,470 54,918,461 60,348,321 10,154,892 71,964 - 325,415,639
- - 2,960,347 116,337 3,704,524 - - 6,781,208
4,097,624 3,777,774 1,281,587 7,524,167 1,580,162 36,037 14 18,297,365
131,002,096 98,187,132 64,420,560 70,704,165 17,896,503 762,588 14 382,973,058
(86,024,595) (25,048,302) (34,162,041) 23,117,280 125,278,706 40,645,873 8,282,159 52,089,080
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5. &REREE (&) 5. Financial risk management (continued)

5.3 mehgEEkE (&) 5.3 Liquidity Risk (continued)
(B) FHEAH T (&) (B) Maturity analysis (continued)

BB H S HE T The above maturity classifications have been prepared in accordance with relevant
fa R (BRIT3E (IER) provisions under the Banking (Disclosure) Rules. The Group has reported assets
FRATY Z FERE RS such as advances and debt securities which have been overdue for not more than
HmEd o A EE[E R A one month as “On demand”. In the case of an asset that is repayable by different
Kig# 1 @HHZE payments or instalments, only that portion of the asset that is actually overdue is
B Bl S S A= reported as overdue. Any part of the asset that is not due is reported according to the
YR TR, & residual maturity unless the repayment of the asset is in doubt in which case the
o WA ERER amount is reported as “Indefinite”. The above assets are stated after deduction of
Ko HEEZE provisions, if any.

o AAGEETHE
% e 301 2 S 0 4
T « HARFH
ZE o T GRS
FERIHIR ST - B8
EHEEEZHEHE
FHEEE > Q%S
HOEI R T REEE H
W, - RABIRZE
JEE 2 41 A £ 4 3
R (AHE) -

I ER P E H B(E The analysis of debt securities by remaining period to maturity is disclosed in order
B E 2o E R to comply with relevant provisions under the Banking (Disclosure) Rules. The
B (SRITHE (B288) disclosure does not imply that the securities will be held to maturity.

FAI) 2 AHBR RS

PR o FT{EREEAR

RF L 5

HEFH -
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hHARA RS BT e Notes to the Interim Financial Information (continued)
(&)

5. &REREE (&) 5. Financial risk management (continued)

5.4 FAREH 5.4 Capital Management
N B A R D The Group has adopted the foundation internal ratings-based (“FIRB”) approach to
SR R AR ERETE K calculate the credit risk capital charge for the majority of its non-securitisation exposures.
E1 5y IR B A R b Securitisation exposures and a small residual non-securitisation exposures are under the
%?ﬁﬁ’]ﬁ%ﬂﬁz =N standardised (credit risk) (“STC”) approach. The Group has adopted the standardised
K o 552 L JE R R credit valuation adjustment (“CVA”) method to calculate the capital charge for the CVA risk
)iZ/J\ 4y JEEE H AL FE B of the counterparty. The Group continues to adopt the internal models (“IMM”) approach to
B\ EAEE (E 8 calculate the general market risk capital charge for foreign exchange and interest rate
) sTEVEASTE - A& exposures and, with the approval from the HKMA, exclude its structural FX positions
B £ P A2 (= B (E pursuant to section 317C of the Banking (Capital) Rules in the calculation of the market
Bk tEEAEEM risk capital charge. The Group continues to adopt the standardised (market risk) (“STM”)
(B R B A8 5 % F approach to calculate the market risk capital charge for the remaining exposures. The
BEARTR - AEE YR Group continues to adopt the standardised (operational risk) (“STO”) approach to
BN EAE calculate the operational risk capital charge.

AINBEE R R — % T 5
RS AT K > WARE

CERATSECEARRAT) 56
317C & E Fftt R
T B AR M I B i
JEE A Y T 55 o e 5 A
K REEEBEEERHEE

(TR ) st E A E
Her s by & K=
Ko REEER G EE

CEBEBRERE ) ETRA
FHERRERE R E AT -

(A) BEE4 R (A) Basis of regulatory consolidation

BEEHRE V4T B AR The consolidation basis for regulatory purposes comprises the positions of the Bank
TR (GR1T¥% (& and certain subsidiaries specified by the HKMA in accordance with the Banking
A HAT) HARSRIT (Capital) Rules. For accounting purposes, subsidiaries are consolidated in
KEIEEFHEE accordance with HKFRSs and the list of subsidiaries is set out in “Appendix—
Z M B AEAHR - FE Subsidiaries of the Bank” on page 148.

GBI - Al

R B T s e 2

GaltdaE » Kb
BHHERE 148 H T
B — ASRTTZ MBS
H e
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TR AR R BRI R Notes to the Interim Financial Information (continued)
(#)

5. &REREE (&) 5. Financial risk management (continued)

5.4 BXEH (8) 5.4 Capital Management (continued)
(A) BSEGOEM (B (A) Basis of regulatory consolidation (continued)
BEF g RS The particulars of subsidiaries which are included within the accounting scope of
HE A EIEEEE consolidation but not included within the regulatory scope of consolidation are as
AL TE G i B Y Y BT follows:
BAEZEEEWOT ¢
201846 5 30 H #2017 £ 12 H31 H
At 30 June 2018 At 31 December 2017
HESER BAGEE B HARLEE
278 Name Total assets Total equity Total assets Total equity
AT AT T AT AT
HK$'000 HK$'000 HK$'000 HK$'000
E RGN TSR Nanyang Commercial Bank
[RAE] Trustee Limited 16,529 16,420 16,509 16,399
ERFE I EE AR Kwong Li Nam Investment Agency
NS| Limited 4,150 4,023 4,752 4,024
FEERESESRIT (KB Nanyang Commercial Bank
N) BIEAE] (Nominees) Limited 1,457 1,457 1,463 1,463
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hHARA RS BT e Notes to the Interim Financial Information (continued)

(&)

5. &REREE (&) 5. Financial risk management (continued)

5.4 BXEH (8) 5.4 Capital Management (continued)
(A) BSEGOEM (B (A) Basis of regulatory consolidation (continued)
U EBATNEE The principal activities of the above subsidiaries are set out in “Appendix —
SEFGENSE 148 H' T Subsidiaries of the Bank” on page 148.
Bk — RIRIT 2B A
EINE

7 2018 4£ 6 30
H > AT ot g 2 =]
RS R B 4
GRIED A S
af 2 QI &8 & Bl E
(2017 4 12 F 31
H ) e

4 2018 4 6 H 30
> TR AT it 2 =]
IF] B B A a2 Al
FOELE U 4 &
i1 {55 F R Rl 4 5 050
(2017 4 12 F 31

There were no subsidiaries which are included within the regulatory scope of
consolidation but not included within the accounting scope of consolidation as at 30
June 2018 (31 December 2017: Nil).

Neither were there any subsidiaries which are included within both the accounting
scope of consolidation and the regulatory scope of consolidation where the methods
of consolidation differ as at 30 June 2018 (31 December 2017: Nil).

H:fi) e
(B) EALLE (B) Capital ratio

(E51)
(Restated)
72018 & 7 2017 4F
6 H30H 12H31H
At 30 June At 31 December
2018 2017

WE R — R E CET1 capital ratio
b 12.84% 12.59%
—EEARLER Tier 1 capital ratio 16.29% 16.08%
HEARLER Total capital ratio 18.02% 17.84%
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5. Financial risk management (continued)

5.4 Capital Management (continued)

(B) Capital ratio (continued)

The consolidated capital base after deductions
capital ratios is analysed as follows:

CET1 capital: instruments and reserves

Directly issued qualifying CET1 capital

instruments
Retained earnings
Disclosed reserves

CET1 capital before regulatory deductions

CET1 capital: regulatory deductions

Valuation adjustments

Deferred tax assets net of deferred tax

liabilities

Gains and losses due to changes in own
credit risk on fair valued liabilities

Cumulative fair value gains arising from the
revaluation of land and buildings (own-use

and investment properties)

Regulatory reserve for general banking risks

Total regulatory deductions to CET1 capital

CET1 capital
Additional Tier 1 capital

Tier 1 capital
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used in the calculation of the above

(E51)

(Restated)

2018 4 i+ 2017 4
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
3,144,517 3,144,517
32,361,411 31,153,712
8,774,633 8,468,546
44,280,561 42,766,775
(20,735) (11,037)
(209,900) (222,516)
(1,343) 277)
(6,614,432) (6,431,695)
(2,711,599) (2,529,788)
(9,558,009) (9,195,313)
34,722,552 33,571,462
9,314,890 9,314,890
44,037,442 42,886,352
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TR AR R BRI R Notes to the Interim Financial Information (continued)
(#)

5. &REREE (&) 5. Financial risk management (continued)

5.4 BXEH (8) 5.4 Capital Management (continued)
(B) EALLER (&) (B) Capital ratio (continued)
(&%)
(Restated)
7 2018 £F Jt 2017 £
6 H30H 12531 H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
TAHREAR BB RCEH S Tier 2 capital: instruments and provisions
LERE A AR Collective provisions and regulatory reserve
Ao R B B R — SR for general banking risks eligible for
1T a7 inclusion in Tier 2 capital 1,710,449 1,791,588
BEEHIR L Al 4 E A Tier 2 capital before regulatory deductions 1,710,449 1,791,588
THCEAR B Tier 2 capital: regulatory deductions
IEEERET A RER Add back of cumulative fair value gains arising
Y IR A 3 R T EE ) from the revaluation of land and buildings
(ERMIEER®) # (own-use and investment properties) eligible
ITEEEMATESN R for inclusion in Tier 2 capital
A EE B 2,976,494 2,894,262
b5 by g = N = i S Total regulatory adjustments to Tier 2 capital 2,976,494 2,894,262
B Tier 2 capital 4,686,943 4,685,850
YEELEA Total regulatory capital 48,724,385 47,572,202
B4R ETEALLR M The capital buffer ratios are analysed as
I follows:
(E51)
(Restated)
#2018 ££ s 2017 4E
6H30H 12 A 31 H
At 30 June At 31 December
2018 2017
[sEsR EE ALL%E Capital conservation buffer ratio 1.875% 1.250%
W R HAS BT E AR EER Countercyclical capital buffer ratio 0.98% 0.61%
A 2018 4F » BEAKLRE K AH During 2018, there are certain changes in the capital base and related capital ratios as a
FEARNLERERHE TR result of adopting a different approach in relation to the calculation of risk weights of
EHRETEAEEHE T4 certain financial investments of the Group. The capital base and related capital ratios as
Rl 78 35 Y JeRL e o BB at 31 December 2017 are restated in line with the changes.

B - By 2017 4 12
A 31 HZ EARERE R AHRE
BEARERRIBERETE
5]
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Notes to the Interim Financial Information (continued)

5. Financial risk management (continued)

5.4 Capital Management (continued)

(B) BEARLEER (FD

MR (RT3 (BEAR) #
HIY » 1A 2016 % 2019 4Ef5
SIS | APEREEE AT
CCB tb%)) - HAVZHER
SRATAEZBEHASL - F8 1T
hitEEE Y 2.5% 2 EA o
W EERE A A (T CCyB
bh ) AlZ @ EAE
SRS AMEEENE
i P e B 9 2 ok AR Y 4R
X% HEHESMEERAME
01 4 P A 20 S 4 1
HWAR > H2017F1H1H
K 201841 H 1 Hiesy Rl
RERIEEE > 1.25%
K 1.875% > jfiE (EZER
ThTE =) T B M Rl Ay
W& RE > 2.5% -

AR BRI BRI & R
I N SO - =
www.ncb.com.hk b T E&%
PR | —ERE -

(C) tRiER

—HEAR

TR LR R bR

TRIREERR

HRHER LR 5
EORGEIN- S S ACIDIAFN
wW 7 # H
www.nch.com.hk tf
TECEEE  —AE

-

(B) Capital ratio (continued)

In accordance with the Banking (Capital) Rules, the phase-in from 2016 to 2019 of the
Capital Conservation Buffer (“CCB”) is designed to ensure banks build up capital outside
periods of stress of 2.5% of risk-weighted assets(*RWAs”). The countercyclical Capital
Buffer (“CCYB”) which is set on an individual country basis and is built up during periods of
excess credit growth to protect against future losses. The HKMA announced a CCyB for
Hong Kong of 1.25% and 1.875% of RWAs from 1 January 2017 and 1 January 2018
respectively under the phase in arrangements of Basel lll, equivalent to 2.5% once fully
phased in.

The additional information of capital disclosures is available under section “Regulatory
Disclosures” on the Bank's website at www.ncbh.com.hk.

(C) Leverage ratio

#2018 £ I 2017 4

6 H30H 12H31H

At 30 June At 31 December

2018 2017

BRI AT T

HK$'000 HK$'000

Tier 1 capital 44,037,442 42,886,352
Leverage ratio exposure 459,130,193 463,397,438
Leverage ratio 9.59% 9.25%

The additional information of leverage ratio disclosures is available under section
“Regulatory Disclosures” on the Bank's website at www.ncb.com.hk.
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6. SRIEENAEINAT 6. Fair values of financial assets and liabilities
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All financial instruments for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy as defined in HKFRS 13, “Fair
value measurement”. The categorisation are determined with reference to the observability
and significance of the inputs used in the valuation methods and based on the lowest level
input that is significant to the fair value measurement as a whole:

- Level 1: based on quoted prices (unadjusted) in active markets for identical assets or
liabilities. This category includes certain exchange-traded derivative contracts.

- Level 2: based on valuation techniques for which the lowest level input that is significant to
the fair value measurement is observable, either directly or indirectly. This category
includes majority of the over-the-counter (“OTC") derivative contracts, debt securities and
certificates of deposit with quote from pricing services vendors.

- Level 3: based on valuation techniques for which the lowest level input that is significant to
the fair value measurement is unobservable. This category includes equity investment and
debt instruments with significant unobservable components.
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hHARA RS BT e Notes to the Interim Financial Information (continued)
(&)

6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
B (&

AL EE RSN I3 For financial instruments that are recognised in the financial statements on a recurring basis,
FERIT E > AEEEHS  the Group determines whether transfers have occurred between levels in the hierarchy by
—HAH A EEANI4SE HEY  reassessing categorisation (based on the lowest level input that is significant to the fair value
SEEEE (EREEEE/N . measurement as a whole) at the end of each reporting period.

BEETEAEAE KB

RZ ) DHEER SEA N ER

P A

6.1 LAMESTENSRITE 6.1 Financial instruments measured at fair value

REERETTRENAD The Group has an established governance structure and controls framework to ensure that
BE G =R 25 N m(E  fair values are either determined or validated by control units independent of the front offices.
MBI EI4RAVIES]  Control units have overall responsibility for independent verification of valuation results from
B iEESLE - Z%EHIEE front line businesses and all other significant fair value measurements. Specific controls
LB E B EATRETR include verification of observable pricing inputs. Significant valuation issues are reported to
ZAEEERNERARME  Management.

B - HA R E AR A

EZEWUBENGEES

B BARLEEE R E T

NBEH -
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Notes to the Interim Financial Information (continued)

6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)

B (&

6.1 DARENEBHERM TR

(&

B AL A B T S HUH
(B AEE A — L E
Rl eEs R Am L
B 2t E Rl T B AY A

&

N AR B R A R 2R
TR HASERAME £
LY ER -
B BRGSO
& RAHFEEEERE
M5 T B Ry e NGRS

BZ R IEN 2 H, -

FLAEELL T R TR A
FEEMEETTEOT

BEHTH - FHEE

6.1 Financial instruments measured at fair value (continued)

The Group uses valuation techniques or broker/dealer quotations to determine the fair
value of financial instruments when unable to obtain the open market quotation in active

markets.

The main parameters used in valuation techniques for financial instruments held by the
Group include bond prices, interest rates, foreign exchange rates, equity prices,
volatilities, counterparty credit spreads and others, which are mostly observable and

obtainable from open market.

The technique used to calculate the fair value of the following financial instruments is as

below:

Debt instruments, certificates of deposit, rediscounted bills and forfeiting
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The fair value of these instruments is determined by obtaining quoted market prices
from exchange, dealer or independent pricing service vendors or using discounted cash
flow technique. Discounted cash flow model is a valuation technique that measures
present value using estimated expected future cash flows from the instruments and then
discounts these flows using a discount margin that reflects the credit spreads required
by the market for instruments with similar risk or a discount rate which is referred to the
transaction interest rate of instruments with similar risk as at the end of the month and
inter-bank bid rate as the final discount rate. These inputs are observable or can be

corroborated by observable or unobservable market data.

Inter-bank investments

Interbank investments mainly include guaranteed and non-guaranteed financial
products and funds. The fair value of these instruments is determined by using
discounted cash flow technique. The inputs applied are observable or can be
corroborated by observable or unobservable market data. Observable inputs include
interest rate and market price of the underlying assets. For certain complex interbank

investments, the fair values are determined based on dealer price quotations.
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Notes to the Interim Financial Information (continued)

6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
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6.1 Financial instruments measured at fair value (continued)

Derivatives

OTC derivative contracts include forward, swap and option contracts on foreign
exchange, interest rate or commodity. The fair values of these contracts are mainly
measured using valuation technigues such as discounted cash flow models and option
pricing models. The inputs can be observable or unobservable market data. Observable
inputs include interest rate, foreign exchange rates, commodity prices and volatilities.
Unobservable inputs such as volatility surface may be used for less commonly traded
option products which are embedded in structured products. For certain complex
derivative contracts, the fair values are determined based on broker/dealer price
quotations.

Credit valuation adjustments (“CVA") and debit valuation adjustments (“DVA”) are
applied to the Group’s OTC derivatives. These adjustments reflect market factors
movement, expectations of counterparty creditworthiness and the Group’s own credit
spread respectively. They are mainly determined for each counterparty and are
dependent on expected future values of exposures, default probabilities and recovery
rates.
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6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
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Notes to the Interim Financial Information (continued)

6.1 DARENEBHERM TR
(&

6.1 Financial instruments measured at fair value (continued)

(A) DAEIEFR

(A) Fair value hierarchy

M 20184E 6 H 30 H
At 30 June 2018

F—fEk B_RER B=ER 8T
Level 1 Level 2 Level 3 Total
HETT BT BETIT  ABETT
HK$'000 HK$'000 HK$'000 HK$'000
SREERE Financial assets
AREEEEF AR Financial assets at fair value
eREE (EE19) through profit or loss
(Note 19)
o - Trading
B - Debt securities - 5195422 - 5,195,422
Az - Non trading
B Ee - Money market fund 2,748,141 2,748,141
—ELAt, - Others - - 3,035904 3,035,904
TR T Derivative financial
(FF3E 20) instruments (Note 20) 321,551 252,014 - 573,565
DIA B S BT A At Financial investments at fair
RIS E value through other
(FfEE 22) comprehensive income
(Note 22)
—(E e 27 - Debt securities and
ks certificates of deposit - 95,614,089 - 95,614,089
—RrEE s - Equity securities - - 31,854 31,854
ERIE R Financial liabilities
AREEEEF AR Financial liabilities at fair
ERiaE (HEE26) value through profit or loss
(Note 26)
S - Trading - 4,231,874 - 4,231,874
AR TR Derivative financial
(Ff3E 20) instruments (Note 20) 117,846 269,094 - 386,940
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6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
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6.1 Financial instruments measured at fair value (continued)

(A) Fair value hierarchy (continued)

Financial assets

Financial assets at fair value

through profit or loss
(Note 19)
- Trading
- Debt securities and
certificates of deposit
Derivative financial
instruments (Note 20)
Available-for-sale financial
assets (Note 22)
- Debt securities and
certificates of deposit
- Equity securities
- Others

Financial liabilities
Financial liabilities at fair

value through profit or loss

(Note 26)
- Trading

Derivative financial
instruments (Note 20)

2017 F 12 H 31 H
At 31 December 2017

Notes to the Interim Financial Information (continued)

gk BBk FE=TEAR HHEt
Level 1 Level 2 Level 3 Total
BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000
- 4,142,283 - 4,142,283
327,009 73,834 - 400,843
- 86,594,953 - 86,594,953
- - 15,156 15,156
- - 17,430,518 17,430,518
- 4,345,543 - 4,345,543
100,377 297,419 - 397,796

There were no financial asset and liability transfers between level 1 and level 2 for
the Group during the period (31 December 2017: Nil).
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6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
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Notes to the Interim Financial Information (continued)

6.1 DARENEBHERM TR

6.1 Financial instruments measured at fair value (continued)

(&

(B) H=IBHE 28

(B) Reconciliation of level 3 items

201846 H 30 H

At 30 June 2018

SREE

Financial assets

PAmEstA
HApth 2 EURES RS
NSRS Non trading
Financial
investments at
fair value
through other BERTRES
comprehensive Money market HAth
income fund Others
BT BT BT
HK$'000 HK$'000 HK$'000
20181 H1H At 1 January 2018
FREATIAR As previously reported - - -
AW FE%E Opening adjustments
- P SRR A - Transfer from advances
MRIH and other accounts - - 700,932
- P E SR E -] - Transfer from financial
e investments -
available-for-sale 15,156 6,096,906 11,327,738
FHWIEREE % e a0 Balance after opening
adjustments 15,156 6,096,906 12,028,670
W Gains
- sk - Income statement - (35,519) (276,559)
- HAtr2 s - Other comprehensive
income
- DA EEAE - Change in fair value of
4 T U % 7Y financial assets at fair
EBREEEZ N value through other
EE L comprehensive
income 306 - -
HA Purchases 16,392 1,303,455 3,271,857
i Sales ; (4,616,701) (11,988,064)
7201846 H 30 H At 30 June 2018 31,854 2,748,141 3,035,904

> 2018 £ 6 H 30 Hf¥

Total unrealised gain for the

BHERE ERIEN period included in income
T ARGSRATREI statement for financial
Wz 4EE assets held as at 30 June

2018
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6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
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(B) Reconciliation of level 3 items (continued)

At 1 January 2017
Gains
- Income statement
- Other comprehensive
income
- Change in fair value
of available-for-sale
securities
Purchases
Sales, redemptions and
maturity
Transfer out of Level 3

At 31 December 2017

Total unrealised gains for
the year included in
income statement for
financial assets held as
at 31 December 2017
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6.1 Financial instruments measured at fair value (continued)

2017 F 12 H 31 H
At 31 December 2017

Notes to the Interim Financial Information (continued)

BRIERE
Financial assets
AR T E
PrEEEA L AT
CF8D Avail b/l ¢ |
Derivative valable-lor-sae
Financial R 58 %5
Instruments Equity HoA
(net) securities Others
BRTT T HRTT
HK$'000 HK$'000 HK$'000
85 13,381 7,768,729
- - 749,775
- 1,775 -
- - 34,255,958
- - (25,343,944)
(85) - -
- 15,156 17,430,518
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Notes to the Interim Financial Information (continued)

6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
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6.1 Financial instruments measured at fair value (continued)

(B) Reconciliation of level 3 items (continued)

As at 30 June 2018, financial instruments categorised as level 3 are mainly comprised
of financial assets at fair value through profit or loss and unlisted equity shares.

As at 31 December 2017, financial instruments categorised as level 3 are mainly

comprised of available for sale financial assets.

For certain illiquid debt instruments and inter-bank investment, the Group obtains
valuation quotations from counterparties which may be based on unobservable inputs
with significant impact on the valuation. Therefore, these instruments have been
classified by the Group as level 3. The Group has established internal control

procedures to control the Group’s exposure to such financial instruments.

The fair values of unlisted equity shares are determined with reference to multiples of
comparable listed companies, such as average of the price/earning ratios of
comparables, or net asset value, if appropriate comparables are not available. The
fair value is positively correlated to the price/earning ratios of appropriate
comparables or net asset values. Had the net asset value of the underlying equity
investments increased/decreased by 5%, the Group’s other comprehensive income
(31 December

would have
HK$758,000).

increased/decreased by HK$1,593,000
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6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
B (&

6.2 JEDUAN BRI ST 6.2 Financial instruments not measured at fair value

=1

O SoAE 2 PAAE— 5 22 I G Fair value estimates are made at a specific point in time based on relevant market
AR TS E R AN E 4 information and information about various financial instruments. The following methods
Rl T B 7 RS - DU and assumptions have been used to estimate the fair value of each class of financial
Z AR R R TR instrument as far as practicable.

L I FE A A & S < ik T

BZ A -

R 8 R ERAT R Hofih Balances with/from banks and other financial institutions and trade bills

[l P Y= s

KERGY 2 b EE N EE Substantially all the financial assets and liabilities mature within one year from the
BN EEH B —FERNE balance sheet date and their carrying value approximates fair value.

> HART({E B B

B o

BEERK Advances to customers

KERGY 7 % P E =T E) Substantially all the advances to customers are on floating rate terms, bear interest at
FI= > friss BR8] prevailing market interest rates and their carrying value approximates fair value.

& HIRmEEBEA nEME

B o
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6. SRIEEMABHIAAM 6. Fair values of financial assets and liabilities (continued)
B (&

Notes to the Interim Financial Information (continued)

6.2 Financial instruments not measured at fair value (continued)

6.2 JERLA REST BHISRT

& (&)

LA BRI E ST S

Debt instruments at amortised cost

IA

DA aR AT B AV
T E 2 e e 8 e B 5
6.1 N AREFEHIE
LA Z FAMHEE -

EEH
K5 2 % PRI G
FEE R EIR » 3L
LB SO -

EEAT R0 75 RS

The fair value of debt instruments at amortisation cost is determined by using the same
approach as those debt instruments measured at fair value as described in Note 6.1.

Deposits from customers
Substantially all the deposits from customers mature within one year from the balance
sheet date and their carrying value approximates fair value.

Debt securities and certificates of deposit in issue

HEAE T B A o B B
ik 6.1 WUATIEE
Y FHS T B R TP AR R A
ZITEMA -

FR DA HCR i fE L S
MFER SR T A - T
RIELLA S lE T B HY SR

The fair value of these instruments is determined by using the same approach as those
debt instruments and certificates of deposit measured at fair value as described in Note
6.1.

The following tables set out the carrying values and fair values of the financial
instruments not measured at fair value, except for the above with their carrying values
being approximation of fair values.

THEZIRAEEFIA A -
7201846 H 30 H 2017 F 12 H 31 H
At 30 June 2018 At 31 December 2017
- FRmEfE ArfE ~ HRMAIME AE
Carrying value Fair value Carrying value Fair value
BT AT T BT BT
HK$'000 HK$'000 HK$'000 HK$'000
SRIEE Financial assets
DA ST & Debt instruments at
BB TE amortised cost 6,710,838 6,796,521 - -
A ERIHES Held-to-maturity - - 3,457,187 3,452,680
KR EGR Loans and
receivables - - 3,753,086 3,776,502
ol =i Financial liabilities
CRTEERE SN Debt securities and
FEs certificates of deposit in
issue 6,919,024 6,931,713 6,781,208 6,686,616
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Notes to the Interim Financial Information (continued)

7. Net interest income

FEEEE PGS EE
2018 &£ 2017 &
6 H30H 6 430 H
Half-year ended Half-year ended
30 June 30 June
2018 2017
BT BT
HK$'000 HK$'000
FISURA Interest income
TR [F) 2 B HoAth 4 Gt 4% Due from banks and other
HYFOE financial institutions 648,726 859,623
FEEK Advances to customers 4,489,498 3,126,516
ERIEE Financial investment 1,262,794 916,061
NEE LT AR &% Financial assets at fair value through profit and
GiE loss - 18,132
A Others 15,874 5,286
6,416,892 4,925,618
FIESZH Interest expense
F% K HA &Rt E 8 Due to banks and other financial institutions
KA (697,064) (490,078)
EFEFER Deposits from customers (2,204,790) (1,453,759)
ESRITEEDE S TG Debt securities and certificates of deposit in
issue (174,062) (66,915)
Hof Others (128,144) (101,492)
(3,204,060) (2,112,244)
EREBA Net interest income 3,212,832 2,813,374

2018 4 A2 FEULA
FLFEHE U Ry BB BRI IE
HFLE W AR 1,172,000
gt (2017 4 L4 B
2,948,000 77 ) °

JELAA MEE( BT ATES 2
EREEESRME A ELE
HIFI MR A B RS 57 Al
By e 6,416,892,000 I
(2017 4 | f4F 0 B
4,907,486,000 T ) Kk
3,204,060,000 77 (2017 4
o4 s i 2,103,991,000
JC)

Included within interest income is HK$1,172,000 (first half of 2017: HK$2,948,000) of interest
with respect to income accrued on advances classified as impaired for the first half of 2018.

Included within interest income and interest expense are HK$6,416,892,000 (first half of
2017: HK$4,907,486,000) and HK$3,204,060,000 (first half of 2017: HK$2,103,991,000), for
financial assets and financial liabilities that are not recognised at fair value through profit or

loss respectively.
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hHARA RS BT e Notes to the Interim Financial Information (continued)

(&)
8. BIREEREMASIA 8. Net fee and commission income

PHEHRZ PEERE
2018 4E 2017 4F
6 A 30H 6 430 H
Half-year ended Half-year ended
30 June 30 June
2018 2017
BT T AT
HK$'000 HK$'000
iS22 39U N Fee and commission income
S HE Loan commissions 209,619 283,553
e & Securities brokerage 165,263 101,801
Frlg Insurance 106,183 110,278
FeH Funds distribution 100,540 86,649
PEZEH 4 Bills commissions 94,277 79,807
R R TSS Payment services 28,690 28,252
EHFFER Credit card business 17,992 23,998
RER Safe deposit box 17,382 17,326
SR RGEE R Trust and custody services 9,952 26,297
HE gl Currency exchange 295 278
HAth Others 158,380 140,392
908,573 898,631
REE RS H Fee and commission expense
AL Securities brokerage (19,174) (13,882)
ERREE Credit card business (2,439) (1,310)
Hofttr Others (18,200) (16,991)
(39,813) (32,183)
FHRFEE R HESBA Net fee and commission income 868,760 866,448
HRH Of which arise from
- JELLA BT AR - financial assets or financial liabilities not at fair
2R EREE value through profit or loss
- IR E S S A - Fee and commission income 206,775 277,519
- IR E e - Fee and commission expense (1,419) (1,106)
205,356 276,413
- (EEt M EAM S EEES) - trust and other fiduciary activities
- R B HESUA - Fee and commission income 16,428 32,532
- R E R - Fee and commission expense (670) (632)
15,758 31,900
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9. WX HMURZS (JB538) 9. Net trading gain/(loss)

FUEE S (R JEA
- SN 5 S SNBSS S i

Net gain/(loss) from:
- foreign exchange and foreign exchange

products
- FIRT A - interest rate instruments
- Midm - commodities

10. Hittem&EE 2% 10. Net gain on other financial assets
=

PAZ sefE 8 bat A EAtr 22 ik

#r BRI E P
Tk ERE S RIS Net gain on available-for-sale securities
At Others

value through other comprehensive income
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Notes to the Interim Financial Information (continued)

Net gain on financial investments measured at fair

FEEER FALEEE
2018 &£ 2017 &

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT AT
HK$'000 HK$'000
104,418 2,881
25,264 3,216
(22,800) (43,200)
106,882 (37,103)
FEEER PGS EE
2018 &£ 2017 &

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT AT
HK$'000 HK$'000
2,644 -

- 26,774

72,984 28,484
75,628 55,258
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Notes to the Interim Financial Information (continued)

11. Other operating income

Dividend income from investment in securities

- unlisted investments

Gross rental income from investment properties
Less: Outgoings in respect of investment properties

Others

FEEER FALEEE
2018 &£ 2017 &

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT AT
HK$'000 HK$'000
2,080 2,050
5,216 5,933
(337) (344)
4,342 2,715
11,301 10,354

Included in the “Outgoings in respect of investment properties” is HK$125,000 (first half of
2017: HK$193,000) of direct operating expenses related to investment properties that were

not let during the period.

There were no contingent rent included in the “Gross rental income from investment
properties” during the period (first half of 2017: HK$507,000).
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12, BAE B A 12. Net charge of impairment allowances
PALEREZ 201846 H 30 H
Half-year ended 30 June 2018
BPEE PPEE F=MEE &=t
Stage 1 Stage 2 Stage 3 Total
AT BRI BRI BRI
HK$'000 HK$'000 HK$'000 HK$'000
TE R SR AT R Hofth < il A4 A Balances with banks and
HIsEER other financial institutions 181 33 - 214
B R HETE Advances and other
T X accounts 209,451 (111,683) (385,929) (288,161)
BRI Financial investments (8,029) (18,660) - (26,689)
HAtr & Other assets (769) (55) - (824)
B Financial guarantees 124,098 22,721 - 146,819
ORI Loan commitments 13,675 479 - 14,154
E RO S () Net reversal/(charge) of
D i impairment allowances 338,607 (107,165) (385,929) (154,487)
FREERE
2017 4F
6 H30H
Half-year ended
30 June
2017
AT
HK$'000
BEEER Advances to customers
Eb RS Individually assessed
- WTEEAEM - new allowances (277,417)
- FE[E - releases 9,099
- U IEIE SRR - recoveries 8,802
FE R AL SRR B LE Net charge of individually assessed loan
e impairment allowances (259,516)
4HEEAE Collectively assessed
- PR - new allowances (235,534)
- e - releases )
- YR lElE AR - recoveries 215
F74H & RS SRR 26 Net charge of collectively assessed loan
TR impairment allowances (235,119)
R A (R Net charge of loan impairment allowances (494,635)
B3R RN SRS &R iR Net charge of impairment allowance on loans and receivables
# financial investments (142)
BRI Net charge of impairment allowances (494,777)
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Notes to the Interim Financial Information (continued)

13. Operating expenses

Staff costs (including directors’ emoluments)
- salaries and other costs
- pension cost

Premises and equipment expenses (excluding
depreciation)
- rental of premises
- information technology
- others

Depreciation

Auditor’s remuneration
- audit services
- non-audit services

Other operating expenses

- outsourcing activities fee
- others
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FELEHEE FELEEE
2018 4£ 2017 4¢

6 H30H 6 530H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT T AT IT
HK$'000 HK$°000
772,437 648,723
103,239 79,701
875,676 728,424
137,199 122,099
27,882 67,496
32,143 27,017
197,224 216,612
102,953 98,739
800 800

584 954
196,107 146,065
179,402 120,184
1,552,746 1,311,778
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R EARA R BRI Notes to the Interim Financial Information (continued)

14, &Y\ E8% 14, Net gain from fair value adjustments on investment properties
2R
FELER PGS EE
2018 4F 2017 4E
6 H30H 6H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
BT BT
HK$'000 HK$'000
TEYFA a7 P Net gain from fair value adjustments on investment
g properties 11,480 9,220
15. HE EEY%E - 358F 15. Net gain from disposal/revaluation of properties, plant and
RSt BBt equipment
PHEHZ FEGEER
2018 & 2017 4
6 H30H 6H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
BT BT
HK$'000 HK$'000
HIEE R ~ [EE R R Net loss from disposal of equipment, fixtures and
2R fittings (166)
A R P S Net gain from revaluation of premises 4,072 281
4,072 115
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HEEHEFER HEEREE
2018 4 b AEALETHERRTR
R R 16.5% (2017
1 16.5%) $EHE - BN
Flz fizidelig 2018 4 B
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Notes to the Interim Financial Information (continued)

16. Taxation

Taxation in the income statement represents:

HEEHEE PHEERE

2018 4F 2017 &
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
AT AT
HK$'000 HK$°000
Current tax
Hong Kong profits tax
- current period taxation 302,365 253,659

Overseas taxation
- current period taxation 5,644 117,421
- (over)/under-provision in prior periods

(1,779) 7,171
306,230 378,251
Deferred tax
Origination and reversal of temporary differences
and unused tax credits 135,437 (20,175)
441,667 358,076

Hong Kong profits tax has been provided at the rate of 16.5% (2017: 16.5%) on the
estimated assessable profits arising in Hong Kong for the first half of 2018. Taxation on
overseas profits has been calculated on the estimated assessable profits for the first half of
2018 at the rates of taxation prevailing in the countries in which the Group operates.
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Notes to the Interim Financial Information (continued)

16. Taxation (continued)

The taxation on the Group’s profit before taxation that differs from the theoretical amount that
would arise using the taxation rate of Hong Kong is as follows:

Profit before taxation

Calculated at a taxation rate of 16.5% (2017: 16.5%)

Effect of different taxation rates in other countries

Income not subject to taxation

Expenses not deductible for taxation purposes

Tax losses not recognised

Utilisation of previously unrecognised tax losses

(Over)/under-provision in prior periods

Foreign withholding tax

Adjustment in respect of distribution payment for additional
equity instruments

Taxation charge

Effective tax rate

17. Dividends

FHEHEE PR S
2018 &£ 2017 &

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
BT T AT
HK$'000 HK$'000
2,861,208 1,906,606
472,099 314,590
46,497 29,712
(59,659) (5,084)
22,341 11,200

1 1

3) 3)

(1,779) 7,171
1,019 489
(38,849) -
441,667 358,076
15.44% 18.78%

No dividend was declared for the half-year ended 30 June 2018 (first half of 2017: Nil).
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R EARA R BRI Notes to the Interim Financial Information (continued)

(&)

18. EEHESRERSTT 18. Cash and balances with banks and other financial institutions

B H At SRRV &E

3

[ S Cash

ER PRI THIAS AR Balances with central banks

17 SR AT Ry Ml <5 B A 1 Balances with banks and other financial
HIAEER institutions

TESRTT B HoAth 5 BseAs— Placements with banks and other financial
8 B NI BRI institutions maturing within one month

B HE Impairment allowances
- EPEER - Stage 1

85

#2018 4 A 2017 £
6 H30H 12531 H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
791,851 603,213
14,520,270 25,177,434
6,151,545 3,118,161
28,200,340 38,836,953
49,664,006 67,735,761
(311)
49,663,695 67,735,761




2 NCB #:f 7% 44t

R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

19. AnEEEET AIE2E  19. Financial assets at fair value through profit or loss
ZERIEE

ek IR S gt
Trading Non trading Total

20184 20174 20184 jA20174F 20184 A 20174
6H30H 12F31H 6H30H 12H31H 6H30F 12A31H

At 30 At 31 At 30 At 31 At 30 At 31
June December June December June December
2018 2017 2018 2017 2018 2017
AT AT BT T AT BT T BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ANESIIE At fair value
[E£=3 Treasury bills 4,511,644 3,806,354 - - 4,511,644 3,806,354
HAth{F#5a8%  Other debt
securities 683,778 158,381 - - 683,778 158,381
5,195,422 3,964,735 - - 5,195,422 3,964,735
ks Certificate of
deposit - 177,548 - - - 177,548
5,195,422 4,142,283 - - 5,195,422 4,142,283
EHeTi 4 Money market
fund - - 2,748,141 - 2,748,141 -
HAth Others - - 3,035,904 - 3,035,904 -
5,195,422 4,142,283 5,784,045 - 10,979,467 4,142,283
201846 H30H & At 30 June 2018, there was no financial assets designated at fair value through profit or loss
B FE KA e E A EE (31 December 2017: Nil).

ANiBm 2 R EE (2017
F£I12H31H: ) -
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

19. AnEEEET AIE2E  19. Financial assets at fair value through profit or loss (continued)
ZeREE (&)

IR IR (e N = b Financial assets at fair value through profit or loss are analysed by place of listing as follows:
HEEfE Btz oy

REME IS
Trading Non trading
2018 4£ A 2017 4F 20184  jir 2017 4
6 H30H 12H31H 6 H30H 12H31H
At 30 At 31 At 30 At 31
June December June  December
2018 2017 2018 2017
BT T AT AT AT
HK$'000 HK$'000 HK$'000 HK$'000
B RATRGEE Debt securities and certificate
of deposit
| ) - Unlisted 5,195,422 4,142,283 - -
GRS Money market fund
- IRk - Unlisted - - 2,748,141 -
HAh Others
- IRk - Unlisted - - 3,035,904 -
5,195,422 4,142,283 5,784,045 -
NES(EET AT 2 SRt Financial assets at fair value through profit or loss are analysed by type of issuer as follows:
BE ST B
T
X5 I d7d
Trading Non trading
#2018 48 A 2017 4 #2018 48 2017 £
6 H30H 12H 31 H 6 H30H 12H31H
At 30 At 31 At 30 At 31
June December June December
2018 2017 2018 2017
AT AT AT AT
HK$'000 HK$'000 HK$'000 HK$'000
BEIER Sovereigns 4,511,644 3,806,354 - -
SRAT K HoAth 4 Elid i Banks and other financial
institutions 610,977 - 5,384,064 -
NEE Corporate entities 72,801 335,929 399,981 -

5,195,422 4,142,283 5,784,045 -
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Notes to the Interim Financial Information (continued)

20. Derivative financial instruments

The Group enters into the following exchange rate, interest rate and commodity related
derivative financial instrument contracts for trading and risk management purposes:

Currency forwards represent commitments to purchase and sell foreign currency on a
future date.

Currency, interest rate and precious metal swaps are commitments to exchange one set of
cash flows or commodity for another. Swaps result in an exchange of currencies, interest
rates (for example, fixed rate for floating rate), or precious metals (for example, gold
swaps) or a combination of all these (for example, cross-currency interest rate swaps).
Except for certain currency swap contracts, no exchange of principal takes place.

Foreign currency options are contractual agreements under which the seller (writer) grants
the purchaser (holder) the right, but not the obligation, either to buy (a call option) or sell (a
put option) at or by a set date or during a set period, a specific amount of the financial
instrument at a predetermined price. In consideration for the assumption of foreign
exchange risk, the seller receives a premium from the purchaser. Options are negotiated
over-the-counter between the Group and its counterparty.
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Notes to the Interim Financial Information (continued)

20. Derivative financial instruments (continued)

The contract/notional amounts and fair values of derivative financial instruments held by the
Group are set out in the following tables. The contract/notional amounts of these
instruments indicate the volume of transactions outstanding at the balance sheet dates and
certain of them provide a basis for comparison with fair value instruments recognised on the
balance sheet. However, they do not necessarily indicate the amounts of future cash flows
involved or the current fair values of the instruments and, therefore, do not indicate the
Group’s exposure to credit or market risks. The derivative financial instruments become
favourable (assets) or unfavourable (liabilities) as a result of fluctuations in foreign
exchange rates, market interest rates, metal prices or equity prices relative to their terms.
The aggregate fair values of derivative financial instruments can fluctuate significantly from
time to time.
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SRR B BT et
(80
20. PiESRMTE (§)

TR ST A SR T
HjA 2018 £ 6 H 30 HK
2017 £ 12 B 31 H> &%

V=t R
[EREL Exchange rate contracts
BT R A Spot and forwards
P Swaps
NEAR ZHARE Foreign currency
options
- B AR - Options purchased
- AR - Options written
FIREL Interest rate contracts
FHA Swaps
gy Commodity contracts

20. Derivative financial instruments (continued)

Notes to the Interim Financial Information (continued)

i 20184£6 H30H
At 30 June 2018

The following tables summarise the contract/notional amounts of each class of derivative
financial instrument as at 30 June 2018 and 31 December 2017:

REFERA

B @A

Not qualified for
=4 JEUBg e hedge f:t
Trading Hedging accounting Total
BT AT AT BT
HK$'000 HK$'000 HK$'000 HK$'000
20,887,114 - - 20,887,114
9,752,946 - - 9,752,946
22,483 - - 22,483
22,483 - - 22,483
30,685,026 - - 30,685,026
29,458,998 - - 29,458,998
1,651,797 - - 1,651,797
61,795,821 - - 61,795,821
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Notes to the Interim Financial Information (continued)

20. Derivative financial instruments (continued)

Exchange rate contracts
Spot and forwards
Swaps
Foreign currency

options
- Options purchased
- Options written

Interest rate contracts
Swaps

Commodity contracts

#2017 £ 12 H31 H
At 31 December 2017

FrFERRA
Hgstix
HE U Not qualified for g

Trading Hedging hedge accounting Total
AETT AT BT AT T
HK$°000 HK$'000 HK$'000 HK$°000
13,809,224 - - 13,809,224
10,038,826 - - 10,038,826
11,066 - - 11,066
11,066 - - 11,066
23,870,182 - - 23,870,182
31,248,317 - - 31,248,317
2,390,235 - - 2,390,235
57,508,734 - - 57,508,734

Not qualified for hedge accounting: derivative contracts which do not qualify as hedges for
accounting purposes but are managed in conjunction with the financial instruments
designated at fair value through profit or loss are separately disclosed in compliance with
the requirements set out in the Banking (Disclosure) Rules.
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Exchange rate
contracts
Spot and

forwards
Swaps
Foreign
currency
options
- Options

purchased

- Options
written

Interest rate
contracts
Swaps

Commodity
contracts

20. Derivative financial instruments (continued)

7201846 A 30 H

Notes to the Interim Financial Information (continued)

The following tables summarise the fair values of each class of derivative financial
instrument as at 30 June 2018 and 31 December 2017:

At 30 June 2018

ARERE AREEE
Fair value assets Fair value liabilities

AFFEERA AFFEERA

HSPEEhA HSPEEhA

Not Not

qualified qualified
HE REEHM,  for hedge §ET HE EE#H  for hedge §Est
Trading Hedging accounting Total  Trading Hedging accounting Total
BT BT BETT BETT BETT BTt BT BBt
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$'000
436,378 - - 436,378 (210,586) - - (210,586)
121,889 - - 121,889  (94,224) - - (94,224)
120 - - 120 - - - -
- - - - (120) - - (120)
558,387 - - 558,387 (304,930) - - (304,930)
10,267 - - 10,267  (10,411) - - (10,411)
4,911 - - 4,911 (71,599) - - (71,599)
573,565 - - 573,565 (386,940) - - (386,940)
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Notes to the Interim Financial Information (continued)

20. Derivative financial instruments (continued)

#2017 12 H 31 H

At 31 December 2017

Commodity
contracts

ARMEERE NREEE

Fair value assets Fair value liabilities

AEFERA AEFERA

HrpgetiE HrpgetiE

Not Not

qualified qualified
HE  EEd for hedge W HE  EEEd for hedge st
Trading Hedging accounting Total Trading Hedging accounting Total
BT BT OBETOL BT BMTIT BT OBETT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000
366,975 - - 366,975 (152,365) - - (152,365)
22,581 - - 22,581 (162,062) - - (162,062)
78 - - 78 - - - -
- - - - (78) - - (78)
389,634 - - 389,634 (314,505) - - (314,505)
6,211 - - 6,211 (6,436) - - (6,436)
4,998 - - 4,998 (76,855) - - (76,855)
400,843 - - 400,843 (397,796) - - (397,796)

93



2 NCB #:f 7% 44t

AR B TR
(#)

Notes to the Interim Financial Information (continued)
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20. Derivative financial instruments (continued)

The table below gives the credit risk-weighted amounts of the above derivative financial
instruments and is prepared with reference to the completion instructions for the HKMA
return of capital adequacy ratio.

A 2018 4 i+ 2017 4
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000

Exchange rate contracts
Forwards 272,649 107,155
Swaps 154,714 64,549
427,363 171,704

Interest rate contracts

Swaps 35 177
Commodity contracts 1,532 4,249
428,930 176,130

The credit risk-weighted amounts are calculated in accordance with the Banking (Capital)
Rules. The amounts are dependent upon the status of the counterparty and the maturity
characteristics of each type of contract.

The total fair values of derivatives subject to valid bilateral netting agreements for the Group
amounted to HK$299,920,000 (31 December 2017: HK$317,286,000) and the effect of
valid bilateral netting agreements amounted to HK$96,672,000 (31 December 2017:
HK$103,610,000).
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Notes to the Interim Financial Information (continued)

21. Advances and other accounts

Personal loans and advances
Corporate loans and advances

Advances to customers
Impairment allowances

Trade bills
Impairment allowances

72018 £ 2017 £

6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
43,065,223 41,696,450
217,634,378 193,510,886
260,699,601 235,207,336
(2,894,400) (2,036,814)
257,805,201 233,170,522
1,702,279 1,526,269
(126) -
1,702,153 1,526,269
259,507,354 234,696,791

As at 30 June 2018, advances to customers included accrued interest of HK$827,380,000

(31 December 2017: HK$948,297,000).
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Notes to the Interim Financial Information (continued)

21. S HAIRIE (8&) 21. Advances and other accounts (continued)

THRRBRE A~ S (LA

T

201841 H1H

FHBIRR

HiwraEse (ffEE4)

WL (% B

il

SRR BB A (O B
54)

el 12

R S

et ) 12

P P B ] B R
TR A IE TR
BRI

PTER R EAE (A [l

SRS W

W ETE A AR T

b B

PRSI AZ4H

7 2018 46 H 30 H

A (S BRI ~ &

LEIN

At 1 January 2018

As previously reported

Opening adjustments (Note 4)

Balance after opening adjustments

Addition

Derecognised or repaid (excluding
written off)

Transfers to Stage 1

Transfers to Stage 2

Transfers to Stage 3

Impact on period end ECLs of
exposures transferred between
stages during the period

Unwind of discount on impairment
allowances

Changes to inputs used for
impairment calculations

Recoveries

Loans written off

Exchange difference

At 30 June 2018

An analysis of changes in the corresponding impairment allowances is, as follows:

AR

{ERIRERE

Collectively

and
BE—PEE: BPEE: EB=PEEE individually et
Stage 1 Stage 2 Stage 3 assessed Total
BT T BT BT T BT T BT T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
- - - 2,036,814 2,036,814
1,801,435 141,397 826,406 (2,036,814) 732,424
1,801,435 141,397 826,406 - 2,769,238
537,574 149,004 416,621 - 1,103,199
(279,954) (36,366) (139,049) - (455,369)
1,872 (1,872) - - -
(1,063) 1,063 - - -
(429) (17,906) 18,335 - -
(1,663) 22,824 92,659 - 113,820
- - (1,172) - (1,172)
(465,788) (5,064) (2,637) - (473,489)
- - 10,597 - 10,597
- - (141,690) - (141,690)
(11,935) (6,056) (12,617) - (30,608)
1,580,049 247,024 1,067,453 - 2,894,526

UMb~ REEH S RILEAR
PEAN B & P B 2 [T 25 )
BERCAHE AR E AL
HFESE A -

The increase in impairment allowances of the portfolio was driven by an increase in the

gross size of the portfolio and movements between stages as a result of increases in

credit risk and a deterioration in economic conditions.
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(&)

21. S HAIRIE (8&) 21. Advances and other accounts (continued)

b ey e T A EEAL .
Collectively Individually “at
assessed assessed Total
BT AT BT
HK$'000 HK$'000 HK$'000
W2017F1H1H At 1 January 2017 852,377 474,147 1,326,524
UL B Charged to income statement 358,090 555,575 913,665
AR PIEE = AR ET SR Loans written off during the year
as uncollectible (36,740) (270,218) (306,958)
W lEl AR Recoveries 560 21,822 22,382
P B E [ g Unwind of discount on impairment
allowances - (5,356) (5,356)
P = Exchange difference 42,738 43,819 86,557
2017 F 12 H 31 H At 31 December 2017 1,217,025 819,789 2,036,814
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R EARA R BRI Notes to the Interim Financial Information (continued)
22. SRIEEE 22. Financial investments
R 201846 H 30 H
At 30 June 2018
DUV (w3
AFA2ERE
At fair value
through other PIUBEREASEEE
comprehensive At amortised a=t
income cost Total
AT T AT T AT
HK$'000 HK$'000 HK$'000
[E=E23 Treasury bills 36,135,839 760,111 36,895,950
HoAth G 25 Other debt securities 46,260,827 2,174,241 48,435,068
82,396,666 2,934,352 85,331,018
oG Certificates of deposit 13,217,423 158,190 13,375,613
EI558 77 AT 4R Total debt securities and
certificates of deposit 95,614,089 3,092,542 98,706,631
TREZE Impairment allowances
- B EEE - Stage 1 - (837) (837)
95,614,089 3,091,705 98,705,794
HAh Others - 3,730,091 3,730,091
BB S Impairment allowances
- PR - Stage 1 - (110,958) (110,958)
- 3,619,133 3,619,133
A8 25 Equity securities 31,854 - 31,854
95,645,943 6,710,838 102,356,781
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

22. SRS (8) 22. Financial investments (continued)
2017 412 H 31 H
At 31 December 2017
EZAINIERTIE S TSRS IR
At fair value At amortised cost
AR
BRlEE FEE
Available- FHHE S SRR ERGK
for-sale Held-to- Loans
financial maturity and 4EEt
assets securities receivables Total
BT T BT T BT T AETT
HK$'000 HK$'000 HK$'000 HK$'000
[E=E23 Treasury bills 34,797,891 1,013,968 - 35,811,859
HAth fH5538 77 Other debt securities 32,485,435 2,286,491 - 34,771,926
67,283,326 3,300,459 - 70,583,785
pe i Certificates of deposit 19,311,627 156,728 - 19,468,355
B 38 05 AT AR AR Total debt securities and
certificates of deposit 86,594,953 3,457,187 - 90,052,140
HAth Others 17,430,518 - 3,753,086 21,183,604
it dhrtees Equity securities 15,156 - - 15,156
104,040,627 3,457,187 3,753,086 111,250,900
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

22. &EE (8) 22. Financial investments (continued)
SRS ERE i 758 Financial investments is analysed by place of listing as follows:
wre

# 20184F 6 H 30 H
At 30 June 2018

Blassefagbat
AF AR

At fair value through

other comprehensive DIBsREAfEs T &

income At amortised cost

AT BT T
HK$'000 HK$'000
B 57 M ATS Debt securities and certificates of deposit
- WEELET - Listed in Hong Kong 8,090,213 817,219
- NEAEDSN BT - Listed outside Hong Kong 10,918,346 1,236,683
19,008,559 2,053,902
- JERH - Unlisted 76,605,530 1,037,803
95,614,089 3,091,705
Hotr Others
- JELT - Unlisted - 3,619,133
Xehrtes Equity securities
- JERm - Unlisted 31,854 _
dEzt Total 95,645,943 6,710,838
HEEFEIO Y Figs Market value of listed securities at
Y amortised cost 2013.938
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

22. SRS (8) 22. Financial investments (continued)
2017412 H 31 H
At 31 December 2017
T
SRIERE ez
Available-  FHIHEZ  SURERGK
for-sale Held-to- Loans
financial maturity and
assets securities receivables
HRTT BT AT
HK$'000 HK$'000 HK$'000
B 57 M ATAS Debt securities and certificates of deposit
- BB LT - Listed in Hong Kong 6,965,429 812,468 -
- WEBUS B - Listed outside Hong Kong 9,157,104 1,228,223 -
16,122,533 2,040,691 -
- JEEM - Unlisted 70,472,420 1,416,496 -
86,594,953 3,457,187 -
Hith Others
- JE LM - Unlisted 17,430,518 - 3,753,086
Ry a8 27 Equity securities
- 3k - Unlisted 15,156 - -
eSS Total 104,040,627 3,457,187 3,753,086
HAEESHIH > gk Market value of listed held-to-maturity
HfE securities 2029917
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Notes to the Interim Financial Information (continued)

22. Financial investments (continued)

Financial investments is analysed by type of issuer as follows:

A 20185 6 H30H
At 30 June 2018

PAA B bET
AHAn 2 ERES
At fair value through

other comprehensive IIE: RN
income At amortised cost

BT AT

HK$'000 HK$'000

Sovereigns 36,318,013 760,111
Public sector entities* 982,661 -
Banks and other financial institutions 44,623,279 5,950,727
Corporate entities 13,721,990 -
95,645,943 6,710,838

72017412 H 31 H
At 31 December 2017

ATt

SERLE FEE
Available-  FIfAHZEZ%  SERRERGK
for-sale Held-to- Loans
financial maturity and
assets securities receivables
AT AT AT
HK$'000 HK$'000 HK$'000
Sovereigns 35,184,292 1,013,968 -
Banks and other financial institutions 62,121,932 2,443,219 3,753,086
Corporate entities 6,734,403 - -

104,040,627 3,457,187 3,753,086

* As at 30 June 2018, included financial investments at fair value through other comprehensive income of
HK$982,661,000 which are eligible to be classified as public sector entities under the Banking (Capital)
Rules.

* As at 31 December 2017, no financial investments of which are eligible to be classified as public sector
entities under the Banking (Capital) Rules .
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HE
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E O EEEYE - M
Feasefs (KfsE 24)

FRH R

23. Investment properties

Notes to the Interim Financial Information (continued)

2018 £ R 2017 4F

6 H30H 12H31H

At 30 June At 31 December

2018 2017

AT AT T

HK$'000 HK$'000

At 1 January 302,702 383,830

Additions - 2,502

Fair value gains 11,480 24,990
Reclassification to properties, plant and

equipment (Note 24) - (108,620)

At period/year end 314,182 302,702
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TR AR R BRI R Notes to the Interim Financial Information (continued)
(#)

24. W ~ BB RNt 24. Properties, plant and equipment

B - EE
S
Equipment,
BE fixtures and “st
Premises fittings Total
BT T BT T AT
HK$'000 HK$'000 HK$'000
W2018F1H1HZ Net book value at
HRHFHE 1 January 2018 7,173,898 213,083 7,386,981
WME Additions 1,736 55,596 57,332
HE Disposals B (32) (32)
Hfh Revaluation 244,428 - 244,428
AEAPTEE (FfEE 13) Depreciation for the period (Note 13) (64,596) (38,357) (102,953)
PEE §2 7240 Exchange difference (7,604) (382) (7,986)
7201846 H 30 HZ Net book value at
HRHEFHE 30 June 2018 7,347,862 229,908 7,577,770
7201846 H 30 H At 30 June 2018
R AAE B {E Cost or valuation 7,347,862 939,946 8,287,808
Rt Accumulated depreciation - (710,038) (710,038)
7201846 H 30 HZ Net book value at
MR FE 30 June 2018 7,347,862 229,908 7,757,770
A 7E 2 B AE B The analysis of cost or valuation of the above assets is as follows:
pag xR
A 201846 H 30 H At 30 June 2018
PERAE At cost - 939,946 939,946
ffhE At valuation 7,347,862 - 7,347,862
7,347,862 939,946 8,287,808
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

24. Wi ~ BB RS 24. Properties, plant and equipment (continued)
(&)

SR~ [EE

Bare
Equipment,
R fixtures and 4a=t
Premises fittings Total
ABETIT ABETIT T
HK$'000 HK$'000 HK$'000
2017 F1H1H> Net book value at
MDA 1 January 2017 6,705,611 223,796 6,929,407
HE Additions 6,549 68,376 74,925
e Disposals - (3,321) (3,321)
HE Revaluation 423,242 - 423,242
FREHTE Depreciation for the year (121,734) (77,821) (199,555)
B EE E R Y Reclassification from investment
(Pt 23) properties (Note 23) 108,620 - 108,620
A () Transfer in/(out) 5,970 (5,970) -
PBE 3 2240 Exchange difference 45,640 8,023 53,663
2017 F 12 H 31 H> Net book value at
HEEDEIE 31 December 2017 7,173,898 213,083 7,386,981
2017412 H 31 H At 31 December 2017
D &NEETRTIE Cost or valuation 7,173,898 903,140 8,077,038
et Accumulated depreciation - (690,057) (690,057)
#2017 F 12 H 31 H> Net book value at
HETEDFE 31 December 2017 7,173,898 213,083 7,386,981
& E 2 A E = E The analysis of cost or valuation of the above assets is as follows:
SIRTAR -
2017 F 12 H 31 H At 31 December 2017
YR A At cost - 903,140 903,140
FAliE At valuation 7,173,898 - 7,173,898
7,173,898 903,140 8,077,038
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R EARA R BRI Notes to the Interim Financial Information (continued)

25. HihEE 25. Other assets
#2018 4£ #2017 4
6 H30H 1254314
At 30 June At 31 December
2018 2017
BT AT
HK$'000 HK$'000
dElr={z3 Repossessed assets 90,335 127,772
HEE Precious metals 269,248 245,957
JREWSIRE R PR & Accounts receivable and prepayments 993,040 2,435,209
1,352,623 2,808,938
TREE Impairment allowances
- BTEE - Stage 1 (1,328)
- BTIERE - Stage 2 (53)
(1,381)
1,351,242 2,808,938
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hHARI G ERIMTEE  Notes to the Interim Financial Information (continued)
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26. AafHE EET AFEZE  26. Financial liabilities at fair value through profit or loss
Z eRiA R

#2018 48 2017 £
6 H30H 12H31H
At 30 June At 31 December
2018 2017
AT AT
HK$'000 HK$'000
T oM Trading
- SNERE IR M EA - Short positions in Exchange Fund Bills and Notes
biskeER 4,231,874 4,345,543
201846 H 30H » & At 30 June 2018, there was no financial liabilities designated at fair value through profit or
HRIE R LA B LT loss (31 December 2017: Nil).

ANiBm s &R s E (2017
FI12H31H: &) -
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R EARA R BRI Notes to the Interim Financial Information (continued)

27. BEFEE 27. Deposits from customers
#2018 4E #2017 4
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
BIEHF R S AR AR AT Demand deposits and current accounts
- N - corporate 50,526,280 55,089,269
- {EA - personal 3,227,014 3,207,231
53,753,294 58,296,500
FEFER Savings deposits
- NH] - corporate 20,286,232 22,529,083
- & A - personal 41,940,482 43,329,013
62,226,714 65,858,096
TEHA ~ SH R AIERR Time, call and notice deposits
- NH] - corporate 143,119,029 141,510,986
- EA - personal 73,255,455 59,750,057
216,374,484 201,261,043
332,354,492 325,415,639
28. BT BB k{FE 28. Debt securities and certificates of deposit in issue
G
BA
¥ 2018 4£ 2017 4E
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
R0 25 S AT TS Debt securities and certificates of deposit, at
AT amortised cost
- FEGE - Certificates of deposit 3,317,625 3,076,684
- B ERSS 2 - Other debt securities 3,601,399 3,704,524
6,919,024 6,781,208
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h HARA B R Notes to the Interim Financial Information (continued)

(&)

29. HAMERE R EEH 29. Other accounts and provisions
2018 48 7 2017 4E
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT T
HK$'000 HK$'000
HAEIRIA Other accounts payable 17,600,862 17,086,211
AEfH Provisions 68,648 58,993
UK A E R ETE Impairment allowances for loan commitments and
TR AE E financial guarantee contracts
- FEPEER - Stage 1 73,426 -
- EREE - Stage 2 442 -
17,743,378 17,145,204
30. RIEMIE 30. Deferred taxation
BT SR F st Deferred tax is recognised in respect of the temporary differences arising between the tax
AN L25% T FriAR ) 51 bases of assets and liabilities and their carrying amounts in this interim financial
B A E BB R A information in accordance with HKAS 12 “Income Taxes”.
BLHAR AP B E R A
I T R o < T I 1 22
TEIRHE -
BEABENZIRERIE The major components of deferred tax (assets)/liabilities recorded in the balance sheet,
(&E) / AEFEEE - and the movements during the first half of 2018 and the year ended 31 December 2017 are
DR B AT 20184F [ R 4F R as follows:
HZE 2017412 31H H4E
fEZ EEEUTT -
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30. Deferred taxation (continued)

i 20184£6 H30H
At 30 June 2018

Notes to the Interim Financial Information (continued)

DT
A
Accelerated LJIE %= 0 BB 2GR
tax Property B Impairment Hh &=t
depreciation revaluation Losses allowance Other Total
BT BT BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January
2018
As previously
reported 31,709 1,116,615 - (278,577) (302,485) 567,262
Opening
adjustments
(Note 4) - - - (261,299) 3,837 (257,462)
Balance after
opening
adjustments 31,709 1,116,615 - (539,876) (298,648) 309,800
Charged to income
statement (Note
16) 1,442 58 - 102,396 31,541 135,437
Charged to other
comprehensive
income - 34,044 - - 44,342 78,386
Exchange difference - (1,116) - 132 (6) (990)
At 30 June
2018 33,151 1,149,601 - (437,348) (222,771) 522,633
H2017 12 531 H
At 31 December 2017
hET e
et
Accelerated YisEEf, AR
tax Property k58 Impairment Hith =t
depreciation revaluation Losses allowance Other Total
AT BT AT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January
2017 26,192 1,034,579 - (111,055) (314,693) 635,023
Charged/(credited)
to income
statement 5,517 16,688 - (162,899) 57,260 (83,434)
Charged/(credited)
to other
comprehensive
income - 59,426 - - (34,651) 24,775
Exchange difference - 5,922 - (4,623) (10,401) (9,102)
At 31 December
2017 31,709 1,116,615 - (278,577) (302,485) 567,262
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

30. PEMRE (F&) 30. Deferred taxation (continued)
A EERER T RIRER Deferred tax assets and liabilities are offset on an individual entity basis when there is a
THE B A R TE & &K legal right to set off current tax assets against current tax liabilities and when the deferred
> M ARAERRI R 5] — 3 taxation relates to the same authority. The following amounts, determined after appropriate
ECHRRR - RITFTRHE R LA AR offsetting, are shown in the balance sheet:

HEAERR T R 7 BLAR AL TH
BEG IR TYERE
RBEENYIR 28 Ext

NG E R
#2018 £ Jr 2017 4E
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT AT
HK$'000 HK$'000
IR IEE Deferred tax assets (209,900) (222,516)
PRI IEAE Deferred tax liabilities 732,533 789,778
522,633 567,262
R 2018 £ Jr 2017 4E
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
PEAEFIIE A (R3S 12 ([ Deferred tax assets to be recovered after more than
AzaE) twelve months (211,089) (101,172)
IEAERRIEE(E GEEHE 12 ([ Deferred tax liabilities to be settled after more than
H#&Z(T) twelve months 931,057 946,068
719,968 844,896
201846 H 30 H » A& As at 30 June 2018, the Group has not recognised deferred tax assets in respect of tax
EE B R Y AR ARG Y losses amounting to HK$2,366,000 (31 December 2017: HK$2,373,000). These tax losses
2% B R R B do not expire under the current tax legislation.

2,366,000 7t (2017 4F 12
A 31 [ : #¥ 2,373,000
To) © IR - AR
MBS A TEREHAMR
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R EARA R BRI Notes to the Interim Financial Information (continued)

31. A 31. Share capital

2018 £E 7 2017 4
6 H30H 12531 H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000

T3 REE Issued and fully paid:
7,000,000 Fs3 3 Hs 7,000,000 ordinary shares 3,144,517 3,144,517
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Notes to the Interim Financial Information (continued)

32. Additional equity instruments

2018 £ R 2017 4F
6 H30H 12H31H
At 30 June At 31 December
2018 2017
AT AT T
HK$'000 HK$'000
US$1,200 million perpetual non-cumulative
subordinated additional tier 1 capital securities 9,314,890 9,314,890

On 2 June 2017, the Bank issued perpetual non-cumulative subordinated additional tier 1
capital securities (“additional equity instruments”) with a face value of US$1,200 million
(equivalent to HK$9,315 million net of related issuance costs). The additional equity
instruments are perpetual and bear a 5.00% coupon until the first call date on 2 June 2022.
The coupon will be reset every five years if the additional equity instruments are not
redeemed to a fixed rate equivalent to the then-prevailing five-year US Treasury rate plus a
fixed initial spread.

The coupon shall be payable semi-annually. The Bank has the right to cancel coupon
payment (subjected to the requirement as set out in the terms and conditions of the
additional equity instruments) and the coupon cancelled shall not be cumulative. However,
the Bank is stopped from declaring dividend to its ordinary shareholders unless the next
scheduled coupon payment is paid.

The principal of the additional equity instruments will be written down to the amount as
directed or agreed with the HKMA if the HKMA notifies the Bank that the Bank would become
non-viable if there is no written down of the principal.

The Bank has a call option to redeem all the outstanding additional equity instruments from 2
June 2022 or any subsequent coupon payment date, but subject to restriction as set out in
the terms and conditions.

The Bank has distributed coupon payment for additional equity instruments for US$30
million on 4 June 2018 (31 December 2017: US$30 million).
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33. BELESHERESE 33, Notes to condensed consolidated cash flow statement
Bk

() &EERAIBEERIIAT

Notes to the Interim Financial Information (continued)

(a) Reconciliation of operating profit to operating cash inflow before

BB mAS taxation
iR
PHEHZ FEEER
2017 & 2017 4
65 30H 64 30H
Half-year ended  Half-year ended
30 June 30 June
2017 2017
AT AT T
HK$'000 HK$'000
eyl Operating profit 2,845,656 1,897,271
Jree Depreciation 102,953 98,739
B AE PR Net charge of impairment allowances 154,487 494,777
HrERE AR e Unwind of discount on impairment allowances 1,172) (2,948)
U < SR (FTBRURIE] Advances written off net of recoveries (131,093) (36,748)
D
JFHEHAHEE 3 A Change in balances with banks and other
TERERTT R HeAth = financial institutions with original maturity
TRy SEeR 2 S over three months 1,260,272 4,480,049
JFHEHAH @ 3 A Change in placements with banks and other
TESRTT R H At Rt financial institutions with original maturity
2 TERRfE > S over three months 2,517,669 4,204,095
NI EE LR AR 2 Change in financial assets at fair value through
ERIE R ) profit or loss (5,489,484) (1,701,799)
ek =N ) Change in derivative financial instruments (183,578) 12,299
ER R AR TE > st Change in advances and other accounts (25,637,557) (21,459,327)
RIS A EEE) Change in financial investments 7,400,968 (15,931,070)
HAlE e 85 Change in other assets 1,455,273 (1,477,256)
SRTT R Eofth bt > Change in deposits and balances from banks
17k Fedibtg > 55 and other financial institutions (7,427,305) (4,062,108)
ANEE( T ARG Change in financial liabilities at fair value
ERIEE 2 EH) through profit or loss (113,669) 1,191,996
B ) Change in deposits from customers 6,938,853 43,841,641
HAtRTE R AE M B2 ) Change in other accounts and provisions 525,596 (2,181,703)
[ 2R i > B Effect of changes in exchange rates 5,104 (704,189)
SRR SRS Cf Operating cash (outflow)/inflow before taxation
H) A (15,777,027) 8,663,719
s e Cash flows from operating activities included:
BIHE -
- EWHIE - Interest received 6,621,037 4,815,050
- EfFIE - Interest paid (3,144,731) (1,883,304)
- TR R - Dividend received 2,080 2,050

114




2 NCB #:f 7% 44t

AR B TR
(#)

Notes to the Interim Financial Information (continued)

33. LSS RES  33. Notes to condensed consolidated cash flow statement (continued)

ffaE (&)

(b) HERFRBEHEE
&EEIM

JoEL 1 R < R iR ) T
£ 3 f&l N Z L
SRAT B LAt <5
TEAVAEER

JREHIHE3MANZ
E SRAT B FLAth <52
TR BRI

JREHIHE3MANZ
(e

RERB AR B

(c

~

F+ 201841 H 1 H
ARIREEAT

201846 H 30 H

(b) Analysis of the balances of cash and cash equivalents

Cash and balances with banks and other
financial institutions with original maturity

within three months

Placements with banks and other financial
institutions with original maturity within three

months

Treasury bills with original maturity within three

months

(c) Changes in liabilities arising from financing activities

At 1 January 2018
Issuance during the period

At 30 June 2018

115

#2018 £ I 2017 4
6 H30H 6 H30H
At 30 June At 30 June
2018 2017
AT T AT
HK$'000 HK$'000
35,764,421 54,684,286
3,128,896 5,350,412
6,366,923 10,226,981
45,260,240 70,261,679
EETEEES

PSR G

Debt securities
and certificates
of deposit in
issue

C mmTT

HK$'000

6,781,208
137,816

6,919,024
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

34, RBBRRE 34. Contingent liabilities and commitments
WARBRBENEKIE 2 EE The following is a summary of the contractual amounts of each significant class of contingent
BEATRELEREER liability and commitment and the aggregate credit risk-weighted amount and is prepared with
FRAESR S RIm RS H reference to the completion instructions for the HKMA return of capital adequacy ratio.

GIHE I & 4BE
e 45 U AR B

AT
A 2018 4 i+ 2017 4
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT T BT
HK$'000 HK$'000
HiFEa®RIEE Direct credit substitutes 10,107,001 9,884,212
HIXZ S AR sk Ea & Transaction-related contingencies 1,984,200 1,548,920
B S AR sk a & Trade-related contingencies 15,057,261 14,018,162
HIEBZRENEELE Asset sales with recourse 3,457,621 9,279,111
REEHE @AY R Commitments that are unconditionally cancellable
LGP G without prior notice 71,517,388 75,424,409
HAtEE > FEHIH & Other commitments with an original maturity of
- 1ESDUT - up to one year 2,455,735 1,984,229
-1EDE - over one year 12,804,297 10,920,331
117,383,503 123,059,374
EE R e Credit risk-weighted amount 17,396,891 22,524,099
{5 &l b FE B E B AR 38 The credit risk-weighted amount is calculated in accordance with the Banking (Capital)
(BRATEE (&A) HA & Rules. The amount is dependent upon the status of the counterparty and the maturity
B o BEERECRAAE FE T characteristics of each type of contract.
ZIEN K& A R
Fitk -
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R EARA R BRI Notes to the Interim Financial Information (continued)
(&)

35. BEARKIE 35. Capital commitments
REBERP A P HE The Group has the following outstanding capital commitments not provided for in this interim
B 2 EARIE financial information:
wE:
A 2018 4 i+ 2017 4
6 H30H 12H31H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
Bt AR R A E R Authorised and contracted for but not provided for 144,970 3,598
Bt A {E AR LY Authorised but not contracted for 57,212 16,160
202,182 19,758
DA BB AEE KE oy By it The above capital commitments mainly relate to commitments to purchase computer
Wi A ERRSHE (4 Fe gk 4 > DA equipment and software, and to renovate the Group’s premises.
RAEEZ HFHEETE
ZIRYE -
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36. LEHERIE

() fERAEMEA

PRGN BN 2 4008
HEEL - T A
B R A BRI T BR JE
FVASA 2 iR 4

AT
- i 1A
-1 ERSER

-5 1%

HAhRE
- FBiE 145
- 14D FE 5 R

36. Operating lease commitments

(a) As lessee

Notes to the Interim Financial Information (continued)

The Group has commitments to make the following future minimum lease payments

under non-cancellable operating leases:

Land and buildings
- not later than one year
- later than one year but not later than five
years
- later than five years

Other commitments
- not later than one year
- later than one year but not later than five
years
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72018 & 2017 £
6 H30H 12 A 31 H
At 30 June At 31 December
2018 2017
BT AT
HK$'000 HK$'000
269,880 262,999
489,798 544,298
10,532 11,999
770,210 819,296
947 822

38

771,157 820,156
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AR R ERHT EE Notes to the Interim Financial Information (continued)
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36. KEFHEAIE (&)  36. Operating lease commitments (continued)

(b) fERHFA (b) As lessor
FRIER RSN > 482 The Group has contracted with tenants for the following future minimum lease
EELY MY Ry AL receivables under non-cancellable operating leases:
MHEFITGYZRKE
FAH &~ R < -
72018 & 7 2017 4F
6 H30H 12H 31 H
At 30 June At 31 December
2018 2017
BT BT
HK$'000 HK$'000
Tath R T Land and buildings
- R 14 - not later than one year 12,439 8,310
-1EMEE S FER - later than one year but not later than five
years 7,456 4,352
19,895 12,662
AREEMKEHER R The Group leases its investment properties (Note 23) under operating lease
HEREYZE (s arrangements, with leases typically for a period from one to three years. The terms of the
23); HEFIEEH 1 leases generally require the tenants to pay security deposits.

3 45 - HAIHR—
R E R R
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Notes to the Interim Financial Information (continued)

37. Segmental reporting

(a) By operating segment

The Group divides its business into four major segments, Personal Banking, Corporate
Banking, Treasury and Investment.

Both Personal Banking and Corporate Banking provide general banking services. Personal
Banking serves individual customers while Corporate Banking deals with non-individual
customers. The Treasury segment is responsible for managing the capital, liquidity, and the
interest rate and foreign exchange positions of the Group in addition to proprietary trades.
It provides funds to other business segments and receives funds from deposit taking
activities of Personal Banking and Corporate Banking. These inter-segment funding is
charged according to the internal funds transfer pricing mechanism of the Group. The
assets and liabilities of Treasury have not been adjusted to reflect the effect of
inter-segment borrowing and lending (i.e. the profit and loss information in relation to
Treasury is not comparable to the assets and liabilities information about Treasury).

Investment includes bank premises and equipment used by supporting units. Charges are
paid to this segment from other business segments based on market rates per square foot
for their occupation of the Group’s premises. The exchange difference arising from capital
of our subsidiary, NCB (China), which is recognised in its income statement, is also
included in this class.

“Others” refers to other group operations and mainly comprises of items related to the
Group as a whole and totally independent of the other four business segments.
Revenues and expenses of any business segment mainly include items directly attributable

to the segment. For management overheads, allocations are made on reasonable bases.
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37. Segmental reporting (continued)

(a) By operating segment (continued)

Notes to the Interim Financial Information (continued)

TEASRT FHT
Personal ~ Corporate =50 oE Hifh, Nt F=yisiiv] &E
Banking Banking Treasury  Investment Others Subtotal  Eliminations Consolidated
T T P P T P —— T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Half-year ended
30 June 2018
Net interest (expense)fincome
- external (15,197) 2,305,337 922,692 - 3,212,832 - 3,212,832
- inter-segment 465,010 (2,911) (462,099) - - - -
449,813 2,302,426 460,593 - 3,212,832 - 3,212,832
Net fee and commission
income/(expense) 379,826 466,979 22,852 20 917) 868,760 - 868,760
Net trading gain/(loss) 16,441 51,190 60,525 (21,185) (89) 106,882 - 106,882
Net gain on financial
instruments at fair value
through profit or loss 277,486 - 277,486 - 277,486
Net gain on other financial
assets 72,985 2,643 - 75,628 - 75,628
Other operating
(expense)fiincome (1) (7) 71,826 4,342 76,160 (64,859) 11,301
Net operating income before
impairment allowances 846,079 2,893,580 824,092 50,661 3,336 4,617,748 (64,859) 4,552,889
Net charge of impairment
allowances (5,750)  (121,438) (26,475) - (824)  (154,487) - (154,487)
Net operating income 840,329 2,772,142 797,617 50,661 2,512 4,463,261 (64,859) 4,398,402
Operating expenses (521,524)  (914,228) (52,513) (92,672) (36,668)  (1,617,605) 64,859  (1,552,746)
Operating profit/(loss) 318,805 1,857,914 745,104 (42,011) (34,156) 2,845,656 - 2,845,656
Net gain from fair value
adjustments on investment
properties 11,480 11,480 - 11,480
Net gain from disposal/
revaluation of properties,
plant and equipment 4,072 4,072 - 4,072
Profit/(loss) before taxation 318,805 1,857,914 745,104 (26,459) (34,156) 2,861,208 - 2,861,208
At 30 June 2018
Assets
Segment assets 45,098,403 216,530,662 166,904,846 7,951,018 312,157 436,797,086 436,797,086
Liabilities
Segment liabilities 120,249,482 227,620,509 32,962,320 3,550 2,358,401 383,194,262 383,194,262
Half-year ended
30 June 2018
Other information
Capital expenditure - - 57,332 57,332 57,332
Depreciation 4,007 2,239 203 92,664 3,840 102,953 102,953
Amortisation of securities - 221,550 - 221,550 221,550
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37. Segmental reporting (continued)

(a) By operating segment (continued)

Notes to the Interim Financial Information (continued)

AT SEHAT
Personal Corporate RS ity Hitr et EyjsieE] =y
Banking Banking Treasury Investment Others Subtotal  Eliminations  Consolidated
BIFOL  OBRTL BIFDT BT BT OBIFTC BT BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Half-year ended
30 June 2017
Net interest income/(expense)
- external 61,724 2,039,097 712,553 - - 2,813,374 - 2,813,374
- inter-segment 546,176  (472,003) (74,173) - - - - -
607,900 1,567,094 638,380 - - 2,813,374 - 2,813,374
Net fee and commission
income/(expense) 320,935 477,784 68,942 20 (1,233) 866,448 - 866,448
Net trading gain/(loss) 14,978 320,035  (324,791) (47,344) 19 (37,103) - (37,103)
Net loss on financial instruments
designated at fair value
through profit or loss - - (4,505) - - (4,505) - (4,505)
Net gain on other financial
assets - 28,485 26,773 - - 55,258 - 55,258
Other operating income 55 - - 69,935 2,663 72,653 (62,299) 10,354
Net operating income before
impairment allowances 943,868 2,393,398 404,799 22,611 1,449 3,766,125 (62,299) 3,703,826
Net charge of impairment
allowances (27,921)  (466,714) (142) - - (494,777) - (494,777)
Net operating income 915,947 1,926,684 404,657 22,611 1,449 3,271,348 (62,299) 3,209,049
Operating expenses (513,119)  (650,027) (88,186) (89,340) (33,405) (1,374,077) 62,299 (1,311,778)
Operating profit/(loss) 402,828 1,276,657 316,471 (66,729) (31,956) 1,897,271 - 1,897,271
Net gain from fair value
adjustments on investment
properties - - - 9,220 - 9,220 - 9,220
Net gain from disposal/
revaluation of properties,
plant and equipment - - - 115 - 115 - 115
Profit/(loss) before taxation 402,828 1,276,657 316,471 (57,394) (31,956) 1,906,606 - 1,906,606
At 31 December 2017
Assets
Segment assets 43,562,710 193,081,724 190,352,353 7,733,493 331,858 435,062,138 435,062,138
Liabilities
Segment liabilities 108,471,515 231,197,241 41,049,841 3,053 2,251,408 382,973,058 382,973,058
Half-year ended
30 June 2017
Other information
Capital expenditure - - - 18.304 - 18,304 - 18,304
Depreciation 4,181 2,258 227 89,335 2,738 98,739 - 98,739
Amortisation of securities - - 32,602 - - 32,602 - 32,602
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37. EEHE (@) 37. Segmental reporting (continued)
(b) FEHrEEEESY (b) By geographical area
U EREMRERE The following information is presented based on the principal places of operations of the
NEIRY E S SE R ER subsidiaries, or in the case of the Bank, on the locations of the branches responsible for
SHE > WBARRTZE reporting the results or booking the assets:
b R ST e
BERKERELIRZ T
FrRTAEH S8 -
MEGEESF 201846 H30H AELEEZ 2017 £ 6 H 30 H
Half-year ended 30 June 2018 Half-year ended 30 June 2017
BRAUBEEHRT FRIUR (T T
ZIREBUTA BRI ZIREEIA FAsiAi
Net operating bl Net operating eyl
income before Profit income before Profit
impairment before impairment before
allowances taxation allowances taxation
BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000
T Hong Kong 2,805,944 2,000,222 2,283,006 1,506,064
o [ A HE Mainland of China 1,746,945 860,986 1,420,820 400,542
&t Total 4,552,889 2,861,208 3,703,826 1,906,606
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Notes to the Interim Financial Information (continued)

37. Segmental reporting (continued)

Hong Kong
Mainland of China

Total

Hong Kong
Mainland of China

Total

(b) By geographical area (continued)

R 20186 H30H
At 30 June 2018

HARAERRE
Contingent
WEEE HER IER B liabilities
Total Total Non-current and
assets liabilities assets commitments
BT BT BT BT
HK$'000 HK$'000 HK$'000 HK$'000
265,353,106 227,669,248 7,053,349 51,091,940
171,443,980 155,525,014 929,508 66,291,563
436,797,086 383,194,262 7,982,857 117,383,503
720174412 H 31 H
At 31 December 2017
SORE AR
Contingent
B E Y=Ly JEREEE liabilities
Total Total Non-current and
assets liabilities assets commitments
BT BT T AT BT
HK$'000 HK$'000 HK$'000 HK$'000
260,457,002 223,835,403 6,923,364 49,902,361
174,605,136 159,137,655 895,593 73,157,013
435,062,138 382,973,058 7,818,957 123,059,374
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Notes to the Interim Financial Information (continued)

38. Assets pledged as security

As at 30 June 2018, the liabilities of the Group amounting to HK$2,638,687,000 (31
December 2017: HK$5,258,501,000) were secured by assets deposited with central
depositories to facilitate settlement operations. In addition, the liabilities of the Group
amounting to HK$2,753,881,000 (31 December 2017: HK$3,208,148,000) were secured by
debt securities and bills related to sale and repurchase arrangements. The amount of assets
pledged by the Group to secure these liabilities was HK$5,504,644,000 (31 December 2017:
HK$8,579,860,000) mainly included in “Trading assets”, “Financial investments” and “Trade
bills”.
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39. &R T B S 39. Offsetting financial instruments
TRIITAEECHE = The following tables present details of the Group’s financial instruments subject to offsetting,
T R AEAS E A S enforceable master netting arrangements and similar agreements.
B RS R e R T E
I -

R 201846 H30H
At 30 June 2018

REEE AR RERREAETEH
CHR  REEAkE THB 30
SMAREE hslTmem  Related amounts
[ ] Gross Zasyesg hot set off in the balance
BEgEE amounts of Net amounts sheet
Gross recognised of financial BUEZ
amounts of financial assets HEeH
recognised liabilities set  presented in SR TH Cash
financial off in the the balance Financial collateral IRaE
assets balance sheet sheet instruments received Net amount
T T T T T T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
B Assets
TSR T Derivative financial
instruments 187,767 - 187,767 (175,357) - 12,410
HAtF 2 Other assets 1,082,474 (954,391) 128,083 - - 128,083
4=t Total 1,270,241 (954,391) 315,850 (175,357) - 140,493
R 201846 H30H
At 30 June 2018
REEE SR RERREAETEH
BHCORER REEAEE TS8R
SEAEWE PHbryem  Related amounts
CRESISRE Gross ey notset off in the balance
AEEEE amounts of Net amounts sheet
Gross recognised of financial BEEHZ
amounts of financial liabilities HEeH
recognised assets set presented in SR TE Cash
financial off in the the balance Financial collateral RaE
liabilities balance sheet sheet _instruments pledged Net amount
T T T T T T
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
b=Ti—{ Liabilities
LT T A Derivative financial
instruments 197,574 - 197,574 (175,357) - 22,217
Hith& & Other liabilities 1,326,470 (954,391) 372,079 - - 372,079
4=t Total 1,524,044 (954,391) 569,653 (175,357) - 394,296

126



2 NCB #:f 7% 44t
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39. T E 7SS (&) 39. Offsetting financial instruments (continued)

2017 12 H 31 H
At 31 December 2017

s g{gﬂa:p RENEEGERPIRHZ
O NEEAEE HHBH 54
N =l EP?UTE’Jimﬂ Related amounts
ISR Gross &g hotset off in the balance
B amounts of  Net amounts sheet
Gross recognised of financial [Stlreired
amounts of financial assets R
recognised liabilities set  presented in ERt T H Cash
financial off in the the balance Financial collateral TR
assets  balance sheet sheet  instruments received  Net amount
HEETT HIETT HIETT AT AT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
B Assets
TR T B Derivative financial
instruments 35,861 - 35,861 (17,258) - 18,603
Hi&zE Other assets 1,524,687 (1,287,388) 237,299 - - 237,299
4=t Total 1,560,548 (1,287,388) 273,160 (17,258) - 255,902
2017 12 H 31 H
At 31 December 2017
NEEaEEh RENEESERPIRHZ
W CHEs  NHEARE slaend
BREEGE PR Related amounts
ORISR Gross &5 hotsetoff in the balance
=t amounts of  Net amounts sheet
Gross recognised of financial [Etiwiivd
amounts of financial liabilities R
recognised assets set  presented in BEETHE Cash
financial off in the the balance Financial collateral TRER
liabilities  balance sheet sheet _instruments pledged  Net amount
HIETT HIETT IETT IETT HIETT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
b=Ti—{ Liabilities
TSR T Derivative financial
instruments 296,570 - 296,570 (17,258) - 279,312
Hith& & Other liabilities 1,798,845 (1,287,388) 511,457 - - 511,457
4=t Total 2,095,415 (1,287,388) 808,027 (17,258) - 790,769
AR EESES ARG IMTE TR For master netting agreements of OTC derivative and sale and repurchase transactions
1L BIRESC Z R S ERAE E 48 entered into by the Group, related amounts with the same counterparty can be offset if an
AR [l = Ay = R =8 event of default or other predetermined events occur.

TERVEME - R — S E T 24
Iof] < B T R AP RRAE S
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40. FEHAREALI  40. Significant related party transactions
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General information of the parent companies:

The Group’s immediate holding company is Cinda Financial Holdings Co., Limited (“Cinda
Financial Holdings”), the Group’s ultimate holding company is China Cinda Asset
Management Co., Ltd. (“China Cinda”) which is a state-owned financial enterprise
established in the People’s Republic of China (the “PRC") by the Ministry of Finance (the
“MOF") and its shares are listed on the Main Board of The Stock Exchange of Hong Kong
Limited ("Hong Kong Stock Exchange").

(@) Transactions with the parent companies and the other companies
controlled by the parent companies

The Group’s immediate holding company is Cinda Financial Holdings which is in turn
controlled by China Cinda (HK) Holdings Company Limited (“Cinda Hong Kong").
China Cinda is the controlling entity of Cinda Hong Kong and its major shareholder
and de facto controller is MOF, which is one of the ministries under the State Council
of the PRC Government, primarily responsible for state fiscal revenue and
expenditures, and taxation policies.

China Cinda has controlling equity interests in certain other entities in the PRC.
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Notes to the Interim Financial Information (continued)

40. Significant related party transactions (continued)

(@) Transactions with the parent companies and the other companies

controlled by the parent companies (continued)

The majority of transactions with China Cinda arises from deposits from customers.
As at 30 June 2018, the related aggregate amount of the Group was
HK$29,051,833,000 (31 December 2017: HK$27,487,883,000). The aggregate
amount of expenses of the Group arising from these transactions with China Cinda for
the first half of 2018 was HK$285,413,000 (first half of 2017: HK$117,863,000).

The majority of transactions with Cinda Hong Kong arises from deposits from
customers. As at 30 June 2018, the related aggregate amount of the Group was
HK$10,862,864,000 (31 December 2017: HK$6,378,915,000). The aggregate amount
of expenses of the Group arising from these transactions with Cinda Hong Kong for
the first half of 2018 was HK$79,079,000 (first half of 2017: HK$ 25,863,000).
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Notes to the Interim Financial Information (continued)

40. FEEREALR  40. Significant related party transactions (continued)
5 (&)

() BRAFERBAH

P 2 oA )
TR 5 (&)

K53 SR A TR
2 34 B3 R
EIGRLE - 1 2018
6 H 30 5 AKH
B A 0
3,619,133,000 It
(2017 £ 12 A 31
H : B
4,859,435,000 7t ) -
2018 4 FAEBLRA
BES PR AN
LT BT
A
123,428,000 jt (2017
bR
115,238,000 7T ) °

KR o3 BLRE N B 22
ZEHAMAENZ IR
BEFEREE T
oA 2018 4£ 6 H 30
H » A EEAERRESE
b |
1,083,401,000 in
(2017 4£ 12 # 31
H : A
1,213,388,000 7T) &
Ssike 7 525,394,000 7T
(2017 4£ 12 § 31
H : A
15,632,964,000 77 )
2018 FREARHIREAE]
Pl 2z HoAth N B AL
G B e
HIUL A RS2 HH 44 BE 55
A By 33,441,000
JC (2017 4F F2p4E -
M 19,969,000 IT)
R ¥ #e 268,713,000
JC (2017 4F bFp4F -
Hsie 70,486,000 7T ) ©

(@) Transactions with the parent companies and the other companies

controlled by the parent companies (continued)

The majority of transactions with other companies controlled by the parent companies
arises from financial investments. As at 30 June 2018, the related aggregate amount
of the Group was HK$3,619,133,000 (31 December 2017: HK$4,859,435,000). The
aggregate amount of income of the Group arising from these transactions with other
companies controlled by the parent companies for the first half of 2018 was
HK$123,428,000 (first half of 2017: HK$115,238,000).

The majority of transactions with other companies controlled by the parent companies
arises from advances to customers and deposits from customers. As at 30 June 2018,
the related aggregate amount of the Group was HK$1,083,401,000 (31 December
2017: HK$1,213,388,000) and HK$7,525,394,000 (31 December 2017:
HK$15,632,964,000) respectively. The aggregate amount of income and expenses of
the Group arising from these transactions with other companies controlled by the
parent companies for the first half of 30 June 2018 was HK$33,441,000 (first half of
2017: HK$19,969,000) and HK$268,713,000 (first half of 2017: HK$70,486,000)
respectively.
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40. FEEREALR  40. Significant related party transactions (continued)
2 (&)

(a) HEN\E RFAE (@) Transactions with the parent companies and the other companies
P > HA 2\ B 3 controlled by the parent companies (continued)

TS (&)

b L atehi gg 4 » BLECA, Save as disclosed above, transactions with other parent companies and the other
ISYNED &SN E2a| companies controlled by the parent companies are not considered material.

Z H AN G TR

GUAER -

REBEEIEE ERK T The Group enters into banking transactions with these entities in the normal course of
B R T TER T business which include loans, financial investments and money market transactions.

SEBR S  BREEGK
ERMRERERET S

25 -
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40. FEEREALR  40. Significant related party transactions (continued)
2 (&)

(b) EEBRFHERS - (I (b) Transactions with government authorities, agencies, affiliates and other
B~ AR B A state controlled entities
B EH TR
Z
o3 A ES JH A ER F F The Group is subject to the control of the MOF of the PRC Government, which also
Fige g N == ==l 2 directly or indirectly controls a significant number of entities through its government
il TREEETERE authorities, agencies, affiliates and other state controlled entities. The Group enters into
(REEHERS - [ /B banking transactions with government authorities, agencies, affiliates and other state
HRAEHEEE controlled entities in the normal course of business at commercial terms.

SR K R
f g - A
GE e T
8 - (LIRS - B
R S B
O 7 8 ST ST
25 -

BEZTSEEERNE These transactions include, but are not limited to, the following:
FRIA T FI£IE

- (EE - FRHHR(E NIE - lending, provision of credits and guarantees, and deposit taking;
PRAHEZ AR

- IRITEEZER R - inter-bank balance taking and placing;
&R

- HE S EE - BB - sales, purchase, underwriting and redemption of bonds issued by other state
g ] P LA B 425 1 controlled entities;
EREFTRIT (S

- FEELINE - PERCRAE - rendering of foreign exchange, remittance and investment related services;

BT A RS
- PRLEEEES K - provision of fiduciary activities; and
- BEAHTEE S E - purchase of utilities, transport, telecommunication and postage services.

THA - fEEREER
% .
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h HARA B R Notes to the Interim Financial Information (continued)
(&)

40. FEEREALZ  40. Significant related party transactions (continued)
2 (&)

(c) FEFEREBAE (c) Key management personnel

FEEREAEEEL Key management personnel are those persons having authority and responsibility for
LLRE H ol EE S planning, directing and controlling the activities of the Group, directly or indirectly,
FEN BT ARETE] - 15 including Directors and Senior Management. The Group accepts deposits from and
Ry e grants loans and credit facilities to key management personnel in the ordinary course
ANt GfFEENEE of business. During both the current and prior periods, no material transaction was
B AR - AEEFIE conducted with key management personnel of the Bank and its holding companies, as
HEHGTEHEZTIE well as parties related to them.

= 8 N BT e

ROAEEH K EE R

B e AN A R

EENNEH AT

BN T T

[E1CENCER ]

ANEHETERRLS -

FTESEAAZHN The compensation of key management personnel is detailed as follows:
4
FEGEHR FELEEE
2018 £ 2017 4
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2018 2017
BRI BETT
HK$'000 HK$'000
H R E A S R T Salaries and other short-term employee
TEF benefits 46,732 28,839
BIRTEF] Post-employment benefits 1,068 882
47,800 29,721
(d) HiBA TSRS (d) Balances with subsidiaries
#2018 £ 6 A 30 As at 30 June 2018, the aggregate sums of amounts due from subsidiaries and
H > BT EHEE amounts due to subsidiaries of the Bank arising from transactions entered into during
AR v i — e the normal course of business at commercial terms are HK$593,437,000 (31
EHRTOETRR G E December 2017: HK$297,746,000) and HK$258,429,000 (31 December 2017:
2B B JE S e A I HK$185,478,000) respectively.
A=K R
Aok B

593,437,000 JT

(2017 £ 12 B 31
H = & 8
297,746,000 JT) fz
k% 258,429,000 7T
(2017 £ 12 B 31
H = % 8
185,478,000 7t ) »

133



2 NCB #:f 7% 44t

FHIEA B EORIffEE  Notes to the Interim Financial Information (continued)
(&)

41. EHREEE 41. International claims

LU 53T 5 2 B8 el B P The below analysis is prepared with reference to the completion instructions for the HKMA
RITESE 2 ERERER return of international banking statistics. International claims are exposures to counterparties
IR I 4Rdd - B PE (& on which the ultimate risk lies based on the locations of the counterparties after taking into
T 1822 5 B TR e Et account the transfer of risk, and represent the sum of cross-border claims in all currencies
N[ 578 1% DA 5 and local claims in foreign currencies. For a claim guaranteed by a party situated in a country
Z AR AR R R A Y o different from the counterparty, the risk will be transferred to the country of the guarantor. For
i - MBI BB A &l a claim on an overseas branch of a bank whose head office is located in another country, the
P B (1 e A b > SR risk will be transferred to the country where its head office is located.

T (AR 2 B R AP AE I
X G TR R Rl
JEU B SRS EHE IR AN Z P
TEM 25 IR T 2 B
T H R b G £
HRAT Z SEATRAEE -

7B T {18 A1) R 52 L Claims on individual countries or areas, after risk transfer, amounting to 10% or more of the
H P E R s AL 1% (5 B aggregate international claims of the Group are shown as follows:

PE{EMELEZE 10%B0L -2

BT

7201846 H 30 H
At 30 June 2018

FESRITRAARE
Non-bank private sector

FRSRAT -

RIS IRl

EJiH  Non-bank TN
BT Official financial Non-financial st
Banks sector institutions private sector Total
e BT B¥TT AT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
R Y HE Mainland of China 44,692,727 1,765,799 1,234,476 42,627,128 90,320,130
T Hong Kong 498,186 68,067 6,330,517 35,644,288 42,541,058

#2017 £ 12 H 31 H
At 31 December 2017

IS SORVNG i
Non-bank private sector
IRSRIT B
RS Iz fil
BEJit%%  Non-bank FLN R
SRTT Official financial  Non-financial A=t
Banks sector institutions  private sector Total
BT BETT BETT AT IT AT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
o B A b, Mainland of China 49,317,277 9,534,250 212,539 38,767,290 97,831,356
Tk Hong Kong 2,629,913 443,739 4,739,648 35,321,601 43,134,901
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Notes to the Interim Financial Information (continued)

42. Non-bank Mainland exposures

HIERT RS H FHIA M
B B AR YE Z A T 2
REMAMERZ2ER
AR Ty 2
T 31 b L B S8
3o PhEeRERT AR T I
HIERRITRB Z I B LD
B Pt R I

The analysis of non-bank Mainland exposures is based on the categories of non-bank
counterparties and the type of direct exposures with reference to the completion
instructions for the HKMA return of Mainland activities, which includes the Mainland
exposures extended by the Bank and its banking subsidiary.

#20184£6 H 30 H
At 30 June 2018

BEAR BEARE
SE R RN RINN
TEHH JE\R AR il
Items in On-balance Off-balance  &EEG=IE
the HKMA sheet sheet Total
return exposure exposure exposure
BT BT BT
HK$'000 HK$'000 HK$'000
o s ~ ROREURRFARY Central government, central
s - B S REE government-owned entities and their
B3 subsidiaries and joint ventures 1 55,692,173 4583393 60,275,566
HOGEUR ~ #OTEURFRFARY  Local governments, local
T~ HIfB AT NEE government-owned entities and their
3 subsidiaries and joint ventures 2 28,188,571 6,553,713 34,742,284
N ERECEAM TS PRC nationals residing in Mainland or
WNEE IS - HIEA other entities incorporated in
H N EERSE Mainland and their subsidiaries and
joint ventures 3 80,535,112 14,211,213 94,746,325
FEFEAE s —IgrpiFr  Other entities of central government
JF R EL At i not reported in item 1 above 4 5,197,471 2,966 5,200,437
RNEFEF Fuliss —IE 7 Other entities of local governments not
JF P B L i reported in item 2 above 5 287,512 - 287,512
R EEEINEREFEEINE  PRC nationals residing outside
feItHE » HAREEAR Mainland or entities incorporated
F8 outside Mainland where the credit is
granted for use in Mainland 6 11,225,294 2,281,394 13,506,688
HAAr ZE FmEEfE&E  Other counterparties where the
W B ESRTTAY PR St JE exposures are considered to be
R non-bank Mainland exposures 7 5,135,276 562,129 5,697,405
HHEt Total 8 186,261,409 28,194,808 214,456,217
HIRCE RS RV E Total assets after provision 9 446,629,507
LEABENTNERK &Y On-balance sheet exposures as
(BB RN S percentage of total assets 10 41.70%
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Notes to the Interim Financial Information (continued)

42. Non-bank Mainland exposures (continued)

2017 F 12 H 31 H
At 31 December 2017

BEAMA EEAMER
SEEHE FAHY FHMY
(=] JEE JE\F R
ltems in On-balance  Off-balance  4&JE &
the HKMA sheet sheet Total
return exposure exposure exposure
BT AT BT
HK$'000 HK$'000 HK$'000
o s~ ROREURRFARY Central government, central
g - HINB AT REE government-owned entities and their
b= subsidiaries and joint ventures 1 48,913,115 5,511,590 54,424,705
HOTEUN ~ # 5 EURFFARY  Local governments, local
W~ HifEA s REaE government-owned entities and their
b= subsidiaries and joint ventures 2 22,038,554 4,703,027 26,741,581
N E R EAM TS PRC nationals residing in Mainland or
WL ~ HEEA other entities incorporated in
H M EERHE Mainland and their subsidiaries and
joint ventures 3 76,240,258 15,195,181 91,435,439
FudEfr Bilss—Tgh gy Other entities of central government
JF R EL At i not reported in item 1 above 4 4,936,451 3,398 4,939,849
THEFELE Bl —IEH 5 Other entities of local governments not
TP Y At F A reported in item 2 above 5 253,003 - 253,003
R EEEINEREFEEINE  PRC nationals residing outside
feItsHs - HAREEAR Mainland or entities incorporated
(= outside Mainland where the credit is
granted for use in Mainland 6 13,218,282 1,983,472 15,201,754
HAA ZE FmEEfE&E  Other counterparties where the
W Fs I ESRTT Y PRt JE exposures are considered to be
HRYE non-bank Mainland exposures 7 5,131,429 13,906 5,145,335
st Total 8 170,731,092 27,410,574 198,141,666
HIBCEH SRV EESEE  Total assets after provision 9 445,101,340
LEABERNTNERK &Y On-balance sheet exposures as
(EEEYEE I percentage of total assets 10 38.36%
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Notes to the Interim Financial Information (continued)

44,

The unaudited interim financial information for the first half of 2018 complies with HKAS 34
“Interim Financial Reporting” issued by the HKICPA.

Statutory accounts

The information in this Interim Report is unaudited and does not constitute statutory
accounts. The statutory accounts for the year ended 31 December 2017 have been
delivered to the Registrar of Companies and the HKMA. The auditor expressed an
unqualified opinion on those statutory accounts in the report dated 26 March 2018.
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Emst & Young e E Y Tel B3F: +852 2846 9888

22/F, CITIC Tower BEPRAZIELN Fax {5 H.: +852 2868 4432
ﬁ?i 1 Tim Mei Avenue hiEkE 22 18 ey.com

Central, Hong Kong

Independent Review Report

Report on review of interim financial information
To the board of directors of Nanyang Commercial Bank, Limited
(Incorporated in Hong Kong with limited liability)

Introduction

We have reviewed the interim financial information set out on pages 1 to 137, which comprises the condensed consolidated balance
sheet of Nanyang Commercial Bank, Limited (the “Bank”) and its subsidiaries (together, the “Group”) as at 30 June 2018 and the
related condensed consolidated income statement, the condensed consolidated statement of comprehensive income, the
condensed consolidated statement of changes in equity and the condensed consolidated cash flow statement for the six-month
period then ended, and other explanatory notes. The directors of the Bank are responsible for the preparation and presentation of
this interim financial information in accordance with Hong Kong Accounting Standard 34 “Interim Financial Reporting” (‘HKAS 34”)
issued by the Hong Kong Institute of Certified Public Accountants. Our responsibility is to express a conclusion on this interim
financial information based on our review. Our report is made solely to you, as a body, in accordance with our agreed terms of
engagement, and for no other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of this report.

Scope of review

We conducted our review in accordance with Hong Kong Standard on Review Engagements 2410, “Review of Interim Financial
Information Performed by the Independent Auditor of the Entity” issued by the Hong Kong Institute of Certified Public Accountants.
A review of interim financial information consists of making inquiries, primarily of persons responsible for financial and accounting
matters, and applying analytical and other review procedures. A review is substantially less in scope than an audit conducted in
accordance with Hong Kong Standards on Auditing and consequently does not enable us to obtain assurance that we would become
aware of all significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the interim financial information is not prepared,
in all material respects, in accordance with HKAS 34.

Ernst & Young

Certified Public Accountants
Hong Kong

28 September 2018
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Hih & Additional Information

1. EEe 1. Board of Directors
201849 H 28 H » A As at 28 September 2018, the Board of Directors of the Bank comprises Mr. CHEN
SRAT 2 R B Rl Xiaozhou (Chairman and Managing Director), Mr. LIANG Qiang#, Mr. FANG Hongguang
Bt (EEEFEHE (Vice Chairman and Chief Executive), Mr. WANG Tong Sai, Mr. SUN Jiandong, Mr. CHAN
) IR #H ~ JTAIE Sai Ming, Mr. LAU Hon Chuen*, Mr. LAN Hong Tsung, David*, Mr. CHANG Hsin Kang* and
etk (BIESRHFREH) - Ms. CHIU Lai Kuen Susanna*.

WL - HERE
A4~ BRATNIASEA: - BIER
Jeler s BRI A - IR(E
e R R g 2

¥ JETES * Non-executive Director

* BTIERTES * Independent Non-executive Director

2. F& ($R1T= (#{E]) 2. Compliance with the Banking (Disclosure) Rules
KA

RARLEHE T A EH S RT The unaudited Interim Report complies with the applicable requirements set out in the Banking
& (PRITEIEE) BT ($R1T (Disclosure) Rules under the Banking Ordinance.
3 (BEER) BA) 2 HRHZEK -

140



2 NCB #:f 7% 44t

3. EB[EE
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SyRIER 2.71 (B 5 53 B & 0.23
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3. Business Review

In 2018, the global economy maintained steady performance with upward momentum and
marched towards full recovery in general. Rising trade protectionism and the interest rate
hike by the US Federal Reserve had no negative effect on the real economy around the
globe. The Mainland of China further promoted the “supply-side structural reform”, which
improved its industrial and economic structure and efficiency significantly. Its economy
has been growing within a range of 6.7% to 6.9% for twelve consecutive quarters,
reflecting the steady and upward growth trend of the Mainland’s economy. The economic
growth above not only speeded up the recovery of economies around the globe, but also
led to the prosperity of Hong Kong’s economy in general. Starting from this year, NCB has
been conducting its business in accordance with the principle of “focusing on principal
business and achieving excellence in key business”. As an account management,
cross-selling and comprehensive financial service platform of China Cinda Group; NCB,
adhering to the operating guideline of seeking for innovation and change with the strong
support and under the leadership of China Cinda, the board of directors of NCB and the
Executive Committee, has achieved featured development and enhanced synergy effects
in a comprehensive and effective way. Innovative products were customised to build
featured brands, and asset quality was improved to achieve steady development. NCB
also strengthened management to ensure healthy operation, and made full use of the
advantages of a professional cross-border bank while focusing on the development of the
principal business of a commercial bank.

Financial Review

As at the end of June 2018, the Group recorded HK$2,846 million of operating profit, up
49.99% year-on-year. Net interest income amounted to HK$3,213 million, up 14.20%
year-on-year while non-interest income amounted to HK$1,340 million, an increase of
50.49% year-on-year. Profit after tax increased by 56.25% year-on-year to HK$2,420
million. Return on average total equity and return on average total assets stood at 10.49%
and 1.05%, up by 2.71 percentage points and 0.23 percentage point, respectively from
the same period last year. Net interest margin (NIM) was 1.66%, up 0.11 percentage point
year-on-year. The Group maintained good asset quality while achieving fast growth in its
business. As at the end of June 2018, classified or impaired loan ratio was 0.51% with
asset quality at a good level.
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3. Business Review (continued)

Financial Review (continued)

The banking industry still faced fierce competition. Under such an operating environment,
NCB continued to achieve breakthroughs in its operating results, to which the strategy of
synergistic operation has made an indispensable contribution. It not only generated more
profits for the Group, but also laid a foundation for the future development of NCB. As at
the end of June 2018, the total assets of the Group amounted to HK$436,797 million, up
0.40% from the end of last year. Deposits from customers amounted to HK$332,354
million, up 2.13% from the end of last year. Gross advances to customers amounted to
HK$260,700 million, up 10.84% from the end of last year.

Business Review
Personal Banking

As at the end of June 2018, net operating income before impairment allowances generated
by the personal banking business amounted to HK$846 million, dropped 10.36%
year-on-year. During the period, we spared no effort to expand and build our wealth
management customer base from five dimensions which are attracting customer from
multi-dimensions, vitalizing customer base, deepening relationships, professional support
and interaction between the Mainland of China and Hong Kong. This, together with the
preferential policies of the Bank's deposit, securities and fund products and electronic
platform, provided customers with diversified product portfolio, which effectively attracted
existing customers to use the Bank's services, enhanced the loyalty of existing wealth
management customers and further improved the contributions of wealth management to
profits. At the beginning of the year, we have conducted brand marketing activities across
three customer tiers of “NCB Wealth Management”, “Enrich Banking” and “i-Free
Banking”, including “NCB New Packaged Account Rewards” absorption programme, “NCB
Member-Get-Member Program”, “Promotion for Client Upgrading” and “Exclusive
Promotion for University Students”. These activities constituted a continuous client
absorption programme, which not only strengthened the promotional effect, but also passed
the message of developing wealth management habits to university students, with a view to
establishing a young customer base by absorbing young students. In addition, the Group
continued to develop innovative products to meet market demands. In the first half of 2018,
we launched the unique “NCB Prosperous Time Deposit” which was warmly welcomed by
the market with its innovative advantage of monthly payment of interests and all-around
promotion. During the launch, a number of the media have conducted interviews on the
product to introduce its structure and advantages. It has successfully driven the increase in
new customers and deposits.
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3. Business Review (continued)

Business Review (continued)
Personal Banking (continued)

NCB has always specialised in the cross-border business and continued to prioritise the
development of “Mainland Property Refinancing Services ([NJE## )"  this year. We have
accumulated a larger scale of “Mainland Property Refinancing Services (N5 ) ~
business through putting more efforts on promoting and expanding marketing channels and
facilitating the implementation of "100 Salesman Scheme(& A{7$5:1#()” with NCB
(China). As at 30 June 2018, there were 847 new cross-border clients, up 112.81%
year-on-year, which has laid a solid foundation for the growth of cross-border business. The
corporate and personal cross-border financial business of the Group has a long history in
the banking industry. It also has an experienced and dedicated management team,
diversified products and services as well as comprehensive and intelligent online banking
channels to enhance clients’ experience. At the beginning of 2018, we were honoured with
the “Excellent Brand of Cross Border Corporate Banking Services” and “Excellent Brand of
Cross Border Personal Banking Services” at the “Hong Kong Leaders’ Choice 2018" by
Metro Finance. This has fully demonstrated that integrity, innovation and professional
service, the core values of NCB for decades, are an integral part of remaining competitive
in the market.
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3. Business Review (continued)

Business Review (continued)
Corporate Banking

Benefiting from the continuous business linkages between the Group and subsidiaries of
China Cinda, and coupled with the growth of local trading business, the Group recorded a
continuous increase in the loan balance driven by reserve of loan projects of the corporate
finance business. As at the end of June 2018, the balance of corporate loans and advances
amounted to HK$217,634 million, representing an increase of 12.47% from the end of last
year. The net interest income generated by corporate banking amounted to HK$2,302
million. Net operating income before impairment allowances amounted to HK$2,894 million,
an increase of HK$500 million from same period last year. Facing with the US Federal
Reserve’s interest rate hikes, the implementation of the deleveraging policy in the
Mainland, and the escalating tensions of trade war between the Mainland of China and the
United States, the credit risk of enterprises in the Mainland has kept rising, and it has
become relatively difficult to identify high-quality risk assets, which has posed significant
pressure on the Bank’s loan business. In view of this, the corporate finance business has
focused on a number of projects from large-scale enterprises, industrial and commercial
and institutional segments during the first half of the year. Aiming at target customers such
as synergy, cross-border, listed companies, bankers, insurers and securities dealers, each
segment vigorously expanded credit size and promoted the early implementation of
high-yield loans, thereby achieving a satisfactory loan balance. NCB (China) also identified
its target customers from the characteristic industries in areas where ten of its branches are
located. By keeping a close eye on key fields at national level, such as the development of
the Guangdong-Hong Kong-Macao Greater Bay Area and big health care, NCB (China) has
granted the first direct facility to the education industry, which is in line with the Group’s
industry direction of “Three Big and One New” and has laid the foundation for the
subsequent expansion of customers in the education industry. Besides, in response to the
development of the syndication loan business, we have set up Syndication Division to
provide our customers with syndication and distribution services in order to strive to
enhance the Group’s strategic position in the syndication loan market and at the same time
create revenue sources for intermediary business. As at the end of June 2018, the business
of the syndication loan business has been well on track, NCB has boosted its ranking in the
Hong Kong and Macao syndicated loan market from 17th last year to 12th in the first half of
2018. NCB has also granted twelve syndication loans in aggregate with the participation of
larger-scale peers from banking industry in the Mainland of China, Hong Kong and the
Taiwan region, indicating sound progress of our projects.
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3. Business Review (continued)

Business Review (continued)
Treasury

As at the end of June 2018, operating profit before impairment allowances generated by the
treasury business amounted to HK$772 million, representing an increase of 143.70% from
the same period last year, mainly benefit from the increase in interest yielding assets. In
terms of bond investments, under the backdrop of rising interbank interest rates in Hong
Kong and the United States in the first half of the year, we targeted on increase purchases
of medium to long term bonds, and in addition, at the timing of the increase in the interest
rates of on shore RMB bonds, we took the initiative to increase our holding of policy bank
bonds and corporate bonds that succeeding to improve the average yield of our overall
securities portfolio by 0.51 percentage point from the same period last year.

NCB (China)

NCB (China) has entered into a new stage of development through mechanism
transformation, consolidating business synergy, optimization and consolidation, strict risk
measures, compliance operation and enhancing foundation. During the period, bearing the
target set at the beginning of the year in mind, NCB (China) has adhered to the
“Four-double” strategy, including two-wheel driven, that is to expand, but also to make
profits; two-pronged approach, that is to shift the focus back to conduct trading business;
double-line operations, that is to conduct banking operation without compromising on
compliance; double measures, that is to consolidate the three “pillar” business, in order to
enhance competitiveness and differentiated sources. As at the end of June 2018, each key
financial ratio has increased significantly from the end of last year, in particular, after-tax
profit grew over 100% year-on-year. While sparing no efforts on propelling business
development, NCB (China) strictly controls risks and identifies customers with potential
risks in advance through conducting risk screening on them; strengthens legal risk alerts,
promotes the construction of legal advisory mechanisms; continuously improves the
long-term mechanism of incident prevention to prevent case risks and further optimise the
function of the anti-money laundering system.
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3. Business Review (continued)

Business Review (continued)
Risk Management

The Group continued to optimise various risk management policies and systems, conducted
credit risk analysis and assessment and other checks with due prudence, and reinforced the
asset quality monitoring mechanism to improve risk management and achieve the objectives
of effective control and risk prevention. The Group has enhanced risk control and information
communication on business synergy of China Cinda to ensure that the credit strategy is
consistent with that of Cinda Group. In addition, through continuously strengthening the
management functions of NCB (China), enhancing exchanges and communication with risk
management personnel of NCB (China), the Group communicated with NCB (China) on the
latest regulatory requirements of the Mainland, compliance risk management, financial
innovation business and other issues and gave feedback in this regard to ensure that the
requirements of the Bank’s internal risk management and the Hong Kong Monetary Authority
were met, thus enhancing the Bank’s credit risk management and compliance operation
awareness. As at the end of June 2018, classified or impaired loan ratio was 0.51%. All asset
quality indicators are under good control.

For our anti-money laundering mechanism, through continuously complying with local
regulations and the guidelines of Hong Kong Monetary Authority, we kept improving and
updating our regulations and system regarding anti-money laundering, counter-terrorism
financing and deception-investigations, conducted compliance examinations on anti-money
laundering, and identified and detected doubtful and abnormal transactions by capitalizing on
anti-money laundering whistleblowing mechanism, effectively implementing risk control on
anti-money laundering and counter-terrorism. As at the end of June 2018, the exposure to
money laundering of the Group was under control and no significant events or significant
court cases occurred.
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3. #%HE (8) 3. Business Review (continued)
$ErEE (&) Business Review (continued)
rETEEE Corporate Social Responsibility
KEESEEHLEREEN The Group highly values the importance of social responsibility and organised various

BN HINAHS R EIZE T volunteer activities during the period to help those in need. During Lunar New Year in
FE A TEE AL - 2018 4 2 February 2018, the NCB volunteer team participated in the volunteer activity of “Family Fun
B B AR - NCB 2% 1 in the Year of the Dog” and has visited the elderly who were living alone, of poor health and in

Rl TigFE S5 5% | #* need of good care, in Southern District of Hong Kong Island in cooperation with Aberdeen
TR ES) - WE R+ Kai-fong Welfare Association for 12 consecutive years. In April, we continued to participate in

FHE BT EIE > EEhiE the Financial Management Education Programme jointly initiated by the Hong Kong
HEEFEE EE - B R A Association of Banks and the Hong Kong Council of Social Service, during which we
e &5 - 4 By B4 organised workshops of wealth management education for local families of low income, and
EEBSEOFRERTAD introduced different financial management methods and correct financial management
MEELFRBEHGHTFHR  concepts to them.
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Fi-osk Appendix
ARIRITZ M A E] Subsidiaries of the Bank

ARITHT B Y B A% 5540 The particulars of our subsidiaries are as follows:

T
FiRiip ¢
s R HEA HMELETETRA EaEy IEEH
B Place and date of incorporation/ Registered capital/ Interest Principal
Name operation issued share capital held activities
FESFRTEAYT (Pl AIRAF | P sl 100% TR
2007 /£ 12 H 14 H A% 9,500,000,000 7T
Nanyang Commercial Bank The People’s Republic of China Registered capital Banking
(China), Limited 14 December 2007 RMB9,500,000,000 business
FEBEIRTEtARAE s fo il 100% (E3Eh
1976 4210 H 22 i 3,000,000 ¢
Nanyang Commercial Bank Hong Kong Ordinary shares Trustee
Trustee Limited 22 October 1976 HK$3,000,000 services
BRI PR SRR &t Wi 100% el
1984 4£5 A 25 H &% 3,050,000 T
Kwong Li Nam Investment Hong Kong Ordinary shares Investment
Agency Limited 25 May 1984 HK$3,050,000 agency
FEEEIRGT (REA) ARAE| &4 Fo il 100% [ReiiPNE
1980 428 H 22 &M% 50,000 7T
Nanyang Commercial Bank Hong Kong Ordinary shares Nominee
(Nominees) Limited 22 August 1980 HK$50,000 services
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Definitions

In this Interim Report, unless the context otherwise requires, the following terms shall have the meanings set out below:

Terms

Meanings

“Board” or “Board of Directors”

the Board of Directors of the Bank

“CETY1”

Common Equity Tier 1

“China Cinda”

China Cinda Asset Management Co., Ltd. ,a wholly state-owned financial
enterprise established in the PRC

“Cinda Hong Kong”

China Cinda (HK) Holdings Company Limited

“Cinda Financial Holdings”

Cinda Financial Holdings Co., Limited

“CVA” Credit Valuation Adjustment

“DVA” Debit Valuation Adjustment

“FIRB” Foundation Internal Ratings-based

“HKAS(s)” Hong Kong Accounting Standard(s)

“HKFRS(s)" Hong Kong Financial Reporting Standard(s)
“HKICPA” Hong Kong Institute of Certified Public Accountants
“HKMA” Hong Kong Monetary Authority

“Hong Kong” Hong Kong Special Administrative Region

“Hong Kong Stock Exchange”

The Stock Exchange of Hong Kong Limited

“IMM”

Internal Models

“Mainland” or “Mainland of China”

the mainland of the PRC

“MOF” the Ministry of Finance of the PRC

“NCB (China)” Nanyang Commercial Bank (China), Limited, a company incorporated under the laws
of the PRC and a wholly-owned subsidiary of the Bank

“‘oTC” Over-the-counter

“PRC” the People’s Republic of China
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Definitions (continued)

Terms Meanings

“RMB” or “Renminbi” Renminbi, the lawful currency of the PRC

“STC” Standardised (Credit Risk)

“STM” Standardised (Market Risk)

“STO” Standardised (Operational Risk)

“the Bank” or “NCB” Nanyang Commercial Bank, Limited, a company incorporated under the laws of Hong

Kong and a wholly-owned subsidiary of Cinda Financial Holdings

“the Group” the Bank and its subsidiaries collectively referred as the Group
“us” the United States of America
“VAR” Value at Risk
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	• 香港財務報告準則第9號  「金融工具」的最終版本，將金融工具項目的所有階段合併取代香港會計準則第39號及所有先前版本的香港財務報告準則第9號。該準則引入分類及計量，減值及對沖會計的新規定。香港財務報告準則第9號引入的變動列示如下：
	• 香港財務報告準則第15號「源於客戶合同的收入」建立一個新的模型以計入客戶合約產生的收益。根據香港財務報告準則第15號，收入按反映實體預期有權換取向客戶轉讓貨品或服務的代價確認。香港財務報告準則第15號的原則為計量及確認收益提供較為結構化的方法。香港財務報告準則第15號亦包括一套有關源於客戶合同收入的披露要求。本集團以經修訂的追溯模式採用香港財務報告準則第15號，應用此準則對本集團的財務報表不會產生重大影響。
	• 香港財務報告準則詮釋第22號「外幣交易及預付對價」。該詮釋列明以付出或收到現金當日的兌換率應用於涉及預付或預收外幣對價的交易。應用該詮釋對本集團的財務報表沒有重大影響。
	• 於2017年4月頒布的香港會計準則第40號修訂「投資性房地產轉換」 澄清主體何時應將包括在建或開發中的房地產轉入投資性房地產或自投資性房地產轉出。該修訂規定用途的改變是指房地產滿足或不再滿足投資性房地產的定義，且有證據表明房地產的用途發生改變。應用該修訂對本集團的財務報表沒有重大影響。
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