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In 2015, Hong Kong's banking industry was faced with a
challenging business environment on uncertainties including
sluggish global economic growth and greater volatility
in the financial markets. At the same time, the roll-out
of the “One Belt One Road” strategy, the promotion of
free-trade zones as well as the implementation of a series
of intensified economic reforms in Mainland China also
provided banks with a new driving power for innovative
business and sustainable development. While running the
business prudently, the Group seized market opportunities to
put development strategies into practice actively expanding
business opportunities, as a result, a steady performance

was maintained.
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FINANCIAL HIGHLIGHTS

As at the end of December 2015, the Group’s net operating
income before impairment allowances decreased by 2.04%
year-on-year to HK$6,504 million; net interest income was
HK$4,720 million, representing a decrease of 9.05% from
the end of last year; non-interest income was HK$1,784
million, representing an increase of 23.09% comparing
with the end of last year, of which net fee income rose
8.15% to HK$1,357 million, mainly driven by the increase
in commission income from the securities and insurance
operations. As at the end of December 2015, total assets
amounted to HK$305,197 million, representing an increase
of 0.43% over the end of last year; rate of return on
capital was 8.05% and rate of return on assets was 0.95%,
representing a decrease of 0.14 percentage points and an
increase of 0.01 percentage points respectively comparing
with the end of last year; customer deposits and loans grew
healthily by 4.12% and 4.50% respectively from the end
of last year.
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REVIEW ON CORE BUSINESS
Personal Banking

As at the end of December 2015, net operating income
before impairment allowances generated by the personal
banking business grew by 11.80% to HK$1,653 million.
Profit before tax declined by 11.47% to HK$592 million.
For personal deposits, during the year, we actively developed
quality customers to boost the deposit business. We
strengthened publicity in all domains via newspapers and
periodicals, posters, transportation means, networks and
other media to secure deposits of key customers and expand
the size of deposits. At the same time, we geared vigorous
marketing to payroll clientele to raise the percentage of
low to zero-interest deposits and sourced deposits primarily
denominated in currencies with spread contributions
according to market changes, hence the cost of deposits
was kept under effective control. For personal loans, we gave
play to advantages of the cross-border business on the major
launch of credit solutions targeting Hong Kong residents
using Mainland properties as collaterals and focused on
cross-selling to expand opportunities for the development
of other businesses while meeting customer needs. During
the year, to consolidate and expand customer base, we
intensified marketing efforts on the mortgage business to
improve market share and introduced “Easi-Personal Loan”
offers exclusively for mortgage clients to strengthen customer
retention. On the wealth management front, we conducted
all-around promotions through “Wealth Management”,
“i-Free” and “Enrich” at three levels targeting different
customers to form wave after wave of promotion climax
through the year. To further increase brand awareness, we
actively tapped potential customers by launching programs
including “New Wealth Management Family Customer
Rewards” and “New Wealth Management Campus Customer
Rewards” to develop young customer groups. During the
year, we seized market opportunities to vigorously improve

the percentage of non-interest income and a satisfactory
growth in net fee income from the equity and fund agency
and insurance operations was recorded.
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REVIEW ON CORE BUSINESS (Cont'd)
Corporate Banking

The corporate banking business saw positive growth and
a stable increase in income. As at the end of December
2015, corporate loans grew 3.11% to HK$121,721 million;
net operating income before impairment allowances and
profit before tax were HK$3,277 million and HK$1,629
million respectively, representing a decrease of 3.43% and
an increase of 27.56% comparing with the end of last
year. During the year, emphasis of the corporate banking
business was put on a balanced development between
sources of funds and use of loans in stepping up marketing
efforts on corporate loans while expanding the size of
assets, successively launching “Employer Payroll Service”
welcome offers and “NCB Wealth Management Account
Upgrade Scheme” to actively seek trade settlement
business among corporate clients with the aim of driving
the growth in low to zero-interest deposits. At the same
time, through actively seizing opportunities arising from
national strategies including the gradual opening of the
domestic Renminbi market, the “One Belt One Road”
initiative and the establishment of free-trade zones in the
mainland and keeping abreast of the market, we actively
looked for sources of business growth with reasonable
risk in tackling the cross-border business and the local
business simultaneously and successfully implemented a
number of large-sum loan operations, hence maintaining
the momentum for sustainable development. After becoming
one of the first banks participating in cross-border Renminbi
loans in Qianhai in 2013, during the year, with the support
of national policies, we successfully led the processing
of large-sum cross-border Renminbi loans to be used for
construction in Qianhai capitalizing on the close cooperation
among Shenzhen, Hong Kong and Macau, thereby providing
strong support to the establishment and development of
Qianhai. In addition, we actively developed business through
synergy with our subsidiary NCB (China) based on the “One
Brand One Ideal” strategy, providing varying financing and
capital receipt-payment solutions and quality services for
mainland enterprises “going abroad”. On the SME business
front, we adhered to the business direction of doing well
local business services and continued to expand “NCB
Microfinance” and “SME Financing Guarantee Scheme” loan
solutions to provide financing channels for all types of SMEs
to support their business developments.
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REVIEW ON CORE BUSINESS (Cont'd)
Treasury

As at the end of December 2015, net operating income
before impairment allowances generated by the treasury
business amounted to HK$1,422 million, of which net
interest income declined by 29.55% year-on-year. During the
year, due to the impact of multiple interest rate cuts and the
lowering of deposit reserves in the mainland, a sharp decline
in the Renminbi deposit business was recorded. Despite
of our proactive switch to the Renminbi bond market,
Renminbi deposits continued to decrease while Renminbi
loans increased and this has intensified the contraction of
the mainland Renminbi deposit business. Up till the third
quarter, in response to the depreciation of Renminbi and
pressure from capital flight, we made timely adjustments to
our strategy and increased holdings of bonds denominated
in United States/Hong Kong dollars, which has resulted in a
growth in net fee income from the proprietary bond trading
business. In addition, to act in concert with the State’s
opening policy, we actively explored domestic financing
channels, including increasing offerings in free-trade zones,
financing for domestic cash accounts and onshore Renminbi
bond pledged repos, with the hope of expanding sources of
Renminbi funds and reducing interest expenses.

RISK MANAGEMENT AND CONTROL

Continued instability in the market environment and
increasing pressure on business operation have also exerted
some impact on the quality of bank assets. For this reason,
we have actively strengthened efforts on risk management
and control. First of all, we have carried out screening
of various risks in connection to changes in different risk
factors to ensure that early warning of credit risk is in place.
Secondly, we have continuously enhanced various types
of risk policies and systems according to risk orientation
and the Bank’s business strategies and have prudently
conducted credit risk analysis and assessment for stronger
asset quality monitoring mechanisms. At the same time, we
have been working to strengthen study plans to cope with
risks, optimize stress testing methods aiming at different
scenarios and establish rapid reaction mechanisms to ensure

the quality of bank assets. Relevant management measures
have achieved relatively evident results and the overall quality
of assets was kept steady during the period.
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RISK MANAGEMENT AND CONTROL (Cont'd)

In addition, in respect of the asset quality situation of
NCB (China), we have strengthened management of its credit
risk and have developed a series of corrective measures,
monitoring the status and effect of their implementation and
making timely recommendations for improvement.

To comply with the standards and requirements of the Hong
Kong Monetary Authority regarding anti-money laundering
and counter-terrorist financing work, we have strengthened
the management and governance of anti-money laundering
work and have constantly optimized a number of anti-money
laundering reporting systems to effectively simplify the
process and enhance the quality of supervision. At the same
time, we have stepped up efforts on operational risk and
compliance check so that regulatory requirements are met
and compliance is ensured.

OPERATING CONDITIONS IN MAINLAND
CHINA

In 2015, the business of NCB (China) was faced with greater
pressure and challenges due to various factors including
deterioration in the external macroeconomic situation,
frequent occurrence of risk incidents as well as in the midst
of an adjustment and transition period internally. However,
with the full guidance and support of the Group, NCB (China)
steadily pushed ahead specialised management with focus
on adjusting the currency, customer and business structures
to actively improve risk management and control capabilities
and effectively enhance the performance of networks,
coupled with the strengthening of systems construction and
internal management. As a result, a rebound in operating
conditions has appeared.

PROSPECTS AND OUTLOOK

Looking ahead into 2016, it is expected that a state of low
global economic growth will continue and the situation will
remain rather severe. The Chinese economy will enter a
crucial transition period and is likely to achieve initial stability
in the midst of the downturn. As the internationalisation of
the Renminbi and the implementation of the “One Belt One
Road” strategy makes new progress, the inclusion of the
Renminbi in the Special Drawing Right currency basket enters
into force and relevant effects gradually come true as well as
the integration of traditional banks with the Internet further
deepens, a variety of financial needs will emerge more
quickly and the room for business development will further
expand, hence bringing new opportunities for banking
business innovation. The Group will accurately identify
its positioning and innovate developments, continuously
intensifying the initiative to integrate with the rapidly
developing Internet banking trends through reasonable and
effective allocation of resources to actively seek new sources
of profit growth and maintain market competitiveness and
sustainable force for development.
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