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1. BORXIEZEFEREHE 1. SECTORAL ANALYSIS OF GROSS ADVANCES
TO CUSTOMERS
NTEREFPERBRE2ITESESN - EITESSE The following analysis of the gross advances to customers by industry
D2RBERERRBR 2 ©E RRKRERIE MR sector is based on the categories with reference to the completion
gl instructions for the HKMA return of loans and advances.
ERREE -7
ZBA EZRBZ EZRB
EFERAE % Covered BELE HEER LAEERE
Gross by collateral WA Impairment Impairment
advances to or other (Classified or ol allowances- allowances-
customers security impaired Overdue Stage3  Stage 1and2
BT EETR BETT B¥TR BT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EEBRAZER Loans for use in Hong Kong
IEsRE Industrial, commercial and financial
- MEEE — Property development 20,727,202 26.83% 326,866 - 197,731 93,336
-NERE — Property investment 17,946,060 86.68% 7,646 11,770 - 26,595
-tBE - Financial concerns 18,567,077 7.67% 18,129 18,129 - 46,876
-BEEL - Stockbrokers 762,051 93.44% - - - 15
-HEREES - Wholesale and retail trade 5.375,232 80.86% 238,878 18,919 54,880 24,305
-BER - Manufacturing 5,135,067 30.32% - 55 - 26,169
-BERESTE —Transport and transport equipment 2,596,818 8.53% - - - 19,106
) —Recreational activities 2,201,987 99.96% - - - 2,619
- BB - Information technology 544,804 3.19% - - - 6,181
-Efy - Others 19,994,809 62.24% 8,423 66,655 4119 66,505
fBA Indlviduals
-BEEEZRHEENE . -Loansfor the purchase of flats in
LABESEEE Home Ownership Scheme,
HERMEELER Private Sector Participation Scheme
EETZERH and Tenants Purchase Scheme 235,29 99.97% 1 1,219 - n
-BEEMEENEZEF - Loans for purchase of other residential
properties 11,309,719 99.97% 1374 61,280 - 5432
-ERFER ~ Credit card advances 402 0.00% - - - -
- At - Others 23,421,788 94.82% 6,837 200,337 692 27311
EEARAZEHEE  Totalloans for use in Hong Kong 128,824,312 60.39% 608,154 378,424 257,422 344,522
EARE Trade finance 9,050,383 2.87% 17,884 25,066 18,044 23,19
EBEBMIMERZER  Loans for use outside Hong Kong 157,688,166 34.21% 3,803,053 2,370,628 2,256,575 1,113,259
EFENGE Gross advances to customers 295,562,861 45.27% 4,429,091 2,774,118 2,532,041 1,480,975
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1. BRI BEZEFERBE® 1.

" 4

SECTORAL ANALYSIS OF GROSS ADVANCES
TO CUSTOMERS (Cont'd)

2020
FAnEE £
LA E=[RB7 A8
RPETES % Covered ] REEE LREER
Gross by collateral A Impairment Impairment
advances to or other Classified or jalii allowances- allowances-
customers security impaired Overdue Stage 3 Stage 1and 2
AETT RETT BETT RETT RETT
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
EEBRAZER Loans for use in Hong Kong
THeRE Industrial, commercial and financial
-NEER ~ Property development 18,498,578 24.14% - - - 118,544
-NERE - Property investment 18,524,246 82.80% - 3,544 - 53,351
- ERE - Financial concerns 17,971,842 8.05% - 18,168 - 36,012
-RE4EL - Stockbrokers 373,590 100.00% - - - 40
-BEREER — Wholesale and retail trade 10,247,604 60.76% 248,681 1,523,638 88,849 62,450
-RE% - Manufacturing 6,350,174 29.62% 135,339 141,356 108,271 57,495
-BERESRE ~Transport and transport equipment 5,167,258 10.96% - - - 17,959
-REES — Recreational activities 2,008 4093% = = = 3
- iR - Information technology 597,382 6.26% - - - 11,249
- Bt - Others 19,513,670 59.30% - 3124 - 62,007
faA Individuals
-BEEEEERME . - Loansfor the purchase of flats in
LAEELERER Home Ownership Scheme,
TERREELE Private Sector Participation Scheme
BESPAt and Tenants Purchase Scheme 235,08 99.88% 95 1,258 - 84
-BEEMEENECER - Loans for purchase of other residential
properties 11,218,032 99.75% 1,457 48,360 - 7,831
-ERREH ~ Credit card advances 487 0.00% - - - 58
-Eft - Others 21,851,449 93.19% 948 149,907 812 27,440
EEBERZETESE  Total loans for use in Hong Kong 130,551,902 56.45% 386,520 1,889,355 197,932 454523
EUE Trade finance 1,777,808 24.82% 317,606 317,606 137,721 25,256
EBRABMIMERZER  Loans for use outside Hong Kong 141,392,861 42.80% 1,688,656 1,528,925 1,366,803 845,559
ERETES (Gross advances to customers 279,722,571 48.67% 239278 3,735,886 1,702,462 1325338
e REEREZY]  BHHBRSEEED - @ Certain comparative amounts have been restated according to the current

year presentation.
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1. BRI BEZEFERBE® 1.

MUK B 2 R E R - RS ED R
FRMEERAT

SECTORAL ANALYSIS OF GROSS ADVANCES
TO CUSTOMERS (Cont'd)

The amounts of new impairment allowances charged to the income
statement, and classified or impaired loans written off during the year

are shown below:

2021 2020
WIS E WEH R E
DER b2y e
boigrd WEER #ie EER
WEEMRE Classified or JBIEXEME  Classified or
New impaired New impaired
impairment loans impairment loans
allowances  written off allowances written off
BET T BET T PR T PR TIT
HK$'000 HK$°000 HK$'000 HK$'000
EBEBERZER Loans for use in Hong Kong
TrEEms Industrial, commercial and financial
- MEER — Property development 221,116 - 60,511 =
- MERE — Property investment 9,702 - 36,156 640
B - Financial concerns 29,446 - 28,732 -
- RELH — Stockbrokers 15 - 40 =
-MERTEE — Wholesale and retail trade 49,603 - 122,773 =
- BUEE — Manufacturing 20,588 751 126,100 1,179
- B B R R — Transport and transport
equipment 13,931 - 8,458 -
- REVEED — Recreational activities 2,616 - = =
- BB — Information technology 6,157 - 5,462 =
- B — Others 47,160 520 26,989 -
fEA Individuals
-BEEREAHES — Loans for the purchase of flats
FLAKBEL2EER in Home Ownership Scheme,
AEIREEEERE Private Sector Participation
FFEEFZER Scheme and Tenants Purchase
Scheme 19 - 54 -
- BEAEMEEYE — Loans for purchase of other
ZER residential properties 1,747 - 5,484 =
- ERRERK — Credit card advances 445 - 21 =
- Efth — Others 17,088 1,854 18,838 211
EEBERZ B8 Total loans for use in Hong Kong 419,633 3,125 439,618 2,030
BEo5rE Trade finance 27,021 10,293 154,780 -
EBBUIMER Z B Loans for use outside Hong Kong 2,120,930 664,641 1,090,457 1,137,495
BEERERE Gross advances to customers 2,567,584 678,059 1,684,855 1,139,525
@ RESAFEEY - FOLRESEEEHT * Certain comparative amounts have been restated according to the current
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2. NRBMBELRRFBEESH
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2. LIQUIDITY COVERAGE RATIO AND NET

2 STABLE FUNDING RATIO
221 EEEHEEE
2021 quarter ended
12A31H 9H30H 6 A30H 3A31H
31 December 30 September 30 June 31 March
REMEBEZLLRNFHE  Average value of liquidity
coverage ratio 153.44% 144.97% 151.97% 164.15%
20200 FFEHEHEE
2020 quarter ended
12H31H 9H30H 6 H30H 3H31H
31 December 30 September 30 June 31 March
MEEBELLERMFIIE  Average value of liquidity
coverage ratio 149.77% 162.49% 150.00% 151.34%

MEBMBEEL RN FHERERNZZENEEIIER
REFNRBEBELRNEMFIRREGRRI M
Az 28 BIRRINANGEIDERIERAE -

The average value of liquidity coverage ratio is calculated based on

the arithmetic mean of the liquidity coverage ratio as at the end of
each working day in the quarter and the calculation methodology and

instructions set out in the HKMA return of liquidity position.

2021 2020
FREEGLE Net stable funding ratio
FRFREESLLE Quarter end value of net stable funding ratio
- F—=FF — First quarter 117.19% 118.55%
—FE-FF — Second quarter 116.92% 120.00%
- F=FF — Third quarter 113.75% 117.31%
— EFNEE — Fourth quarter 117.15% 117.92%

BFERNFREESLETZENERREESMA ML
SERWMRIANEEITNERIERE -

ROEEE LR OFBEE S LRI A LR
¥ WRECRTE ORI RADAARTRESEB
fre 2 B A AR -

Quarter end value of net stable funding ratio is calculated based on the
calculation methodology and instructions set out in the HKMA return of

stable funding position.

The liquidity coverage ratio and net stable funding ratio are computed
on the consolidated basis which comprises the positions of the Bank
and the subsidiaries specified by the HKMA in accordance with the

Banking (Liquidity) Rules.
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3. FRITHRMBEREAE
HIERTZZHTF A BERRAE 2 2T 2R
BRNNEB & E RHRROERE T 2 HER
PR ERREBIER DM - tMRER RARITREK
FRITEBZMB AR 2 R REBALE -

3.  NON-BANK MAINLAND EXPOSURES

The analysis of non-bank Mainland exposures is based on the categories
of non-bank counterparties and the types 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 subsidiaries.

2021
BEEEE BEEEE
2ER RAK RIMA
H&IEH BB AENE BB AENE
Items in On-balance Off-balance AR KAIE
the HKMA sheet sheet Total
return exposure exposure exposure
BET T BET T BET T
HK$'000 HK$°000 HK$°000
AR « FRRBUSHE B RIS ©  Central government, central
HWB AT RAEERE government-owned entities
and their subsidiaries
and joint ventures 1 76,862,236 5,207,415 82,069,651
BT~ #5 BN A RU#RE  Local governments, local
HfB AR RAEDRE government-owned entities
and their subsidiaries
and joint ventures 2 37,818,306 9,693,012 47,511,318
PEIEERANERSIEMEREA PRC nationals residing in
AR - EWEAH Mainland or other entities
MEERHE incorporated in Mainland 3 92,524,855 36,275,622 128,800,477
and their subsidiaries
and joint ventures
NEIEE LM E—IBHRRIATA  Other entities of central
B HL B government not reported
in item 1 above 4 5,554,592 1,334,238 6,888,830
NEIEE Ll ZIBH S IRFA Other entities of local
B HL B governments not reported
in item 2 above 5 400,068 - 400,068
R ISR IR HNE R T35 e PRC nationals residing outside
RIS - ERRNBEANGEER Mainland or entities
incorporated outside
Mainland where the credit
is granted for use in Mainland 6 24,351,557 1,606,667 25,958,224
Bt 22 5 61 3 T B P i Other counterparties where the
AR A FESRT T B A Hh R\ e 7 & exposures are considered to be
non-bank Mainland exposures 7 5,444,648 526,028 5,970,676
@t Total 8 242,956,262 54,642,982 297,599,244
MR EESBNEELERE Total assets after provision 9 546,933,922
BEBERANME AL On-balance sheet exposures
HEEEAERDL as percentage of total assets 10 44.42%

e
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3. FESRAITHIRMEBEARE (@) 3. NON-BANK MAINLAND EXPOSURES (Cont'd)
2020
BEBE BEBE
F=AK] TN
[ e 7 A [ e 7 A
On-balance  Off-balance 4R RAIE
sheet sheet Total
exposure exposure exposure
BT BT BT
HK$'000 HK$'000 HK$'000
FRRET « FRREEFFE AR «  Central government, central
HEBRARRAEERE government-owned entities
and their subsidiaries
and joint ventures 71,507,159 4,859,009 76,366,168
BT © #5 BNRF A BV © Local governments, local
HWBARRAELE government-owned entities
and their subsidiaries
and joint ventures 30,462,692 6,444,682 36,907,374
FEERANERSIEMEREA PRC nationals residing in
AR - BB AR Mainland or other entities
REBERZE incorporated in Mainland
and their subsidiaries
and joint ventures 88,638,803 23,597,802 112,236,605
TEIEE L —TBRRIATA  Other entities of central
B E A e government not reported
in item 1 above 3,199,293 230,593 3,429,886
TEFEE LS —IBM S TR Other entities of local
O H MRS governments not reported
in item 2 above 764,218 - 764,218
A EIEEIRHNE Rt 3R S e PRC nationals residing outside
RIS - ERRNBEANGEER Mainland or entities
incorporated outside
Mainland where the credit
is granted for use in Mainland 26,675,971 1,280,597 27,956,568
E At 22 55 B R i Other counterparties where the
AR A FEERTTHY A R B o exposures are considered to be
non-bank Mainland exposures 5,994,587 449,258 6,443,845
@t Total 227,242,723 36,861,941 264,104,664
MR EESBNEELERE Total assets after provision 517,103,055
B E A ERA R R AE On-balance sheet exposures
HEELEE L as percentage of total assets 43.95%
& RESAFRY - FHLREEEES © * Certain comparative amounts have been restated according to the current

year presentation.
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AEBEBNETERNERBREEEERRE - FIXR

B mizRk - REESRER - H’Eﬂ %~ 5ER
B RERARER - FRER - REER - 25rE
SMRERRE - AEENEKRER B ZRERSKRE
BEENRE - BRRRIEEE ﬁE’PKﬁZW

AREERE

Kﬁﬁﬁ% SHAKENBERREEARKREMT
WABEEVRINRAREEXL  sTERREREAR

B M B AR R e b B TR ORAE o

REEAEERBRERAR EF2 TREARERZE
Bg YABYIIFNTEREEKE  AREELE
Er s EERRES %%ﬁt%@?ﬂﬂ BREEBER - 5
Hh BRREEZR B REEBRUEZEE BE
& BB %&ﬁéﬁﬁ&# TEIZEZ&EEE@&E%A
BEREER U EEERETERETE-

BETRNREEHLEELZESAEARREBEAR
WAEZEEER wﬁl\ REETHNZEEEELZE
LB REEFSITUNRREERE &
B HIRT MO BT ke B IR S B ARy

5 ﬁ*iﬂiﬁu’éaﬁﬂ Al 2 A -

BB

ﬁ&? HlEERE - mEREE - RIERRE - F2R
% P&f?i&/\%ﬁﬂ CFERR - REBESRER - K
ERERR - REER - 8 <FRE kAR R E kR A B 2R
fr SREEENRRRRRE  HEEREERR -

EzE B ERER EERRMEEEEEE RA R
B NRERASBERIEZSERERE - 27 MR
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4. RISK MANAGEMENT

The Overview

The principal types of risk inherent in the Group’s businesses are
credit risk, interest rate risk, market risk, liquidity risk, operational risk,
reputation risk, legal and compliance risk, strategic risk, technology risk,
conduct risk and climate risk. The Group’s risk management objective
is to enhance shareholder value by maintaining risk exposures within
acceptable levels.

Risk Management Structure

The Bank’s Board of Directors (the “Board”) holds the ultimate
responsibility for the Group’s overall risk management. It establishes a
sound risk culture and determines the risk management strategies and
the risk management structure.

To achieve the Group’s goals in risk management, the Board sets up the
Risk Management Committee, which comprises of Independent Non-
executive Directors, to oversee the Group’s various types of risks, review
and approve the high-level risk management policies. Also, Credit
Approval Committee is set up under the Risk Management Committee
to review or approve credit applications and credit management related
matters exceeding the Chief Executive’s authority or as required by the
policy and monitoring the credit activities of the Group.

Credit Approval Specialized Committee set up by the Chief Executive
is responsible for approving credit business within the authorisation,
Also, according to the risk management strategies established by
the Board, risk management policies and controls are devised and
reviewed regularly by relevant departments and respective management
committees set up by the Chief Executive.

The risk management units develop policies and procedures for
identifying, measuring, evaluating, monitoring, reporting and
controlling credit risk, market risk, operational risk, reputation risk,
legal and compliance risk, interest rate risk, liquidity risk, strategic risk,
technology risk, conduct risk and climate risk; set appropriate risk limits;
and continually monitor risks.

The Audit Department conducts independent reviews on the adequacy
and effectiveness of risk management policies and controls to ensure
that the Group is operating according to the established policies,
procedures and limits.
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4, RBEEREw@W

EE SR ()

BN HTERERERNER - ARERREE
BN R FEZEBRE M RBREIEEN N RRREE
BEARREEEEGER BRNEEARLZESS
B ZMEZEeNAESFE TRNESEEE -
2 EEEMARITESRI -

() FEEBREE
EERREEFBRNPEHRRMZEIA -

(i) FEELEBEEE
RBETRREEF BN BEREMELIA -

Gii) HEEEEE
MSEREEFBRNPERRMEI4A -

(iv) FIEm@pEEE
MK BT BN M SRR M4 A o

() BRIFEREE

RIERRZHER TEHARENATIEZF - AR X
B ARSMNERE M ATERIBR R - 1R 1ER R SR
REBRENSERES - EREEASRIEIDIE
HERE o

4. RISK MANAGEMENT (Contd)

Risk Management Structure (Cont'd)

Independence is crucial to effective risk management. To ensure the
independence of risk management units and Audit Department, risk
management units and Chief Risk Officer report directly to the Risk
Management Committee and the Audit Department reports directly
to the Audit Committee respectively. Both committees are specialised
committees set up by the Board and all members are directors of the
Bank.

(i) Credit risk management

Details of credit risk management are set out in Note 4 to the Financial
Statements.

(i)  Liquidity risk management
Details of liquidity risk management are set out in Note 4 to the
Financial Statements.

(iii)  Market risk management

Details of market risk management are set out in Note 4 to the Financial
Statements.

(iv) Interest rate risk management

Details of interest rate risk management are set out in Note 4 to the
Financial Statements.

(v) Operational risk management

Operational risk is the risk of loss resulting from inadequate or failed
internal processes, people and system, or from external events. The risk
is inherent in every aspect of business operations and confronted by the
Group in its day-to-day operational activities.
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4. RISK MANAGEMENT (Cont'd)
Risk Management Structure (Cont'd)
(v) Operational risk management (Contd)

The Group has implemented the “Three Lines of Defence” for its
operational risk management. All departments or functional units as the
first line of defence are the first parties responsible for operational risk
management, and carry out the duties and functions of self-risk control
in the process of business operation through self-assessment and self-
enhancement. The Operational Risk, Legal and Compliance Division
together with certain specialist functional units in relation to operational
risk management within the Group, including the Human Resources
Department, Technology Risk Management Division, Administration
Division, Finance Department (collectively known as “specialist
functional units”), are the second line of defence. They are responsible
for assessing and monitoring the operational risk conditions in the first
line of defence, and providing them with guidance. Specialist functional
units are required to carry out their managerial duties of the second
line of defence with respect to some specific aspects of operational
risk and its related issues. Besides taking charge of operational risk
management in their own units, these units are also required to provide
other units with professional advice/training in respect of certain
operational risk categories and to lead the Group-wide operational
risk management. Audit Department is the third line of defence which
provides independent assessment to the effectiveness and adequacy of
the operational risk management framework and is required to conduct
periodic audit of the operational risk management activities of various
departments or functional units within the Group regarding their
compliance and effectiveness and to put forward recommendations for
remedial actions.

The Group adheres to the fundamental principle of proper segregation
of duties and authorisation. The Group adopts various operational risk
management tools or methodologies such as key risk indicators, self-
assessment, operational risk events reporting and review to identify,
assess, monitor and control the risks inherent in business activities and
products, as well as purchase of insurance to mitigate unforeseeable
operational risks.

Business continuity plans are established to support business operations
in the event of an emergency or disaster. Adequate backup facilities are
maintained and periodic drills are conducted.



REEZZ M E R

Unaudited Supplementary Financial Information

4. EREREE

A SIS ()

i) EEmEBEE
TEEREEEAEEESELARNEERE (R
HRETER) TH3BEFERE)  RASSH
NHW AL EES - EEERBERNLICER K
E5EIEEL - SREEEZ -

=1l

o

AREERER - AEEGFLEREERREERR
R HBRNBNREEERREMFEEFAKERE
WEF BRI MNERDE - ENEERREERHASRE
MRS ARYEAEBEEXBAIRIE R KRS KRS
T AKERY BT A RHEEY - SEEER
BRMETE - UFHESE 2R 8 AN EBER
BEXE BRUAKEEENEREEE -

BEAN  AERERRT e E R ER N SRR E AN
EERBREN  UERER  FHOREEFEERRE
HHBERETE - KRETEDREA MBS KR
MEBEERENS - ARIARE LML ARE
ERIFARER -

(vii) EEREHREBEE
FRERBRERATARNITEA - SRFARHFIRM AJRE
EARBEEXFBMALT R R BT ENR
B - aRARIERRFETHEEMEIIRRL - @
AL E AR EAATEAEREERBHIE - 513
PR AREBRRNAR  ER KA RERGBIRIE
R AR ER - TR ARESFHHRRERR A
FERIE - ZREMARRBREEHRERE A RDEE
RENEKE D  HEFEBTHEREEZEEE
#t o

4. RISK MANAGEMENT (Cont'd)
Risk Management Structure (Cont'd)
(vi)  Reputation risk management

Reputation risk is the risk that negative publicity about the Group’s
business practices, whether genuine or not, will cause a potential
decline in the customer base, or lead to costly litigation or revenue
decrease. Reputation risk is inherent in other types of risk and every
aspect of business operation and covers a wide spectrum of issues.

In order to mitigate reputation risk, the Group has formulated and duly
followed its Reputation Risk Management Policy. The policy aims to
identify and prevent reputation risk proactively at an early stage when
an incident occurs. Since reputation risk is often caused by various
types of operational and strategic issues that negatively impact the trust
and perception of the Group, all operational and key risks identified
are assessed through the established Key Control Self-Assessment
framework, including risk assessment tools, to evaluate the severity of
their impact on the Group, including the damage to reputation.

In addition, the Group has put in place a comprehensive framework to
continuously monitor reputation risk incidents in the financial industry.
This continuous monitoring enables the Group to effectively manage,
control and mitigate any potential adverse impact from an incident. The
Group also adopts robust disclosure practices to keep our stakeholders
informed at all times, which helps build confidence in the Group and
establish a strong public image.

(vii) Legal and compliance risk management

Legal risk is the risk that unenforceable contracts, lawsuits or adverse
judgments may disrupt or otherwise negatively affect the operations
or financial conditions of the Group. Compliance risk is the risk of
legal or regulatory sanctions, financial losses or losses in reputation the
Group may suffer as a result of its failure to comply with all applicable
laws and regulations. Legal and compliance risks are managed by the
Operational Risk, Legal and Compliance Division. All legal matters are
handled by the Operational Risk, Legal and Compliance Division. As
part of the Group’s corporate governance framework, the policy for
the management of legal and compliance risk is approved by the Risk
Management Committee as delegated by the Board.
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4. RISK MANAGEMENT (Cont'd)
Risk Management Structure (Cont'd)
(viii) Strategic risk management

Strategic risk generally refers to the risks that may cause negative
impacts on the earnings, capital, reputation and market position
of the Group due to the improper process of strategy formulation,
implementation and adjustment when the Group implements various
strategies, including macro strategies and policies, and formulates
various specific plans, programs and systems for the implementation of
strategies and policies. The Board reviews and approves the strategic
risk management policy. Key strategic issues have to be fully evaluated
and properly endorsed by the Senior Management and the Board.

(ix) Technology risk management

Technology risk refers to the risk of direct or indirect losses to the
Group caused by improper or inaccurate controls over Information
Technology (IT), which encompasses automated means of originating,
processing, storing and transferring information, and covers recording
devices, communication networks, computer systems (including
hardware and software components and data) and other electronic
devices. Information technology risks are managed by the Technical Risk
Management Division. As part of the Group’s corporate governance
framework, the policy of technology risk management is approved by
the Risk Management Committee as delegated by the Board.

(x) Conduct risk management

Conduct risk refers to the risk of customer complaints or losses,
warnings or penalty issued by regulatory bodies to the Group caused
by staff non-compliance, improper selling of financial products,
violation of integrity principles or corporate values, violation of
code and other conduct issues. Conduct risk is managed by Human
Resources Department and quarterly reported to the Nomination and
Remuneration Committee as delegated by the Board.

The Group regularly reviews its business strategies to cope with the
latest market situation and developments.

(xi) Climate risk

Climate risks refer to the risks posed by climate change, such as
damage caused by extreme weather events or a decline in asset value
in carbon-intensive sectors. They are broadly classified into physical risk
and transition risk.
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5. BUSINESS REVIEW

Major economies have experienced various waves of COVID variants
over 2021 and corresponding lockdown measures significantly lowered
down labor mobility and industrial productivities, hence disrupting the
supply chain and pushing up inflation worldwide, which continuously
dragged global economy’s recovery pace.

Under such circumstances, the Group has been sailing in the headwind
from gloomy macroeconomic environment and banking industry.
Regarding Mainland China market, the economy has experienced
structural changes, especially in real estate, throughout the year. These
policies have caused a short-term suppression on consumption and
investment growth. China-US tensions have brought uncertainty to
export growth. Regarding Hong Kong SAR market, certain industries,
such as food & beverage, accommodation services, retail, and
tourism, have been heavily hit by tightening prevention measures.
Border reopening between Hong Kong and Mainland China has been
suspended, which affected regular cross-border travel and business
communication, leaving more conservative investment appetite.
Regarding financial market, global interest rates remained relatively low
throughout 2021. Net interest margin (NIM) has dropped significantly
over the year. Banking industry as a whole is facing challenges over
profitability and asset quality.

Encountered above mentioned unfavourable situation, the Group has
paid close attention to market volatility and further enhanced risk
management, and actively expanded customer base and enhanced
synergy with Cinda Group. Core deposit and lending grew steadily in
2021, and strategic business growth rapidly.

Financial Review

As at the end of December 2021, total assets of the Group
amounted to HK$536,331 million, increased by 6.06% year-on-year.
Deposits from customers and gross advances to customers achieved
HK$383,781million and HK$295,563 million, respectively up 9.14%
and up 5.66% year-on-year. As at the end of December 2021, the
classified or impaired loan ratio of the Group stood at 1.50%.

As at the end of December 2021, the Group recorded HK$3,750 million
of operating profit. Facing the continuous fall of market interest rate,
the interest spread narrowed, the Group committed to improve the
asset structure.Net interest income of HK$6,325 million is at similar level
compared to last year and non-interest income of HK$2,264 million.
Profit after tax was HK$3,231 million, down 15.31% year-on-year.
Return on average equity was 4.99% while return on average assets
was 0.62%. Net interest margin (NIM) was 1.33%.
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5. BUSINESS REVIEW (cont'd)
Business Review

Personal banking

As at the end of December 2021, net operating income before
impairment allowances in Personal Banking amounted to HK$1,599
million, decreased by 10.44% year-on-year. During the year, with a
client-centric approach, the Group established a new retail business
development model to actively expanded core customer base, and
continuously optimized featured cross-border products. The Group
has successfully strived for becoming one of the first designated banks
for “Cross-boundary Wealth Management Connect Scheme”, actively
facilitating the connection of capital market between Mainland and
Hong Kong to provide convenient cross-boundary wealth management
for customers. Building a cross-boundary financial ecosystem with
a focus on core customer groups, the Group created products such
as Cross Border Salary Remittance (2% % &), The Mainland Property
Refinancing Service( # B it ¥ % @1 & Ak 7% ), The Mainland Talents and
Professionals Personal Loan (i A 4 4 A B 3K &t &), and property
purchasing services for Hong Kong residents in the Greater Bay Area.
NCB Mall has been upgraded. As a result, the bank was the first bank
in Hong Kong to provide cross-boundary RMB remittance services
for Hong Kong residences to purchase residential housing in the
Greater Bay Area. The Group expanded its business scope to insurance
brokerage by establishing NCB Wealth Management Advisor Ltd,
further enriched customer choice.

While facing headwinds from pandemic lockdown and downturns in
capital market, the Group successfully boosted the increase of core
customers by more than 50% year-on-year which is a satisfactory
growth. Recognized by the market and peers on the cross-border
business achievements, the Group was awarded “Excellence in Greater
Bay Area Financial Brand Value” in Mingpao Awards for Excellence in
Finance and Takungpao’s”“Best Cross-boundary Financial Management
Award in Guangdong-Hong Kong-Macao Greater Bay Area”etc.
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5. BUSINESS REVIEW (Cont'd)
Business Review (Cont'd)
Corporate banking

As at the end of December 2021, corporate loans and advances
amounted to HK$232,315 million, up 4.71% year-on-year. During the
year, the loan and deposit spread narrowed as market interest rate
continued to fall, net interest income in Corporate Banking reached
HK$4,425 million, and net operating income before impairment
allowances in Corporate Banking amounted to HK$4,952 million,
down 13.62% year-on-year. During the year, the Group strived to
overcome difficulties, such as the low interest rate environment and
risk accumulation caused by structural changes in particular industries,
to deploy resources to deepen cross-boundary businesses. Focusing
the cross-border needs of corporate customers and enhance the
professional competence in cross-boundary finance, the Group created
featured products such as mainland loans with Hong Kong guarantees,
cross-border direct loan and listed company dividend loans. With the
synergy of Cinda Group and efficiency within the Group, development
of corporate businesses in the Greater Bay Area are expected to
strengthen. Meanwhile, the Group has actively implemented the
strategy of investment and commercial banks through optimizing
customer segmentation collaborating with FinTech companies on
supply chain financing business as a pilot business model. In response
to initiation by the government and social responsibilities, the Group
continued to provide relief measures to clients during the pandemic.
For example, the Group affiliated with the Hong Kong Mortgage
Corporation Limited (HKMCI) SME Financing Guarantee Scheme (SFGS),
which is suitable for 80%, 90% guaranteed products and “100%
Guaranteed Preferential Loans”, and fully supported the HKMA's
Pre-approved Principal Repayment Scheme (PPPHS), which has been
launched for a total of four rounds.
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5. BUSINESS REVIEW (cont'd)
Business Review (Cont'd)
Treasury

As at the end of December 2021, net operating income before
impairment allowances generated by Treasury amounted to HK$1,894
million, increased 96.23% year-on-year. During the year, facing the
worst performance of the Hong Kong stock market in the world, which
dragged down the investment sentiment and the shrinking clients’
demand for investment and wealth management, and other stresses,
the Group proactively made predictions on the market. The dynamic
management of the bond investment portfolio was effective, and the
bond investment income increased steadily. Promoted the diversification
and integration of treasury products, launched foreign exchange option
products on behalf of clients, time deposits pre-settlement forwards,
bond trading in secondary market and other businesses, and improved
the treasury product system. Improved client visits, actively developed
capital market business, and rapidly increased customer stickness by
issuance business, and the foreign exchange transaction volume also
reached a new high. At the same time, the Group vigorously promoted
RMB business, and continued to innovate and optimize products such
as RMB option-linked deposits and RMB-linked investment products,
resulting in significant increases in RMB deposits, exchange transaction
volume and income.

Mainland Business

NCB (China) actively strengthen business development and product
innovation, and accelerates technical enablement and intelligent
operations. NCB (China) practices the concept of “financial services
for the real economy”, and creates a new corporate account opening
process through digital means to effectively improve the efficiency of
corporate account opening. Based on the practical foundation and
specialty advantages of local economic development, NCB (China) has
implemented the letter of guarantee credit enhancement business
for real enterprises, vigorously supported the development of real
industries, and promoted the regionalization of the strategy of inclusive
financing. It was awarded the “Good News of Financial Inclusion”
award by the China Banking Association. Fully taking integration
advantages between inside and outside China, NCB (China) steadily
promoted the development of various businesses, and strengthened the
implementation of full-caliber external debt, bond issuance with standby
letter of credit and other businesses. The market share of remitment
of The Northbound Scheme in Cross-boundary Wealth Management
Connect Scheme ranks at the top among banks in Shenzhen. Moreover,
NCB (China) has set up the sub-branch in Zhuhai, and further leveraged
the synergy with the parent bank in Greater Bay Area.
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5. BUSINESS REVIEW (cont'd)
Business Review (Cont'd)

Risk management

With strengthening risk management and control, the Group proactively
prevented from major market risks, and actively disposed risks
associated to legacy issues. Continuously optimized credit structure,
reduced the exposure over real estate projects. The Group exited large
real estate projects with high risk, and put more efforts on loan review
and collection of projects in default risk, to ensure asset quality.

Fully fulfil compliance requirements, strictly follow regulatory
requirements and the deployment of China Cinda’s Group, the Group
implement requirements including corporate governance, normalized
management and control of related-party transactions, strengthen
authorization management, and improve anti-money laundering
mechanisms, and perform their respective functions in the three lines of
defense to ensure compliance operations; actively improve the level of
compliance management, comprehensively review various compliance
systems of the whole bank; coordinate with the strategic adjustment
of target customers, optimize anti-money laundering policies and
suspicious transaction monitoring capabilities, and continuously
consolidate the foundation for risk management such as compliance
and anti-money laundering.
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5. BUSINESS REVIEW (cont'd)
Business Review (Cont'd)
Outlook

Looking forward to 2022, the spread of new virus variants will
slow down global economic recovery, reflecting a moderate growth
momentum.

For mainland China, the authority has been adopting loose monetary
policies and expansionary fiscal policies. The mainland economy is
expected to experience a relatively slow recovery in the first half of 2022
before recovery speeding up in the second half of the year. On real
estate front, the authority mitigated risks through regulatory policies
guiding the industry to digest internal risks through project mergers
and acquisitions, limiting spillover risks due to regulatory policies and
lowering impact to the economy. Outside mainland China, US Federal
Reserve will end its bond purchase plan around the end of first quarter
and is expected to raise interest rate three times in 2022. Despite facing
pandemic headwinds, the US may accelerate monetary tightening given
that US labour market continue to improve steadily and inflation rate
continue to hover at high level.

The Group will continue to promote strategic transformation, build
a sustainable development model, and strengthen comprehensive
risk management to amid market changes and intensified industry
competition. The Group will continue to grasp development
opportunities brought by further integrating into the Guangdong-
Hong Kong-Macao Greater Bay Area, and will also allocate more of its
resources to establish a professional bank that combines cross-border
and investment and commercial banks. By employing our differentiated,
regional and digital business strategies, the Group will effectively
leverage on the synergy to strengthen our profile as a brand of cross-
border bank.





