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CMB Wing Lung Bank (the “Bank”), founded in 1933, is
among the oldest local Chinese banks in Hong Kong. The
Bank has at all times followed its motto of “Progress with
prudence, service with sincerity” in providing personalised

and sincere service to customers.

Originally established as an indigenous Chinese bank, The
Bank developed and expanded as Hong Kong underwent
a remarkable economic transformation after the War. The
Bank has since established itself as one with contemporary
outlook and comprehensive services, catering to the needs of
the business community and playing a part in the generally

vibrant economy of Hong Kong.

China Merchants Bank successfully took over the Bank in
2008. The Bank has become a member of China Merchants
Bank Group. The Bank changed its named to CMB Wing
Lung Bank in 2018, which marked the tenth anniversary of
acquisition by China Merchants Bank.

China Merchants Bank was incorporated in Shenzhen in
1987 as the first share-holding commercial bank wholly
owned by corporate legal entities in China. After years
of effort, China Merchants Bank, now listed in Shanghai,
China and Hong Kong, has transitioned itself into a leading
national commercial bank with total assets over RMB6,740
billion and operating over 1,800 banking business outlets by
the end of December 2018.

China Merchants Bank and the Bank will further strengthen
the collaboration and foster the establishment of a cross-
border financial service platform so as to offer a wider range

of quality products and services to customers.
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Corporate Information

HEY BOARD OF DIRECTORS
HHE Chairman
HHF TIAN Huiyu, MP4
Rl#EHR Vice-Chairman
ZEk LI Hao, MBA4
E Director
¥ S ZHU Qi, Msc
A XU Shiqing, PhD
B LIU Jun, MBA
Rk ZHANG Cheng, MB4
R PENG Jiawen, BEcon, BCS
AR ZHU Jiangtao, MSc
* JE R *CHOW Kwong Fai Edward, JP, B4, FCA, FCPA, FHKIoD
* B TR *LIU Erh Fei, MB4
* S I *KWOK Lam Kwong Larry, SBS, JP, LLM, FCPA
=SR] *WANG Qixin, MBA
*RIR *CHEUNG Yan Leung Stephen, BBs, JP
* WL BT HEE * Independent Non-executive Director
& Secretary
KA CHU Hon Yee Iva, BA(Hons), MCG, ACIS, ACS
BHERGY Management Committee
¥ S ZHU Qi, Msc
GiaeL XU Shiqing, PrD
B LIU Jun, MBA
Dt 32 FENG Xuefeng, PhD
B ZE G Strategy Committee
HEF (EF) TIAN Huiyu (Chairman), mP4
¥ S ZHU Qi, Msc
LR PENG Jiawen, BEcon, BCS
I AR LIU Erh Fei, MB4
SN KWOK Lam Kwong Latry, SBS, JP, LLM, FCPA
ESEE WANG Qixin, MB4
BB ERERREE Remuneration and Appraisal Committee
FOHREE (EE) KWOK Lam Kwong Larry (Chairman), SBS, JP, LLM, FCPA
ZETE LI Hao, MB4
SR ZHANG Cheng, MB4
ot e CHOW Kwong Fai Edward, JP, B4, FCA, FCPA, FHKIoD
FIEH WANG Qixin, MB4
RAR CHEUNG Yan Leung Stephen, BBS, JP
RUBEZRE Nomination Committee
ORI (EJF) KWOK Lam Kwong Larry (Chairman), SBS, JP, LLM, FCPA
ZETE LI Hao, MB4
PR PENG Jiawen, BEcon, BCS
Jaot CHOW Kwong Fai Edward, JP, B4, FCA, FCP4, FHKIoD
FIEH WANG Qixin, MB4

RIR CHEUNG Yan Leung Stephen, BBS, JP



Annual Report 2018 CMB Wing Lung Bank Limited
TR K BESRAT A PR B — O — /\AF4FEHR

AT EBG
JEENE (F5)
72 3'8
RILTHE
ety
37N
RAR

JE\ B % B &
RIOR (ER/F)
77 3'8
R

JE g
SN
B

fTBAE

PUATE SR AT B
RET

AT e A A R o o A

AR

PuAT Sk AR R B
8y

UHELEE

St 75 A B
SR AH 9

B IR 5 48 B e A R
FiEE

ok fck

RREE

L

GRS

s PR 45 5%
23 4]

T o B B R S
PLE g et

Audit Committee

CHOW Kwong Fai Edward, JP, B4, FCA, FCPA, FHKIoD
PENG Jiawen, BEcon, BCS

ZHU Jiangtao, MSc

LIU Erh Fei, MB4

KWOK Lam Kwong Larry, SBS, JP, LLM, FCPA
CHEUNG Yan Leung Stephen, BBS, JP

Risk Committee

CHEUNG Yan Leung Stephen (Chairman), BBS, JP
PENG Jiawen, BEcon, BCS

ZHU Jiangtao, MSc

CHOW Kwong Fai Edward, JP, B4, FCA, FCPA, FHKIoD
KWOK Lam Kwong Larry, SBS, JP, LLM, FCPA

LIU Erh Fei, MB4

EXECUTIVES

Executive Director & Chief Executive Officer
ZHU Qi, Mse

Executive Director, General Manager & Chief Risk Officer
XU Shiqing, PhD

Executive Director & General Manager
LIU Jun, mMB4

General Manager
FENG Xuefeng, PrD

Chief Financial Officer
CHEUNG Chung Keung, MSc, MBA, FCCA, CPA, FRM

Chief Information Officer & Chief Operating Officer
WANG Zhiqiang, MSc

Assistant General Manager

CHAN Kin Hing, MBA, LL.B. (Hons), ACIS, ACS
SONG Lihua, Msc

HE Xin, MB4

REGISTERED OFFICE

45 Des Voeux Road Central, Hong Kong

AUDITORS

Deloitte Touche Tohmatsu
Certified Public Accountants
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Board of Directors

Mr TIAN Huiyu, mP4

Chairman

Mr Tian has been the Chairman of the Bank since May 2015. He is the
Executive Director, President and Chief Executive Officer of China
Merchants Bank Co., Ltd. (“CMB”). He obtained his bachelor’s degree
in infrastructure finance and credit from Shanghai University of Finance
and Economics and his master’s degree in public administration from
Columbia University. He is a senior economist. He has been the business
executive of retail banking at the head office and general manager of
Beijing Branch of China Construction Bank Corporation (“CCB”) from
March 2011 to May 2013. He served consecutively as deputy general
manager of Shanghai Branch of CCB, head and general manager of
Shenzhen Branch of CCB from December 2006 to March 2011, vice
president of Bank of Shanghai from July 2003 to December 2006
and vice president of Trust Investment Branch of China Cinda Asset
Management Co., Ltd from July 1998 to July 2003. He is currently
also the Chairman of CMB International Capital Holdings Corporation
Limited and CMB International Capital Corporation Limited, the Vice-
Chairman of Merchants Union Consumer Finance Company Limited
and the Chairman of Board of Supervisors of National Association of
Financial Market Institutional Investors.

Mr LI Hao, MB4

Vice-Chairman

Mr Li has been a Director and the Vice-Chairman of the Bank since
October 2008 and July 2015 respectively. He obtained a master’s degree
in Business Administration from the University of Southern California
and is a senior accountant. He joined CMB as Executive Assistant
President of the Head Office in May 1997. He was the General Manager
of the Shanghai Branch of CMB from April 2000 to March 2002. He
has been an Executive Vice President of CMB since December 2001,
and the Chief Financial Officer since March 2007. He has served as an
Executive Director of CMB since June 2007, and the First Executive
Vice President of CMB since May 2013. He obtained a master’s degree
in Business Administration and is a senior accountant. He is also the
Chairman of China Merchants Fund Management Co. Ltd., the vice
chairman of Shenzhen CMB Qianhai Financial Asset Exchange Co. Ltd,
a Director of Merchants Union Consumer Finance Company Limited, the
Vice President of Payment & Clearing Association of China, Director
and Vice President of Asset Management Association of China, and a
Director of National Internet Finance Association of China.
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Mr ZHU Qi, Msc

Executive Director & Chief Executive Officer

Mr Zhu has been the Chief Executive Officer and Executive Director
of the Bank since September 2008 and October 2008 respectively. He
also sits on the board of principal subsidiary companies of the Bank.
He obtained a master’s degree in Statistics from Zhongnan University
of Finance and Economics and is a senior economist. He is a Director
of CMB International Capital Corporation Limited and The Hong Kong
Chinese Enterprises Charitable Foundation Limited. He had been the
Executive Vice President of CMB from December 2008 to January 2019.
He had worked in the Industrial and Commercial Bank of China from
1986 to 2008, and had been the Deputy General Manager and General
Manager of Industrial and Commercial Bank of China, Hong Kong
Branch, the Director, Managing Director and Chief Executive Officer
of Industrial and Commercial Bank of China (Asia) Limited and the
Chairman of Chinese Mercantile Bank.

Dr XU Shiqing, prD

Executive Director, General Manager & Chief Risk Officer, Alternate
Chief Executive Officer

Dr Xu joined the Bank as the General Manager and Chief Risk Officer
in October 2016, and has been the Executive Director of the Bank
and the Director of all principal subsidiary companies of the Bank
since November 2016. He was a doctor of philosophy in Business
Administration of the Southern California University and a senior
economist. He joined CMB in 1993. He held various positions such
as the executive assistant in the General Officer of the Head Office,
Assistant General Manager of International Business Department of
the Head Office, Deputy General Manager of International Business
Department, Deputy General Manager of Offshore Business Department
of the Head Office, Assistant General Manager of Fuzhou Branch,
Deputy General Manager of Planning and Treasury Department of Head
Office, Person-in charge of Custodian Department of the Head Office,
General Manager of Planning and Treasury Department and Custodian
Department of the Head Office, General Manager of Planning and
Treasury Department of the Head Office, General Manager of Strategic
Development Department and Overseas Department of the Head Office,
President & Chief Executive of Hong Kong Branch, the Secretary of the
Board of Directors and one of the joint company secretaries of CMB.
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Mr LIU Jun, mMB4

Executive Director, General Manager, Alternate Chief Executive Officer
Mr Liu joined the Bank as the General Manager and Chief Risk Officer
in January 2013, and has been the Executive Director of the Bank since
April 2013. He is also a Director of all principal subsidiary companies of
the Bank. He ceased to act as Chief Risk Officer in October 2016. Prior
to joining the Bank, he held various senior executive roles including
General Manager of Operations Management Department of the Head
Office, General Manager of Accounting Department of the Head Office
and Vice President of Hong Kong Branch of CMB.

Mr ZHANG Cheng, mB4

Non-executive Director

Mr Zhang has been a Director of the Bank since September 2017. He
graduated and obtained a master’s degree in business administration
from the Renmin University of China. From August 1993 to February
2014, he served as Deputy General Manager and General Manager
of the departments of Shenzhen Branch and Beijing Branch of China
Construction Bank Corporation. In April 2014, he joined CMB and
served as Deputy General Manager and General Manager of Human
Resources Department of the Head Office of CMB.

Mr PENG Jiawen, BEcon, BCS

Non-executive Director

Mr Peng has been a Director of the Bank since July 2018. He graduated
from Zhongnan University of Economics. In September 2001, he
joined CMB and served as Manager and Senior Manager of Planning
& Treasury Department of the Head Office, Assistant General Manager
and Deputy General Manager of Planning & Financial Department of
the Head Office, Deputy General Manager and General Manager of
Retail Integrated Management Department, Deputy General Manager
and Vice President of Retail Finance Headquarters of the Head Office,
Vice President of Retail Finance Headquarters and General Manager
of Retail Credit Department of the Head Office and General Manager
of Zhengzhou Branch of CMB. He has been the General Manager of
Asset Liabilities Management Department and Investment Management
Department of the Head Office of CMB since January 2018.
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Mr ZHU Jiangtao, MSc

Non-executive Director

Mr Zhu has been a Director of the Bank since July 2016. He obtained
a master degree in Economics. He joined CMB in January 2003. He
had served as the General Manager of Qingshanhu Sub-branch of
Nanchang Branch, General Manager of Risk Management Department
of Guangzhou Branch, General Manager of Credit Department of
Guangzhou Branch, Assistant General Manager of Guangzhou Branch,
Deputy General Manager of Guangzhou Branch, General Manager of
Chongqing Branch and General Manager of Credit Risk Management
Department of the Head Office of CMB from January 2003 to
February 2016. He has been the General Manager of Risk Management
Department of the Head Office of CMB since March 2016.

Mr CHOW Kwong Fai Edward, JP. B4, FCA, FCPA, FHKIoD

Independent Non-executive Director

Mr Chow has been a Director of the Bank since June 2014. He is a
fellow and council member of The Institute of Chartered Accountants in
England and Wales, chairman of its Hong Kong Chapter and a former
chairman of its Commercial Board. He is a past president of the Hong
Kong Institute of Certified Public Accountants (HKICPA) and chaired
the HKICPA’s Corporate Governance Committee and Professional
Accountants in Business (PAIB) Committee before elected president.
He had been a Deputy Chairman of The Hong Kong Institute of
Directors from 2001 to 2008 and the Chairman of the PAIB Committee
of the International Federation of Accountants (IFAC) from 2006 to
2008. He is currently a core member of the OECD/World Bank Asian
Corporate Governance Roundtable, a Non-executive director of the
Urban Renewal Authority, a member of Council and of the Court of
The University of Hong Kong, an Independent Non-executive Director
of Melco International Development Limited, Redco Properties Group
Limited and China Aircraft Leasing Group Holdings Limited, an
advisor of the Business and Professionals Federation of Hong Kong,
and was a Standing Committee member and convenor of The Chinese
People’s Political Consultative Conference — Zhejiang Province, and
was a member of the Election Committee of the Hong Kong Special
Administrative Region and an expert advisor of the Accounting
Standards Committee of the Ministry of Finance, the People’s Republic
of China. Prior to entering the commercial sector, he spent 11 years
working for two major accounting firms, Deloitte Haskins & Sells and
Price Waterhouse (as they were then known), respectively in London and
Hong Kong. Mr Chow was appointed a Justice of Peace by the Chief
Executive of the Hong Kong Special Administrative Region in July
2008. Mr Chow was also an awardee of the Directors of the Year Award
2010 in the non-executive director of listed companies (SEHK — Hang
Seng Index Constituents) category, awarded by the Hong Kong Institute
of Directors.
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Mr LIU Erh Fei, mB4

Independent Non-executive Director

Mr Liu has been a Director of the Bank since October 2013. He is a
founding partner and CEO of Asia Investment Fund Management Ltd
as well as a director of Cindat Capital Management Limited. He is
also an independent non-executive director of 21Vianet Group, Inc.,
Huabao Finance (Finance Section of Baosteel), Jiangxi Copper Company
Limited, Qingling Motors Co., Ltd and United Overseas Bank (China)
Limited. From 1999 to 2012, he worked at Merrill Lynch (later Bank of
America Merrill Lynch) in various capacities including Chairman of the
China Region, Chairman of Investment Banking for Asia and Head of
Private Equity for Greater China. In 2006, he received the Investment
Banker of the Year in Asia award from “Banker” magazine. From 1987
to 1999, he worked in a number of investment and commercial banks
including Goldman Sachs, Morgan Stanley, Smith Barney and Credit
Agricole Indosuez. He graduated from Harvard Business School in
1987 with a master degree in Business Administration, from Brandeis
University with a bachelor of arts degree in Economics in 1984 and
from Beijing Foreign Languages University with a diploma in English in
1981.

Mr KWOK Lam Kwong Larry, S8S, /P

Independent Non-executive Director

Mr Kwok has been a Director of the Bank since May 2015. He is
currently a partner of Kwok Yih & Chan. He graduated from the
University of Sydney, Australia with double bachelor’s degrees in
accounting/economics and laws respectively as well as a master’s degree
in laws. He also obtained the Advanced Management Program diploma
from the Harvard Business School. He is qualified to practise as a
solicitor in Hong Kong, Australia, England and Wales and Singapore.
He is also qualified as a Chartered Accountant in England and Wales
and a CPA in Hong Kong and Australia. He has served regularly on
Government boards and committees. He is currently a member of the
Committee on Real Estate Investment Trusts of the Securities and
Futures Commission and the Hospital Government Committee of the
Prince of Wales Hospital. Previously, he was the Chairman of the
Transport Advisory Committee, Chairman of the Independent Police
Complaints Council, Vice-Chairman of the Consumer Council, Convenor
of the Disciplinary Appeals Committee of the Hong Kong Stock
Exchange and Chairman of the Traffic Accident Victims Assistance
Advisory Committee.
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Mr WANG Qixin, MB4

Independent Non-executive Director

He has been a Director of the Bank since January 2017. He obtained a
master’s degree in Business Administration from National University
of Singapore. He had worked in China Construction Bank Corporation
from August 1983 to April 2015 and served as the Secretary of Duty
Room of Head Office, Deputy Head and Head of International Business
Department of Head Office, Deputy Chief Representative of Tokyo
Representative Office, Chief Representative of Singapore Representative
Office, Deputy General Manager of Singapore Branch, Deputy General
Manager of International Business Department of Head Office, Chief
Representative of Sydney Representative Office and General Manager of
Sydney Branch of China Construction Bank Corporation. He had been
the Non-executive Director of China Construction Bank (New Zealand)
Limited from November 2014 to August 2016.

Professor CHEUNG Yan Leung Stephen, BBs, JP

Independent Non-executive Director

Professor Cheung has been a Director of the Bank since September 2017.
He is President of The Education University of Hong Kong (“EdUHK”),
holding the concurrent title of Chair Professor of Public Policy. Prior to
joining the EQUHK, he was Dean and Chair Professor of Finance, School
of Business at the Hong Kong Baptist University. He also holds Advisory
and Adjunct Professorships at Fudan University and Shanghai Jiao
Tong University respectively. He is highly active in academic research,
focusing on corporate governance, corporate social responsibility and
financial market development, and publishes widely in international
refereed journals. He has actively participated in a wide range of
community services. He is Chairman of the Supervisory Committee of
the Asian Bond Fund (ABF) Hong Kong Bond Index Fund of the Hong
Kong Monetary Authority and the Transport Advisory Committee, and
Member of the 13th Chinese People’s Political Consultative Conference.
He is also an Independent Non-executive Director of the Changsheng
Fund Management Co. Ltd. In past years, He held a number of other
public offices. He was the Chairman of the Social Innovation and
Entrepreneurship Development Fund Task Force, the Hong Kong
Committee for Pacific Economic Cooperation, the Consultation Panel
of the West Kowloon Cultural District Authority and the Nursing and
Midwifery Sub-Group of the Steering Committee on Strategic Review
on Healthcare Manpower Planning and Professional Development. He
also served as a member on the Exchange Fund Advisory Committee of
the Hong Kong Monetary Authority and the Commission on Poverty as
well as Part-time Member of the Central Policy Unit. He was awarded
the Bronze Bauhinia Star in 2009 and was appointed as Justice of the
Peace in 2007 by the HKSAR Government. He was also bestowed the
Distinction of “Officier dans 1’Ordre des Palmes Academiques” by the
French Government in 2017.
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Executives

FENG Xuefeng, PiD

General Manager & Alternate Chief Executive Officer

Dr Feng joined the Bank as the General Manager in December 2017. He
obtained a doctorate degree in Finance from Nan Kai University and is
a senior economist. He joined CMB in 1997 and served as the General
Manager of Credit Business Department and International Business
Department of Xian Branch, Deputy Director of Document Center of
International Business Department of the Head Office, General Manager
of International Business Department of Shenzhen Branch, General
Manager of Shekou Sub-branch of Shenzhen Branch, Qianhai Branch
preparation Chief Team Leader of Shenzhen Branch, Deputy General
Manager and Assistant General Manager of Hong Kong Branch of CMB.

Mr CHEUNG Chung Keung, MSc, MBA, FCCA, CPA, FRM

Chief Financial Officer

Mr Cheung joined the Bank in 1991 and was appointed as an Assistant
General Manager in 2007. He is a Certified Public Accountant. He
has been the Chief Financial Officer since 2010. He is also a member
of the board of Sea Wing Investments Limited and CMB Wing Lung
(Nominees) Limited.

Mr WANG Zhiqiang, MSc

Chief Information Officer and Chief Operating Officer

Mr Wang joined the Bank in 2009 as an Assistant General Manager. He
was appointed as the Chief Information Officer in 2010. He has been the
Chief Information Officer and Chief Operating Officer since 2015. He is
also a member of the board of Hongnet Limited.

Ms CHAN Kin Hing, MBA4, LL.B. (Hons), ACIS, ACS

Assistant General Manager

Ms Chan joined the Bank in 1981 and has been appointed as an Assistant
General Manager since 2010. She is primarily responsible for the Bank’s
credit risk management affairs and loan asset portfolio monitoring.

Ms SONG Lihua, msc

Assistant General Manager

Ms Song joined the Bank as an Assistant General Manager in 2011. She
is primarily responsible for the Bank’s financial institutions business,
cash management business, corporate communications and strategic
development & overseas business management.

Mr HE Xin, MBA

Assistant General Manager

Mr He joined the Bank in 2014 and has been an Assistant General
Manager since 2016. He is primarily responsible for the Bank’s corporate
banking and global financing businesses. He is also a member of the
board of CMB Wing Lung Capital Limited and CMB Wing Lung Equity
Investment Management (Shenzhen) Limited.
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Chairman’s Statement

T HFR
TIAN Huiyu Chairman

2018 marked the 10th Anniversary of acquisition of the Bank by China
Merchants Bank (“CMB”). The Bank changed its name to CMB Wing
Lung Bank so as to unify its brand identity with CMB, thus fostering
the integration of market brand with CMB and strengthening the brand
identity as a wholly-owned subsidiary of CMB. Upon renaming as CMB
Wing Lung Bank, the Bank has embarked on a new journey together
with its customers to achieve new milestone.

In the past year, CMB Wing Lung Bank fulfilled the requirements of
regulatory authorities and the Board of Directors, overcame numerous
adverse factors, steadily advanced the collaboration with CMB, enhanced
key competencies and accelerated the pace of reform.

During the year, the Bank maintained an excellent development trend.
Firstly, the Bank’s business scale expanded steadily. At the end
of 2018, the total assets amounted to HK$314.5 billion, representing
an increase of 5.3% as compared with that at the end of 2017. Total
advances to customers, including trade bills, increased by 4.0% to
HKS$162.5 billion as compared with that at the end of 2017. Total
deposits from customers increased by 4.9% to HK$221.3 billion
as compared with that at the end of 2017. Secondly, the Bank’s
profitability maintained steady. During the year, the Bank achieved
a consolidated profit attributable to shareholders of HK$3,219 million.
Net interest income was HK$4,765 million, representing an increase
of 31.0% as compared with that of 2017. The net interest margin for
the year was 1.74%, up by 34 basis points as compared with that for
the year of 2017. Return on average assets and return on average
equity (excluding additional equity instruments) were 1.05% and
9.39% respectively. Thirdly, the Bank’s risk resistance capability
strengthened continuously. The non-performing loan ratio, including
trade bills, was 0.52%, reflecting a sound asset quality. As at the year
end of 2018, total capital ratio, tier 1 capital ratio and common equity
tier 1 capital ratio were 18.0%, 14.8% and 12.7% respectively, all above
statutory requirements.
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In 2018, the Board of Directors properly performed its duties, further
enhanced its decision making capability. The Board achieved remarkable
results in corporate governance, collaboration with CMB, business
innovation, enhancing management capability and promoting corporate
culture.

To optimise procedures and policy as well as strengthen corporate
governance, the Board revised the Article of Association, the procedural
rules for the Board of Directors and the terms of reference of the
specialised committees. The Procedures for Appointment, Election
and Removal of Directors was established. Non-executive director and
members of specialised committees were appointed. The Board deployed
comprehensive management teams in major business lines. Moreover,
the Board further promoted the optimisation of the internal structure and
reporting line of the Bank by the management.

To adhere to customer-centric, the Board fostered collaboration with
CMB. The Board continued to strengthen business referral, cross-selling
and resources sharing between CMB and the Bank, so as to capitalise on
the advantages of cross-border coordination. The Bank also unified its
brand identity with CMB so as to enhance brand image and strengthen
market competitiveness.

To cater for the needs of customer, the Board accelerated
business innovation. The Board grasped the opportunities arising
from the increase in demand for cross-border financial service and
comprehensively enhanced its cross-border financial service capability.
The Board also further diversified and optimised the cross-border
corporate financial products system including cross-border settlement,
crossborder financing, asset management and structural wealth
management. Great emphasis was placed on building a cross-border
financial service platform for small and medium banks. To meet the
wealth protection and inheritance needs of high-end customers in Hong
Kong and the Mainland, the Board emphasized providing tailored wealth
management solutions and exclusive value-added services to high-net-
worth customers so as to enable them to achieve “Prosperity Across
Generations”, by leveraging on globalised vision and local knowledge.
To align with CMB’s leading position in mobile financial services in
the Mainland and the development of FinTech, the Board focused on
customer experience and fostered the upgrading of the mobile application
“CMBWLB Wintech”, providing quality, convenience and efficient
banking services to customers.

To improve systems as well as enhance management capability, the
Board devoted much effort to improve its various risk management
measures and system comprehensively, and continued to put forward
the consolidated reporting management and joint implementation of the
new capital accord requirements with CMB. Great emphasis was placed
on strengthened the core capabilities of IT system, channel building,
performance appraisal system and customer service. The Bank was
committed to build a proactive, harmonious and progressive culture.
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To develop cultural spirit and promote corporate culture, the Board
established “Solidarity, professionalism, progressivism, meticulosity”
and “Progress with prudence, service with sincerity” as the corporate
culture. The Board set up a specialised working group which was
responsible for the arrangement of the risk and cultural reforms,
communication of risk compliance culture messages to all staff and
promotion of the spirit of corporate culture.

The above achievements and progress of work were attributable to
the dedicated service of all our staff, the guidance of the regulatory
authorities and the valuable support from CMB, our customers, fellow
bankers as well as all walks of life. On behalf of the Bank, I would like
to express my sincere gratitude to all of our friends for their dedication
and continued support.

In 2019, the global economy was complicated and filled with
uncertainties. China-US Trade conflicts will affect the growth of global
trade. Monetary tightening in certain advanced economies will lead to
more volatility in global financial market. With the introduction of the
trade measures, coupled with the waning of fiscal stimulus, US economic
growth is expected to decelerate. Brexit and Italy’s fiscal situation may
adversely affect the eurozone economy. The Chinese economy will see
changes amid overall stability and concerns over changes with increased
downward pressure. The Central Government will adhere to the general
working guideline of seeking progress while maintaining stability and
further advance supply-side structural reform. In the light of uncertain
external environment, the operating environment will be challenging
for the Bank. However, the persistent financial reform in China, the
acceleration in the shift of driver of economic growth, the continuous
optimisation of the economic structure as well as the growth in demand
for cross-border financial services will bring new opportunities to CMB
and the Bank for further business development and collaboration.

Under the new situation, the Bank will continue to strengthen its
collaboration with CMB, enhance synergy effects and build an integrated
cross-border financial service platform. Meanwhile, the Bank will strive
to put forward business transformation, foster strategic reform, enhance
overall management and operational efficiency as well as strengthen core
competencies. Moreover, the Bank will offer quality services and achieve
better results to reward the community for their valuable support.

We sincerely look forward to the continuous support from the public in
the years ahead.

TIAN Huiyu
Chairman

21 March 2019
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Chief Executive Officer

In 2018, Hong Kong economy attained above-trend growth in 2018,
with real Gross Domestic Product increased by 3%. In view of the
slackened growth of the global economy and China-US trade conflicts,
Hong Kong’s total export of goods recorded decelerated growth in
the fourth quarter and moderate growth in 2018 as a whole. Domestic
demand stayed broadly resilient. Increase in labour earnings boosted
private consumption expenditure to grow notably for the year as a
whole. However, the growth momentum of private consumption slowed
gradually during the year given asset market corrections. The labour
market remained in a state of full employment and tightened further,
marked by sustained growth in wages and earnings. With the expectation
of US interest rate hikes and the trade conflicts, the local stock market
saw significant adjustment. The residential property market was buoyant
in the first half of 2018, but underwent consolidation in the second half.
The inflation rate rose slightly given continuous economic growth.

Externally, the growth momentum of the global economy remained
strong in the first half of the year, but weakened in the second half of
the year. Thanks to the expansionary fiscal policy, the US economy
recorded significant growth. The US Federal Reserve hiked interest rate
four times and scaled back its balance sheet as scheduled during the
year. Economic growth in euro area slowed amid global trade frictions
coupled with political and economic issues. Emerging market economies
continued to grow remarkably, but most of their growth pace slowed
in the latter part of the year. Most of the Asian economies recorded
steady growth, but their growth momentum eased in the second half of
the year given increasing external economic pressures. The Mainland
sustained economic operation within an appropriate range, adopted new
development philosophy, fostered the supply-side structural reform.
The Mainland economy grew by 6.6%, achieving the general stable
momentum by pursing progress while ensuring stability. Hong Kong,
being an open economy, is inevitably affected by the external factors.
The operating environment was challenging for the banking sector.
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2018 marked the 10th Anniversary of acquisition of the Bank by China
Merchants Bank (“CMB”). The Bank realized synergy effects through
changing its name to CMB Wing Lung Bank, further collaboration
with CMB, actively promoting cross-border coordinated business
and enhancing key competencies. Consequently, the Bank achieved
remarkable results and established a solid foundation for building a
cross-border financial service platform.

Financial Review

For the year ended 31 December 2018, the profit attributable to the
shareholders of the Bank and its subsidiaries (the “Group”) was
HK$3,219 million, representing a decrease of 16.6% as compared with
that of 2017, which was mainly attributable to the increase in impairment
loss and decrease in net non-interest income. Return on average assets
and return on average equity were 1.05% and 9.39% respectively.

In 2018, the Group recorded a net interest income of HK$4,765 million,
representing an increase of 31.0% as compared with that of 2017, which
was mainly attributable to the increase in loans and interbank lending.
The net interest margin for the year was 1.74%, up by 34 basis points as
compared with that for the year of 2017.

Net non-interest income was HK$1,423 million, representing a decrease
of 36.0% as compared with that of 2017, which was mainly attributable
to the decrease in net trading gain by HK$460 million to HK$101
million when compared with that of 2017. Insurance business posted net
operating income of HK$190 million, representing a decrease of 9.7% as
compared with that of 2017. Net fees and commission income amounted
to HK$834 million, representing an increase of 3.2% as compared with
that of 2017, which was primarily attributable to the increase in the
fees and commission income from securities brokerage and investment
services as well as trade finance.

Operating expenses amounted to HK$2,169 million, representing an
increase of 11.0% as compared with that of 2017. The cost-to-income
ratio for 2018 was 35.0%, representing an increase of 1.7 percentage
points as compared with that in 2017.

In 2018, the impairment loss increased by HK$660 million to HK$850
million when compared with that of 2017, which was mainly attributable
to the increase in impairment losses on debt securities investment.

As at 31 December 2018, the balance of total advances to customers,
including trade bills, of the Group increased by 4.0% to HK$162.5
billion as compared with that at the end of 2017. The non-performing
loan ratio, including that of trade bills, was 0.52%, representing a
decrease of 0.02 percentage point as compared with that in 2017, which
implied a sound loan quality on the whole.
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The Group’s total deposits from customers increased by 4.9% to
HK$221.3 billion as compared with that at the end of 2017. Among
various kinds of deposits, Hong Kong Dollar deposits increased
by HKS$7,562 million or 6.3%; US Dollar deposits after translation
decreased by HK$1,357 million or 2.9%; RMB deposits after translation
increased by HK$2,410 million or 8.1%; and deposits in other foreign
currencies after translation increased by HK$1,751 million or 11.9%, as
compared with that at the end of 2017.

As at 31 December 2018, total assets of the Group amounted to
HKS$314.5 billion, representing an increase of 5.3% as compared with
that at the end of 2017. Equity attributable to sharecholders amounted
to HK$35.4 billion, representing an increase of 6.9% as compared with
that at the end of 2017. Loan-to-deposit ratio was 68.6%, down by 1.1
percentage points as compared with that at the end of 2017.

As at 31 December 2018, common equity tier 1 capital ratio, tier 1
capital ratio and total capital ratio of the Group were 12.7%, 14.8%
and 18.0% respectively, and the average liquidity coverage ratio for the
fourth quarter was 166.3%, all above statutory requirements.

Retail banking

As at 31 December 2018, the balance of retail deposits amounted to
HKS$167.3 billion, representing an increase of 8.8% over that at the end
of 2017. FinTech is expected to be widely applied by banks in future.
With the smart device and customer service, it is anticipated that new
service experience can be brought to customers. The Bank devoted much
effort to develop “CMBWLB Wintech” as the customers’ most favourite
mobile banking application through introducing innovative functions
in areas such as deposits, securities, investment and payment as well as
providing customers with preferential interest rate and fabulous offers.
At the end of 2018, the number of monthly active users of “CMBWLB
Wintech” sharply increased by more than 80% as compared with that at
the end of 2017. As for physical channels, “CMBWLB Wintech” priority
counters were established in certain branches for handling appointments
of account opening and foreign currency exchange service via mobile
banking, so as to enhance the operational efficiency of branches and
customer experience.
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As at 31 December 2018, the balance of mortgage and personal loans
amounted to HK$30.9 billion, representing a decrease of 2.0% as
compared with that at the end of 2017. Of the total loans, the balance of
residential mortgage loans amounted to HK$7,638 million, representing
a decrease of 7.1% as compared with that at the end of 2017. In 2018,
Insurance Policy Financing was the key driver for the growth in personal
loan business. The Bank will continue to strategically appeal and retain
high-end customers, and sustain wealth management development.
Moreover, the Bank will optimise systems, procedures and offer
electronic application and approval of comprehensive other secured
loans, so as to enhance wealth management product financing business
and increase comprehensive income.

With respect to credit card business, the market competition remained
keen. As of 31 December 2018, the credit card receivables decreased as
compared with that at the end of 2017. Great effort was made to pursue
merchant acquiring business. To seize the opportunities brought about by
cross-border customers and e-commerce business, the Bank developed
WeChat merchant acquiring business and online merchant acquiring
service, boosting its operating income. At the end of 2018, merchant
acquiring business turnover increased by 5.1% and credit card fees and
commission increased by 5.3%, as compared with that of 2017.

As regards private banking and wealth management business, the volatile
global capital market, continuous trade frictions and slowdown of
China’s economy posed significant challenges to the wealth management
business. To be in line with market demand, the Bank timely adjusted
its investment strategy and developed new products. Structural products
and foreign exchange became the growth points. By leveraging on the
advantages of diversification of public and private equity, the Bank
optimised customer asset allocation and boosted customer satisfaction.
The Bank also fostered FinTech development and upgraded wealth
management system. To exploit the advantages of mobile banking,
the Bank formed an efficient services model and enhanced customer
experience, thus persistently improving its cross-border customer service
capabilities. In 2018, commission income from investment services
increased 18.9% as compared with 2017.

19



20

Annual Report 2018 CMB Wing Lung Bank Limited
BRI K PESRAT A RA T .0 — /UFE4EH

FT U R

Chief Executive Officer’s Statement

ZO—/\E > e AL > ZEEM
Bk hEEEIREF LR RTR
sy UL G =
B & 2 4F £ {524,540
. A W18 H W
oo ZO— /4> &
”*#%%ﬁ#mﬁ

-0 —+ g 7J( qz o +EEBRTEEENEME
AATBOIMEARY EAAMacme

TR B & ok
TERTTH > A B
b T 48 76 7k B SR 17—
P (w5500 ] 1)
ﬁlg’mﬁﬂ B H

C l"ib“l\" Ill'\l ih‘l

wowwamibwinglungbank.com

In 2018, the stock market trended downward after reaching high. The
market sentiment deteriorated sharply amid the US interest rate hikes
and elevated China-US trade tensions.
" The Hang Seng Index plunged to
24,540, its lowest level in the past
18-month period. In 2018, the Bank’s
securities brokerage commission
income was broadly in line with 2017.
" The Bank strived to be the pioneer in
application of mobile technology to
securities services. To significantly
enhance customer experience as well
as appeal younger and cross-border
customers, the Bank continuously
optimised securities trading function
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providing pioneered mobile securities
service including account opening application, unlogin real-time Hong
Kong Indices and stock quote, subscription of initial public offer shares
by cash or loans, submission reply of corporate action, etc.

As for branch network, the Bank has a total of 35 banking offices in
Hong Kong at present. By integrating the “CMBWLB Wintech” mobile
application and Virtual Teller Machine, the Bank established the first
smart banking services business outlet at Hong Kong Express Rail
Link in September 2018, so as to provide customers with convenient
investment and wealth management services. Customers are able to
open an account rapidly through making appointment via “CMBWLB
Wintech” and using the Virtual Teller Machine at the Express Rail Link
Branch. To cater for banking needs of customers, customers can contact
their account managers by the Virtual Teller Machine anytime.
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Corporate and commercial banking

With respect to corporate and commercial banking business, total
corporate loans amounted to HK$75.8 billion as at 31 December 2018,
representing an increase of 12.3% as compared with that at the end of
2017, which contributed to the significant increase in interest income.
As regards syndicated loan business, according to Reuters ranking, the
Bank ranked among the top 5 syndicated loans bookrunners in Hong
Kong for three consecutive years, thus establishing a professional
image in syndicated loan market in Hong Kong. The Bank laid a solid
foundation for acquiring high-quality assets including mergers and
acquisitions financing for large-scale and cross-border corporations.
Moreover, the Bank persistently enhanced the quality of its customer
base through capital market operations including initial public offer
receiving bank service and dividend payment service, etc. At the end of
2018, total corporate deposits amounted to HK$25.5 billion, representing
a decrease of 27.7% as compared with that at the end of 2017. The Bank
continuously upgraded the “U-BANK@WLB services” and expanded
its net banking business. To broaden and optimise different customer
segments as well as maintain sustainable corporate customer business,
the Bank provided customers with efficient fund management product
including physical multi-level cash pool. The Bank was committed to
strengthen the collaboration with CMB through the establishment of
cash management platform, syndicated loans, bond issuance as well as
business and investment collaboration so as to cater for the diversified
financial needs of customers, thus realising the advantages of the Bank’s
integrated local and overseas operations.

Treasury business

In 2018, the overall foreign exchange market remained volatile. In
particular, Renminbi experienced significant fluctuation. By focusing
the needs of large-scale enterprises and wealth management customers,
the Bank succeeded in completing sizable foreign exchange transactions.
The Bank also expanded retail foreign exchange trading business
through the foreign exchange trading platform of “CMBWLB Wintech”.
In 2018, revenue from foreign exchange trading business, including
money exchange business, amounted to HK$231 million, representing
an increase of 13.1% as compared with that in 2017. With the decrease
in revenue from currency swaps, net gain from foreign exchange trading
decreased as compared with that in 2017.

At the end of 2018, the Group’s balance of debt securities investment
amounted to HKS$53.5 billion, representing an increase of 2.2% as
compared with that at the end of 2017. More than 80% of the debt
securities were rated A3 or above and were exposed to comparatively
low risks.

To capture market changes, the Bank will further enhance its professional
financial market analysis capabilities. The Bank will also seize
opportunities for selling various products. Great emphasis was placed
on establishing a comprehensive and efficient treasury product center as
well as developing and forming competitive and unique treasury products
of the Bank. To provide more information, improve trading efficiency
and enhance customer experience, the Bank will continue to develop
electronic trading platform for retail customers as well as medium and
small-sized enterprises.
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Financial institution business

With respect to bank financial institution business, the Bank focused on
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domestic small and medium-sized banks.
The Bank devoted effort to realise three
main functions, namely “Clearing and
Settlement, Dealing and Trading as well
as Investment and Financing”. To cater
for the business needs of the customers,
the Bank provided financial institution
customers with diversified product
chain, thus enhancing synergy effects.
In adherence to the “asset-light bank”
business strategy, the Bank will build asset management platforms,
cooperate with high-quality banks in the Belt and Road Region and
Greater Bay Area as well as foster business coordination with branches
in China and overseas.

As regards non-bank financial institution business, the Bank proactively
expanded investment and commercial banking businesses through
participating in initial public offer financing, mergers and acquisitions
financing, bridge loans, bonds, funds and stock collateral loans. Risk
Management was given as the top priority. To follow the “asset-light
bank” business strategy, the Bank achieved remarkable results in custody
service, bond issuance, initial public offer receiving bank service and
dividend payment service, thereby increasing non-interest income. As
at 31 December 2018, advances to customers increased over that at the
end of 2017. To put forward steady transformation, the Bank cooperated
with non-bank financial institution customers in financing, trading and
asset allocation. The Bank also explored diversified financing models,
intensified the advantages of capital market and enhanced its market
influence.
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China and overseas business

With respect to China and overseas business, the spreads narrowed
significantly given the pressure of the economic downturn and the
market reversal. To follow the working guidelines of adjusting structure,
boosting revenue, increasing deposits and ensuring quality, the branches
strived to diversify sources of funds, reduce cost of funds, strengthen
business collaboration and implement strategic transformation, aiming
at increasing the profit contribution of branches. The branches also
strengthened asset and liability management, achieved balanced
development, demonstrated the complementary of credit and inter-
bank assets as well as enhanced pricing power, leading to an upward
trend in profits. Operating income increased by 28.4% as compared
with 2017. As at 31 December 2018, loans to customers amounted to
HK$31.9 billion, representing a decrease of 4.6% as compared with
that at the end of 2017. Deposits from customers amounted to HK$14.6
billion, representing an increase of 40.9% as compared with that at the
end of 2017. In adherence to the “cross-border coordination and cross-
selling” business strategy, the China and overseas branches will provide
differentiated and unique cross-border financial services to customers.

The Bank has 4 branches and sub-branch in China, a branch in Macau
and 2 overseas branches, located respectively in Los Angeles and San
Francisco in the United States.

Insurance

In 2018, CMB Wing Lung Insurance Company Limited (“CMB Wing
Lung Insurance”) realised a gross premium income of HK$607 million,
representing an increase of 13.0% as compared with 2017. Majority
of the businesses achieved growth, among which electronic channel
business recorded the most rapid growth rate. Although Typhoon
“Mangkhut” posed certain impact on the business, the total claim amount
only increased by 6.4% to HK$286 million. Underwriting business
recorded an increase of profit by 1.5% to HK$50.61 million. In future,
CMB Wing Lung Insurance will continue to adhere to the business
strategy of balanced development and efficiency-oriented. Besides
retaining quality renewal businesses, CMB Wing Lung Insurance will
also proactively expand businesses from banking and electronic channel
so as to enhance its overall revenue and achieve asset appreciation.
Meanwhile, CMB Wing Lung Insurance will further promote innovation
and reform as well as improve customer experience and enhance service
quality. To improve corporate governance, CMB Wing Lung Insurance
will strengthen its risk management in accordance with new regulatory
requirements.
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Human resources

As at 31 December 2018, the total number of employees of the Group
is 1,935 (31 December 2017: 1,836), of which 1,674 are in Hong Kong,
189 are in the PRC, 39 are in Macau and 33 are overseas.
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Looking ahead into 2019, the global economy will be full of
uncertainties, with increasing downward pressures. In view of
diminishing effects of fiscal stimulus and trade measures, the US
economy is expected to see a slowdown. Economic growth in the euro
area is anticipated to moderate given the uncertainties brought about by
the Brexit and other political developments in Europe. The slackened
growth of the global economy and elevated uncertainties may affect
the performance of emerging market economies. With respect to Asian
economies, the Japan economy will grow slowly and other high-income
Asian economies will remain modest growth. The global financial
market will volatile amid the China-US trade conflicts, interest rate
hikes by the US Federal Reserve and the normalisation of monetary
policy in major advanced economies. The Mainland will adhere to
the general working guideline of making progress while maintaining
stability, continue to adopt new development philosophy, further put
forward the supply-side structural reform as well as maintain sustainable
and healthy development of economy. Locally, the export growth may
be suppressed and the downside risks to the domestic demand increase.
Inflation is expected to remain steady. In view of complex and ever-
changing economic outlook, the operating environment continues
to be challenging for the banking sector. The Bank will stay alert to
the operating environment and strive to strengthen risk management
capabilities, fine-tune operation procedures to enhance work efficiency,
tighten cost control measure and improve resources allocation. Being a
member of China Merchants Bank Group, the Bank has strong parental
support and wide business scope for further development. The Bank will
strive to realise synergy effects through further collaboration with CMB.
Meanwhile, the Bank will also cooperate with CMB to build a cross-
border financial service platform, so as to strengthen its competitive
edge and enhance its profitability.

ZHU Qi
Executive Director and Chief Executive Officer

21 March 2019
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Report of the Directors

The directors of CMB Wing Lung Bank Limited (formerly known as
Wing Lung Bank Limited) have pleasure in submitting their report
together with the audited consolidated financial statements for the year
ended 31 December 2018.

Principal place of business

The Bank is a licensed bank incorporated and domiciled in Hong Kong
and has its registered office and principal place of business at 45 Des
Voeux Road Central, Hong Kong.

Principal activities

The Bank and its subsidiaries (the “Group”) are engaged in the provision
of banking and related financial services. The principal activities of the

principal subsidiaries are set out in Note 22 to the financial statements.

An analysis of the Group’s performance for the year by business and
geographical segment is set out in Note 35 to the financial statements.

Results and appropriations
The profits of the Group for the year ended 31 December 2018 are set

out in the consolidated income statement on page 45.

The directors do not recommend the payment of any dividend (2017:
Nil) in respect of the year ended 31 December 2018.
Reserves

Details of the movements in the Group’s reserves are set out in Note 34
to the financial statements.

Donations

There were no charitable and other donations made by the Group during
the year (2017: HK$21,000).

Other properties and equipment

Details of the movements in the Group’s other properties and equipment
are set out in Note 27 to the financial statements.

Share capital

Details of share capital of the Bank are set out in Note 33 to the financial
statements. There were no movements during the year.
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Capital instruments

During the year, the Bank redeemed subordinated notes which qualified
as supplementary capital of the Bank totalling US$200,000,000. Details
of the Bank’s subordinated debts issued and additional equity instruments
are set out in Note 29 to the financial statements.

Directors

The directors during the year and up to the date of this report are as
follows:

Mr TIAN Huiyu (Chairman)

Mr LI Hao (Vice-Chairman)

Mr ZHU Qi # (Chief Executive Officer)
Dr XU Shiqing *

Mr LIU Jun #

Mr ZHANG Cheng

Mr PENG Jiawen (appointed as Non-executive
Director on 12 July 2018)

Mr ZHU Jiangtao

Mr CHOW Kwong Fai Edward !

Mr LIU Erh Fei !

Mr KWOK Lam Kwong Larry !

Mr WANG Qixin !

Mr CHEUNG Yan Leung Stephen !

Ms LIU Hui (resigned on 9 March 2018)

# Executive Director
! Independent Non-executive Director

Directors of subsidiaries

The names of directors who have served on the boards of the Bank’s
subsidiaries during the year and up to the date of the financial statements
are as follows:

CHEN Zhaonan, CHEUNG Chung Keung, CMB Wing Lung (Trustee)
Limited, CHOI Heung Kwan Agnes, DEERIGHT LIMITED,
EAGLEARN LIMITED, FENG Xuefeng, FONG Kwun Wai Matthew?*,
GAO Hong, GUAN Huanfei, HE Xin, JIN Lu, LAU Wai Man
Katherine*, LAU Lik Alaric, LAU Yu Keung, LEE Tsz Kwan Peggie,
LEONG Chou Sern, LIAO Xiaoju, LIU Jun, MA Jack Jian, PUN Kei
Yuen Henry?, SHIH Pui Ying, WANG Zhiqiang, WOO Lap Hoi, XU
Shiqing and ZHU Qi.

* He/she has resigned/retired as a Director of the relevant subsidiary of the
Bank.
2 Deceased
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Directors’ interests in shares

None of the directors have been granted, or have exercised, any rights to
subscribe for shares of the Bank.

At no time during the financial year was the Bank, or any of its
subsidiaries, fellow subsidiaries or its holding company a party to any
arrangement to enable the directors of the Bank to acquire benefits by
means of the acquisition of shares in or debentures of the Bank or any
other body corporate.

Permitted indemnity provision

During the year and up to the date of this report, a permitted indemnity
provision that meets the requirements specified in section 469(2) of the
Companies Ordinance for the benefit of Directors of the Bank is in force.

Directors’ interests in transactions, arrangement or
contracts

No transactions, arrangement or contracts of significance in relation to
the Bank’s business to which the Bank, or any of its subsidiaries, fellow
subsidiaries or its holding company was a party and in which a director
of the Bank or an entity connected with a director had a material interest,
whether directly or indirectly, subsisted at the end of the year or at any
time during the year.

Management contracts

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Bank were entered
into or subsisting during the year.

Compliance with the Banking (Disclosure) Rules

The Bank is required to comply with the Banking (Disclosure) Rules
which set out the minimum standards for public disclosure which
authorised institutions must make in respect of the income statement,
state of affairs and capital adequacy. The consolidated financial
statements for the year ended 31 December 2018 comply fully with the
applicable disclosure provisions of the Banking (Disclosure) Rules.

Retirement schemes
The Group operates retirement schemes for its employees. Details of

the Group’s retirement schemes are set out in Note 15 to the financial
statements.
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Report of the Directors

1% B fp Auditors

TEE) . B W BT & RHET S5 T & Deloitte Touche Tohmatsu retire and, being eligible, offer themselves for
B AR BT o ZERAS BB re-appointment. A resolution for the re-appointment of Deloitte Touche
WRER G > LR E R S« Tohmatsu as auditors of the Bank is to be proposed at the forthcoming
IR R 7 R RIS S P A A AT A% BT Annual General Meeting.

EE3

HRE G By Order of the Board

FRHEE  RERK XU Shiging

AT E F AR AR Executive Director and General Manager

—Oo—NE=A-+—H 21 March 2019
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Corporate Governance Report

The Bank is devoted to maintaining high standards of corporate
governance. To enhance the overall management quality of the Bank, the
Board of Directors (the “Board”) has put in place governance practices
with special emphasis on an effective Board for leadership and control,
sound business ethics and integrity in all business activities. Throughout
the year ended 31 December 2018, the Bank is committed to the
guidelines set out in the “Corporate Governance of Locally Incorporated
Authorised Institutions” issued by the Hong Kong Monetary Authority.

Board of Directors

The Board is charged with leading the Bank in a responsible and
effective manner. Directors, as members of the Board, jointly share
responsibility for the proper direction and management of the Bank. The
Board is responsible for providing direction at the top of the organization
and for the operations and financial soundness of the Bank. Its main
responsibilities include, but not limited to, the followings:

* Approving and monitoring the Bank’s objectives, strategies,
business plans and key policies;

. Ensuring the establishment of effective risk management policies;

*  Appointing and overseeing the Executives as well as ensuring
competent management;

. Setting corporate values and standards;

e Ensuring effective audit functions;

e Ensuring prudent conduct of operations within laws and approved
policies;

e Ensuring and monitoring integrity in the Bank’s conduct of affairs;
and

*  Responsible for the risk management and internal control of the
Bank and its subsidiaries (the “Group”).

The Board has convened four meetings in 2018. The Board currently
comprises thirteen members, three executive directors and ten
non-executive directors, of whom five are independent non-executive
directors. The individuals who make up the Board draw on a rich and
diverse background of experience from both within and outside of the
banking community. The independent non-executive directors possess
appropriate professional qualifications. The names and brief biographical
details of the directors are shown on pages 6 to 11 of this Annual Report.
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Since the Bank has become a wholly-owned subsidiary of China
Merchants Bank, the Board strives to improve its corporate governance
and ensure operational compliance so as to enhance management quality.
The Bank currently establishes Strategy Committee, Remuneration and
Appraisal Committee, Nomination Committee, Audit Committee and
Risk Committee, to oversee particular aspects of the Bank’s affairs. Each
of the committees has defined terms of reference setting out its duties,
powers and functions. The committees report to the Board and, where
appropriate, make recommendations on matters discussed. The Board, in
addition to its overall supervisory role, retains specific responsibilities
such as approving specific executive appointments, approving financial
accounts, recommending dividend payments, approving policies relating
to the Board’s compliance, etc.

Chairman and Chief Executive Officer

The positions of chairman of the Board and chief executive officer are
separated.

The Chairman, Mr TIAN Huiyu, provides leadership for the Board. He
is responsible for ensuring that the Board works effectively and that all
key and appropriate issues are discussed by the Board in a timely and
constructive manner.

The Chief Executive Officer, Mr ZHU Qi, in conjunction with
the Management Committee, is delegated with the authority and
responsibility for running the Bank’s operation and implementing the
Bank’s business strategies.

Management Committee

The Management Committee consists of four members, all appointed by
the Board. The current members are Mr ZHU Qi, Dr XU Shiqing, Mr
LIU Jun and Dr FENG Xuefeng. The Management Committee exercises
the powers, authorities and discretions of the Board relating to the
management and day-to-day running of the Bank in accordance with its
terms of reference and directions as the Board may determine from time
to time. Its main responsibilities include the followings:

« To implement agreed policies and to execute business plans
approved by the Board;

*  To review and approve the policies with the authority granted by the
Board as well as make recommendations to the Board with respect
to the key policies;

* To assist the Board to formulate the Bank’s risk appetite and
strategies for managing various types of risk to which the Bank’s
business are exposed; and the implementation and maintenance of
the overall risk management framework across the Bank’s business;
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e To ensure smooth day-to-day operations of the Bank within
applicable laws and policies approved by the Board;

* To oversee the specific committees of the Bank, and delegate
authority and power to these committees for daily monitoring as the
Committee thinks fit from time to time;

*  To collect market information and to recommend policy and strategy
to the Board;

*  To manage the Bank’s business in a prudent manner;

e To provide timely information to other members of the Board and
keep them apprised of the latest development of the Bank so as to
enable them to discharge their duties; and

e To carry out any other matters as the Board thinks fit from time to
time.

The Management Committee presents to the Board regularly by way
of detailed business reports on management’s business strategies and
objectives, updates on different lines of business, action plans, etc
for discussion at each Board meeting. The Committee also provides
appropriate and sufficient information to the other members of the Board
in a timely manner to keep them apprised of the latest development of
the Bank so as to enable them to discharge their duties.

Strategy Committee

The Strategy Committee consists of six members, all appointed by the
Board. The current members are Mr TIAN Huiyu (Chairman), Mr ZHU
Qi, Mr PENG lJiawen, Mr LIU Erh Fei, Mr KWOK Lam Kwong Larry
and Mr WANG Qixin. The duties of the Strategy Committee include the
followings:

*  To establish strategic development goals, and to formulate medium
to long term development strategies of the Bank;

+ To implement and review the strategies of the Bank as well as
strengthen the consistency and stability of the implementation of the

strategies of the Bank;

»  To approve significant investment and capital expenditure plan;

*  To evaluate the Bank’s key partnership with external organizations;

e To evaluate and approve the donations made to charitable
organizations; and

e To put forward proposals and plans for important issues to be
discussed and decided by the Board.
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Remuneration and Appraisal Committee

The Remuneration and Appraisal Committee consists of six members,
all appointed by the Board. The current members are Mr KWOK
Lam Kwong Larry (Chairman), Mr LI Hao, Mr ZHANG Cheng, Mr
CHOW Kwong Fai Edward, Mr WANG Qixin and Prof CHEUNG Yan
Leung Stephen. The Committee shall exercise such functions as shall
be determined from time to time by the Board and unless otherwise
determined shall include the followings:

. To oversee, examine and evaluate the execution of the Bank’s
annual business plans and the Board’s resolutions;

*  To study the performance appraisal standards for the Directors and
Executives, and to conduct appraisals and make recommendations
annually;

*  To study, review and approve the Bank’s remuneration policy and
packages for the Directors, Senior Management, and Key Personnel;

e To evaluate and approve the employment or service agreements of
the Bank’s Directors and Executives;

*  To evaluate and approve the Bank’s remuneration strategies, the
annual pay adjustment and benefits schemes for the staff of the
Bank;

*  To ensure that remuneration is appropriate and consistent with the
Bank’s culture, long-term business and risk appetite, performance
and control environment as well as with any legal or regulatory
requirements;

*  To work closely with other relevant committees of the Bank’s board,
such as the Risk Committee and the Audit Committee, and consult
with the Bank’s Legal and Compliance Department in evaluating
incentives created by the remuneration system;

« To play a leading role in establishing the Bank’s culture and
behavioural standards that promote prudent risk-taking and fair

treatment of customers; and

*  To execute other duties as may be delegated by the Board.
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Nomination Committee

The Nomination Committee consists of six members, all appointed by
the Board. The current members are Mr KWOK Lam Kwong Larry
(Chairman), Mr LI Hao, Mr PENG Jiawen, Mr CHOW Kwong Fai
Edward, Mr WANG Qixin and Prof CHEUNG Yan Leung Stephen. The
Committee shall exercise such functions as shall be determined from
time to time by the Board and unless otherwise determined shall include
the followings:

e To identify individuals suitably qualified to become members of
the Board and its committees or senior management, and selecting,
or making recommendations to the Board on the selection of,
individuals nominated for directorships and senior management
positions (based on the role and its responsibilities and the
knowledge, experience and competence which the role requires);

* To make recommendations to the Board on the appointment or
re-appointment of directors and its committees as well as succession
planning for directors, in particular the chairperson and the chief
executive;

*  To evaluate the efficiency and effectiveness of the functioning of
the Board and its committees on an annual basis;

*  To ensure objectivity and independence in the selection process for

Board members and its committees as well as senior management;

* To ensure that the Board is not dominated by one individual or
small group of individuals in a manner so as to protect the interests
of the Bank as a whole;

* To assess the independence of the independent non-executive
directors; and

*  To execute other duties as may be delegated by the Board.
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Audit Committee

The Audit Committee consists of six members, all appointed by the
Board. The current members are Mr CHOW Kwong Fai Edward
(Chairman), Mr PENG Jiawen, Mr ZHU Jiangtao, Mr LIU Erh Fei, Mr
KWOK Lam Kwong Larry and Prof CHEUNG Yan Leung Stephen.
They possess appropriate academic and professional qualifications or
related financial management expertise, and are provided with sufficient
resources to discharge their duties. The principal duties of the Audit
Committee include the followings:

*  To draw up, review and update periodically the terms of reference
for the Board’s approval indicating the Committee’s composition,
authority and duties, as well as the manner of reporting to the
Board;

*  To monitor the Bank’s financial reporting process and relevant
output, including arrangements through which concerns about
possible improprieties in matters of financial reporting can be
raised;

*  To oversee the establishment of the Bank’s accounting policies and
practices (including quality of accounting estimates and disclosures)
and review significant judgements made in financial reporting
within the Bank’s financial statements;

*  To review and recommend for the Board’s approval of the audited
annual financial statements together with the independent auditor’s
report and the interim financial disclosure statement;

¢ To recommend the Board’s approval of the appointment of the Chief
Auditor of the Bank;

*  To recommend the Board’s approval of the audit charter drawn up
and updated periodically by the Internal Audit Department;

 To approve, periodically, the audit plan as well as the related
manpower and financial resources required after identifying the
areas of risk within the Bank’s operations to be covered;

e To review the performance of the Chief Auditor and the
effectiveness of the Internal Audit Department;

* To review reports and significant recommendations provided
by Internal Audit Department and management plans for their
implementation;

* To make recommendations to the Board with regard to the
appointment of the Bank’s external auditors and related matters
(including terms of engagement and remuneration) and oversee the
work of the external auditors (such as considering their audit work
plan and reviewing their audit conclusions and recommendations);
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*  To report to the Board regularly on the work performed by
the Committee and its significant findings, and the progress in
implementing any remedial actions to address deficiencies identified
in the Bank’s internal control systems (including those identified
by internal and external auditors, the Committee or the Hong Kong
Monetary Authority);

. To provide opportunities for external and internal auditors to meet
and discuss their respective findings;

*  To review/propose/recommend the approval of significant policies;
and

*  To execute other duties as may be delegated by the Board.
Risk Committee

The Risk Committee consists of six members, all appointed by the
Board. The current members are Prof CHEUNG Yan Leung Stephen
(Chairman), Mr PENG Jiawen, Mr ZHU Jiangtao, Mr CHOW Kwong
Fai Edward, Mr LIU Erh Fei and Mr KWOK Lam Kwong Larry. The
members of the Committee collectively possess relevant technical
expertise and experience in risk disciplines that are adequate to enable
them to discharge their responsibilities effectively. The principal duties
of the Risk Committee include the followings:

e To review and recommend for the Board’s approval of the Bank’s
risk management strategies, key risk policies and risk appetite, at
least annually;

* To review and recommend for the Board’s approval of specified
types of risk management policies and procedures;

*  To review and assess the adequacy of the Bank’s risk management
framework and policies in identifying, measuring, monitoring
and controlling risks and the extent to which these are operating
effectively;

e To monitor, review and conduct regular assessment of the internal
control system of the Bank and to monitor the risk management
of the Bank’s exposures to credit risk, market risk, operational
risk, interest rate risk, strategic risk, legal risk, reputation risk and
liquidity risk by the Executives;

e To oversee the establishment and maintenance by senior
management of appropriate infrastructure, resources and systems for
risk management, particularly in relation to the Bank’s adherence to
the approved risk appetite and related policies;

e To oversee and discuss the strategies for capital and liquidity
management, and those for all relevant risks (on both an aggregated
basis and by type of risk) of the Bank, to ensure they are consistent
with the stated risk appetite;
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+  To oversee and evaluate the design and execution of stress testing
and scenario analyses;

* To review periodic reports provided by the senior management
(including the Chief Risk Officer) on the state of the Bank’s risk
culture, risk exposure and risk management activities;

. To ensure that the staff members of the Bank responsible for
implementing risk management systems and controls are sufficiently
independent of the Bank’s relevant risk-taking activities;

. To examine, without prejudice to the tasks of the Remuneration and
Appraisal Committee, the incentives created by the remuneration
system are aligned with the Bank’s risk culture and risk appetite,
and ensure remuneration awards appropriately reflect risk-taking
and risk outcomes; and

*  To execute other duties as may be delegated by the Board.
Internal Control

The Board and Executives are responsible for establishing, maintaining
and operating an effective system of internal control. The internal
control system of the Group comprises a well-established organizational
structure and comprehensive policies and standards. The Audit
Committee, Risk Committee and other designated committees have
been established with the objective of assisting the Board to manage
and monitor various risks. The Board’s expectations regarding duty,
responsibility and integrity of each department are clearly spelled out
in formal policy statements, which include Code of Conduct, Internal
Control Policy and Compliance Policy Statement, etc. The Board has
clearly defined the lines of authority and responsibilities of each business
and operational unit to ensure adequate checks and balances.

The Group’s internal control system covers every business and
operational function so as to safeguard its assets against loss and
misappropriation; to maintain proper accounting records for producing
reliable financial information; to provide reasonable, but not absolute,
assurance against material fraud and errors. Policies and procedures are
established to ensure compliance with applicable laws, regulations and
industry standards. To cope with the increasingly stringent requirements
from relevant regulatory authorities together with ever-changing business
environment, the Board has dedicated more resources and efforts to
further strengthen the Group’s management structure and oversight.
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The Group has had in place various risk management policies and
procedures. There are specific committees and units that are responsible
for identifying, assessing, monitoring and managing the risks that the
Group faces. Risk management policies and major risk control limits are
established and approved by the Board or the Management Committee.
A more detailed discussion of the policies and procedures for managing
each of the major types of risk the Group is facing, including credit,
market, liquidity and operational risk, is included in Note 4 to the
financial statements “Financial Risk Management” section.

The Board is responsible for the Group’s internal control system and for
reviewing its effectiveness. The Group’s internal audit function plays
an important role in the Group’s internal control framework. It provides
objective assurance to the Board that a sound internal control system is
maintained and operated in compliance with the established processes
and standards through regular and comprehensive audits on all business
and operational functions. The Audit Committee reviews the significant
issues raised in the internal audit reports. Significant issues raised in the
management letters from external auditors and reports from regulatory
authorities will be brought to the attention of the Audit Committee
to ensure that prompt remedial action is taken. All recommendations
will be properly followed up to ensure they are implemented within a
reasonable period of time. Pursuant to a risk based methodology, the
Internal Audit Department plans its internal audit schedules annually
with audit resources prioritised towards higher risk areas. The Internal
Audit Plan is submitted to the Management Committee for review and
the Audit Committee for approval. To preserve the audit independence,
the Board has established the Audit Charter to set out the authorities
and responsibilities of internal audit function. The Chief Auditor reports
directly to the Management Committee and Audit Committee, and
ultimately reports to the Board.

Accountability and Audit

The directors are responsible for overseeing the preparation of financial
statements of each financial period, which give a true and fair view of
the state of affairs of the Group and of the results and cash flows for
that period. In preparing the financial statements for the year ended 31
December 2018, the directors have applied suitable accounting policies
consistently, approved adoption of all Hong Kong Financial Reporting
Standards which are in conformity with the International Financial
Reporting Standards, and made prudent judgments and estimates, and
prepared the financial statements on a going concern basis.

The Bank has announced its annual and interim results in a timely
manner within the limits of 4 months and 3 months respectively after the
end of the relevant period.

37



38

Annual Report 2018 CMB Wing Lung Bank Limited
BRI K PESRAT A RA T .0 — /UFE4EH

T ST AL BT
Independent Auditor’s Report

B v ok B SR AT A PR 2 W R B
(HI R BESRTTH IR 2\ 7))
(2 i 7t 7 19 A R 2 7l )

A

ARG BLET (DN RS [A4T ) %
455 BE208 B BT i B0 m K PR AT A PR
N (TE A A K H Mg A R (4558
(B ) 2HAMBHmE > HhaEiE
Roo— N+ "H=1+—HB2&EH0H
B E > RBEZH ILFEEZ 4K
W A EMWE R AR
KEGABHEMER D REGETH R
Tkl U FEEGTIBURME -

RITRE L ARAEMB MR CRIBEEEE
A2 & (1A o g atfl s & ) A i Y
9 IV B i o R (1 A o s o
HI D) HEmh S HEMR O
— N+ A =+ B &S M ESIR G
Lo BEBBEZH LEENES WB
RELGAEERE > LCHBEFEBEA
RG] 2 45 o

L

AAT C AR A W G AL & A A
e At e R (7 o 3wt e A ) AT o
¥ o ARAT IR %A HE RN E N B BT 9 IR A
T 2 Hh T A% SR A0 9 A% A B B R
JEURYE I AT ] — B i — 2P Al - A
AT AR IR W w0 A e A 2 e Rt
fil e 2 8 P sF ) (TSP A0 )) ot 8|
> AT IS AR HEAT KA B 1
FAL o AT » A4T PTG Y 2 %IR
it I A MO M AR AT Y T

e o
I5R S 2 #% 5 IR

AT ESEH BT F > B A
Jo A8 AR AT A A% A ] A T R A
HEENHIH o L5 FIHEERTESL
R A BV 5 R 3R Bt e 2 AR AT I B
SLRPEAT JEBE > A AT AN & 3 e 45 A
HBBERER -

TO THE MEMBERS OF CMB WING LUNG BANK LIMITED
(formerly known as Wing Lung Bank Limited)
(Incorporated in Hong Kong with limited liability)

Opinion

We have audited the consolidated financial statements of CMB Wing
Lung Bank Limited (the “Company”) and its subsidiaries (collectively
referred to as “the Group”) set out on pages 45 to 208, which comprise
the consolidated statement of financial position as at 31 December
2018, consolidated income statement, consolidated statement of
comprehensive income, consolidated statement of changes in equity and
consolidated cash flow statement for the year then ended, and notes to
the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at 31
December 2018, and of its consolidated financial performance and its
consolidated cash flow for the year then ended in accordance with Hong
Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong
Kong Institute of Certified Public Accountants (“HKICPA”) and have
been properly prepared in compliance with the Hong Kong Companies
Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on
Auditing (“HKSAs”) issued by the HKICPA. Our responsibilities under
those standards are further described in the Auditor’s Responsibilities for
the Audit of the Consolidated Financial Statements section of our report.
We are independent of the Group in accordance with the HKICPA's
Code of Ethics for Professional Accountants (“the Code”), and we have
fulfilled our other ethical responsibilities in accordance with the Code.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment,
were of most significance in our audit of the consolidated financial
statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole,
and in forming our opinion thereon, and we do not provide a separate
opinion on these matters.
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Adoption of HKFRS 9 “Financial Instruments” (“HKFRS 9”) on
the classification and measurement of financial instruments of
the Group

We identified the adoption of HKFRS 9 on the classification and
measurement of financial instruments of the Group as a key audit
matter due to the considerable judgement exercised by management
in classifying and measuring the financial instruments including the
impairment under the expected credit loss (“ECL”) model and the
nature and extent of audit effort needed to address the matter.

The accounting policies in relation to classification and
measurement of financial instruments (including the impairment
under ECL and the impact on the net assets of the Group as at 1
January 2018) and the credit risk management are set out in notes 1
and 4.1, respectively, to the consolidated financial statements. The
critical accounting estimates and judgement made by management
in applying HKFRS 9 are set out in notes 2.1 and 2.2 to the
consolidated financial statements.

How our audit addressed the key audit matter

Our procedures in relation to the adoption of HKFRS 9 on the
classification and measurement (other than the impairment under
ECL model) of financial instruments of the Group included:

— Obtaining and understanding the Group’s policies and
procedures and evaluating the key controls in relation to the
classification and measurement of financial instruments;

— Determining whether the management’s classification of
financial instruments are in accordance with HKFRS 9 by
assessing the terms and features as well as the business model
objective of a selection of financial instruments;

— Engaging our internal valuation specialists to assess the
methodology and test the accuracy and relevancy of the key
inputs used in the valuation of Level 3 financial instruments;

—  Testing the accuracy and relevancy of the key inputs which are
observable market data used in the valuation of Levels 1 and 2
financial instruments; and

— Examining whether the disclosure in relation to the
classification and measurement of financial instruments are in
accordance with the requirements under HKFRS 9.

39



40

Annual Report 2018 CMB Wing Lung Bank Limited
BRI K PESRAT A RA T .0 — /UFE4EH

TR ST AZ BT i
Independent Auditor’s Report

FeAM e AR 9 3B ) < L R )
o T i e R S0 BE T AR &
BRARR 2 AR L

— R LS SRR - A A R
R RERAE AR - Bl
{EL AP Al R 3 S AR AT Al (B R 52 2
[GE LS

- EEME RS AR E TN E EE
RIERANTTI%

- AR B AR R B
S (L % AR % A AL % 7 2 Bl
BEPE 3

— PEEERRA 0 R A R b H R
DLREAS T M5 B4R R AT ik
DA% JE T 0 B A AR R S A
A7 W S o R SR oE Y
FE 3

— A ERITE BT RE A E]
BT WS SRR BT A B
STV T REAG

— EMREPIM B E YA FEAE
L S5 i R R G R 1
(LIRSt L

— BUER =B BT AR AR B
EPATHEIMES - BRI
N T = B B A R B

Ed

— AR B EAR AR B A O Y
SCARVEAR EEE > LR
TEI AR BRI 0 19 Al i e
MEVERISE R 5 2

— A DR BR T A T A e
RO M ME ) T A B4R R
T 1 R R 2 R -

Our procedures in relation to the application of ECL under HKFRS
9 on the Group’s relevant financial assets included:

— Assessing the key controls over credit approval, review
and monitoring processes, the internal credit rating system,
impairment assessment processes and collateral valuation;

—  Understanding the Group’s policies and methodology for the
determination of ECL;

—  Evaluating the key controls over the approval of key inputs and
assumptions in the calculation of ECL;

—  Engaging our internal credit risk specialists to assess whether
the ECL model methodology as well as the judgements and
assumptions applied are reasonable and in compliance with
HKFRS 9;

—  Engaging internal IT specialists to assess the IT controls and
integrity of data used in the ECL computation;

—  Assessing the reasonableness of management’s internal credit
rating for a selection of performing loans by reviewing the
corresponding loan files;

—  Performing additional procedures in respect of the impairment
on loans and advances to customers in Stage 3 as detailed
below under the heading of “Calculation on loans and advances
to customers in Stage 3”;

—  Testing on a sample basis the accuracy and completeness
of data applied in the ECL computation by checking to the
Group’s supporting documents of the relevant loan files; and

—  Examining the disclosures of assessment under ECL model for
the adoption of HKFRS 9.
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Calculation of ECL on loans and advances to customers in Stage 3

We identified the calculation of ECL on loans and advances to
customers in Stage 3 as a key audit matter due to the involvement of
significant management judgement in the estimation of the amount
and timing of future cash flows.

As set out in note 4.1 to the consolidated financial statements,
the Group defines the impairment assessment rules by segment
to estimate future cash flows individually or by the Rule-based
Approach. The ECL for corporate segment with Stage 3 is
determined on an individual basis using a discounted cash flow
methodology. The expected future cash flows are based on the
credit risk estimates as at the reporting date, reflecting reasonable
and supportable assumptions and projections of future recoveries
and expected future receipts of interest. Collateral is taken into
account if it is likely that the recovery of the outstanding amount
will include realisation of collateral based on its estimated fair
value of collateral at the time of expected realisation, less costs for
obtaining and selling the collateral. The cash flows are discounted
at a reasonable approximation of the effective interest rate.

As at 31 December 2018, as set out in note 21(a) to the consolidated
financial statements, gross loans and advances to customers
mainly comprised of corporate and individual loans amounting to
HKS$157,760 million. HK$848 million out of the gross loans and
advances to customers balance has been classified as Stage 3 loans.
An ECL of HK$549 million has been recognised in relation to
these loans as disclosed in note 4.1(h) to the consolidated financial
statements.

The Group’s disclosures with regards to the relevant significant
accounting policies, the related financial risk management as
well as the relevant critical accounting estimates and judgements
are contained in notes 1.7, 4.1(c)(i) and 2.1 respectively to the
consolidated financial statements.

How our audit addressed the key audit matter

Our procedures in relation to the calculation of ECL on loans and
advances to customers in Stage 3 included those covered in the
above key audit matter related to ECL model and the following
additional procedures:

—  Assessing the reasonableness of management’s classification
of a selection of the credit-impaired loans by reviewing the
corresponding loan files;
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—  Examining the collateral valuation reports and other evidence
provided by management and challenging the reasonableness
of management’s assumptions in determining the estimated fair
value of the collateral at the time of expected realisation and
the cost for obtaining and selling the collateral;

— Evaluating and challenging key assumptions underlying
the management’s credit risk estimates, projection of
future recoveries, expected future receipts of interest and
approximation of effective interest rate estimation; and

—  Testing the arithmetic accuracy of the calculation of the
impairment provision for a sample of loans and advances to
customers in Stage 3.

Other Information

The directors of the Company are responsible for the other information.
The other information comprises the information included in the annual
report, but does not include the consolidated financial statements and our
auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit
or otherwise appears to be materially misstated. If, based on the work we
have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to
report in this regard.

Responsibilities of Directors and Those Charged with
Governance for the Consolidated Financial Statements

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA and the Hong Kong
Companies Ordinance, and for such internal control as the directors
determine is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud
Or error.

In preparing the consolidated financial statements, the directors are
responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless the directors either
intend to liquidate the Group or to cease operations, or have no realistic
alternative but to do so.

Those charged with governance are responsible for overseeing the
Group’s financial reporting process.
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Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion solely to you, as a body, in accordance
with section 405 of the Hong Kong Companies Ordinance, and for
no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report. Reasonable
assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of
users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional
judgment and maintain professional skepticism throughout the audit. We
also:

— Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

—  Obtain an understanding of internal control relevant to the audit
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Group’s internal control.

—  Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made
by the directors.

—  Conclude on the appropriateness of the directors’ use of the going
concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group’s ability
to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained
up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going
concern.
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—  Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair
presentation.

—  Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group to
express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the
group audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among
other matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provide those charged with governance with a statement
that we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we
determine those matters that were of most significance in the audit of the
consolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or
when, in extremely rare circumstances, we determine that a matter should
not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest
benefits of such communication.

The engagement partner on the audit resulting in the independent
auditor’s report is Ha Hong Yiu, Vico.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

21 March 2019
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SRa s R
Consolidated Income Statement
HE O~/ H=1—H ILZ4 ¥ For the year ended 31 December 2018

—O0—N\ —o—t
. w18 2017
A ¥ T W T
Note HK$°000 HK$°000
FLEMA Interest income 5 9,449,499 7,443 887
FLE S H Interest expense 6 (4,684,358) (3,805,721)
A B WA Net interest income 4,765,141 3,638,166
RS 2 S AR A A Fees and commission income 1,041,288 1,023,264
P75 2 B AR 4 5 Fees and commission expense (206,879)  (214,935)
&7 - P EE R PN Net fees and commission income 7 834,409 808,329
PRERE SR Insurance operating income 8 475,569 478,675
FR W Net trading gain 9 100,992 561,329
A LLAPE (R A A4 Net gain on disposal of financial assets at fair
WA i 2 4 Rl E Y A A value through other comprehensive income 47,886 =
- Net gain on disposal of available-for-sale
B AT R R R 2 TR AR securities - 300,144
HoAt g ZE A Other operating income 10 249,883 342,509
BERA Operating income 6,473,880 6,129,152
TR B R B Net insurance claims 8 (285,846)  (268,569)
PEHULR B R AE AR 2 2 A Operating income net of insurance claims 6,188,034 5,860,583
M Operating expenses 11 (2,168,859) (1,953,394)
T B34 4 1 T 2 2 2 v A Operating profit before impairment charge 4,019,175 3,907,189
VORI =R Impairment losses 12 (850,405)  (190,708)
CE S Operating profit 3,168,770 3,716,481
BEW 2 A TEE Fair value gains on investment properties 25 44,770 41,747
N g Net gain on disposal of other properties and
A S Ml 2 FlaE equipment 404 97,198
E@@%fﬁﬁij—‘ﬂﬁﬁz_%ﬁﬂ Net loss on redemption of financial instruments
THZFER at amortised cost 13 (30,236) -
Hh B A\ 2 IR Net gain on disposal of a subsidiary 1,292 =
FIEHE BEEE 2 Forfeited deposit arising from assets classified
BAR WCET 4 - as held for sale 118,333 =
JARE A e [ 2 o) B 2 T i Share of net profit of jointly controlled entities 391,372 642,300
JREAL Bk A5 4 ) 22 ¥ 3k ) Share of net profit of associates 77,785 1,342
B Bt i i A Profit before taxation 3,772,490 4,499,068
G Income tax 16 (553,837)  (638,403)
AR BE 6 A Profit for the year 3,218,653 3,860,665
ﬁﬁﬁé‘ : Attributable to:
AT R Equity shareholders of the Bank 3,219,302 3,858,019
FE 1 1 1Y R SRR 2 Non-controlling interests (649) 2,646

=R 50 HE 208 E 2 iE R A It % 47

T B R W0 .

statements.

The notes on pages 50 to 208 form part of these consolidated financial
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RNl & e

Consolidated Statement of Comprehensive Income
HEO— /T H=1—HILZ4 ¥ For the year ended 31 December 2018

—“O—N =0=
2018 2017
BT BT
HKS$’000 HK$°000
AR AR BE ¥ ] Profit for the year 3,218,653 3,860,665
AR A BE Oy 2 T WL 4R Other comprehensive income for the year
HAZRE B /0 JH 2 Items that may be reclassified subsequently to
WmFEZIHHE the income statement:
DA VA8 (i A At 22 T Financial assets at fair value through other
W g 2 4 RlE comprehensive income
— NEAE v — Changes in fair value (645,157) =
— A R A I 5 — Transfer to income statement on disposal (47,886) =
— A A R A R 5 — Transfer to income statement on impairment 606,210 =
At B R S Available-for-sale securities
— INE(E 5 — Changes in fair value - 206,393
— A R A I 25 — Transfer to income statement on disposal - (300,144)
JREAL Wi 8 W) 2 frti e Share of associates’ reserves (4,632) 102
JARE Ak S ] 2 il B B 2 ot Share of jointly controlled entities’ reserves (5,512) 11,140
ESETIN =RE2 ) 4 Exchange difference on translation of
A o5 > i) 1) B ok 3K financial statements of overseas branches
A= 114 REE 50,5 58] and subsidiaries (216,337) 318,853
At 4 T £ TH E 3 Effect of deferred taxation on other comprehensive
IEIEF TH 7 528 income items 34,392 (9,300)
HEAGERSHE Items that will not be reclassified subsequently to
WKmEZIHE the income statement:
DA T B AR 5k A A 4 1 Equity securities at fair value through other
Wi g 2 BERE RS 55 comprehensive income
— NP B s — Changes in fair value (198,288) =
HAGE E 2 B Surplus on revaluation of bank premises 7,194 -
FEARA T A E
(E18) s Actuarial (losses)/gains on defined benefit schemes (87,029) 83,576
HoAth 4 T £ TH H 3 Effect of deferred taxation on other comprehensive
WEFER TH 7 5 28 income items 13,499 (13,790)
AAEPE HAR 40 (1)),  Other comprehensive (expense)/income for the
M year (543,546) 296,830
AR AR B A TR K A AR Total comprehensive income for the year 2,675,107 4,157,495
B Attributable to:
N Equity shareholders of the Bank 2,675,756 4,154,849
FEHE T 1) JBE BRORE 2 Non-controlling interests (649) 2,646

=R 50 HE 208 E 2 iE R A It % 47
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statements.

The notes on pages 50 to 208 form part of these consolidated financial
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LA BRI R
Consolidated Statement of Financial Position
—O0—/\4E+ - H=+4+—H As at 31 December 2018

ZO0O—N\ —O—5
2018 2017
AR BT BT T
Note HK$°000 HK$°000
E Assets
BBl 4~ [ 2B & Cash, balances and placements with and loans
v and advances to banks 17 86,497,559 77,484,818
fiitE & m T H Derivative financial instruments 18 487,673 1,408,541
e AT EEA Financial assets mandatorily measured at fair
B iRz S RE value through profit or loss 19 2,458,985 -
HERER®BZ &S Trading securities 19 - 1,074,095
HE LAFEEZA Financial assets designated at fair value
HaR R Bl through profit or loss 19 4,200,028 5,943,598
DA 6 A At Financial investments at fair value through
A A 2 4 A& other comprehensive income 20 47,319,415 =
AL BT Available-for-sale securities 20 - 46,390,389
R BEG RUA T IR 2 422 E  Financial investments at amortised cost 20 679,491 -
Fr 2 B E R Held-to-maturity securities 20 - 331,356
Bk N oA BE TE Advances and other accounts 21 165,267,211 159,017,509
L[] 422 il B e E 4 Interests in jointly controlled entities 23 192,144 2,159,614
WA O ) 2 Interests in associates 24 2,625,812 3,592
wEYE Investment properties 25 3,266,150 3,225,920
LS T b A 25 Interests in leasehold land 26 161,427 167,366
HoAth 4 2 Ko 5 Other properties and equipment 27 1,268,427 1,370,474
A [a] Yt IH Tax recoverable 614 2,681
7% STl TE A Deferred tax assets 30 50,917 37,841
HIFE & B Assets classified as held for sale 32 1,980 149,021
HMEE Total assets 314,477,833 298,766,815
1 Liabilities
[A] A7 7K Deposits and balances from banks 35,401,573 33,134,691
Lo HRIA T 2 Ak Trading liabilities - 77,380
fi A4 R T H Derivative financial instruments 18 769,341 794,593
EEEK Deposits from customers 28 221,329,402 210,963,646
AT ZAF A Certificates of deposit issued 7,624,032 4,582,410
BT 2 RAB R IH Subordinated debts issued 29 3,128,160 4,675,302
R TE Current taxation 211,269 174,624
7R SE Bl T B (8 Deferred tax liabilities 30 1,937 67,826
HoAbMRTE K 7 52 Other accounts and accruals 31 5,996,688 6,536,172
N U Total liabilities 274,462,402 261,006,644
A3 Equity
s Share capital 33 1,160,951 1,160,951
G Reserves 34 34,270,559 31,972,180
Total equity attributable to shareholders
S B A AR AT IBOR R A of the Bank 35,431,510 33,133,131
O TH Additional equity instruments 29 4,573,230 4,573,230
FEFE 1l 1 e TR 2 Non-controlling interests 10,691 53,810
HE 35 4R Total equity 40,015,431 37,760,171
W2 S B 1 A Total equity and liabilities 314,477,833 298,766,815

KER_O—NE=H_+—HhESE

A S RERE A March 2019.
Wl PATE S AR XU Shiging
218 AT AR LIU Jun

N ESOEH EE208H 2 308 A I & 45
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statements.

Approved and authorised for issue by the Board of Directors on 21

Executive Director and General Manager
Executive Director and General Manager

The notes on pages 50 to 208 form part of these consolidated financial
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BRI K PESRAT A RA T .0 — /UFE4EH

Ara e s B R

Consolidated Statement of Changes in Equity
HEO— /T H=1—HILZ4 ¥ For the year ended 31 December 2018

A
11 Ve
Tiff
RE R
Financial
asset
FERM  revaluation HOMER T
Bank reserve/ TH Rk
WA EARME  premises Investment HABREfE  IREGR Additional Non-
Share Capital revaluation revaluation Other  Retained it equity  controlling At
capital reserve reserve reserve  reserves  earnings  Sub-total instruments interests Total
WhEx wWTx R Tx W EWTx R Tx RWTx #WTx Rt W
HKS$000 HK$000 HK$’000 HK$000 HKS$'000 HKS000 HK$000 HKS'000 HKS$000  HK$000
RZO—tF—A—H At 1 January 2017 LI60951 57500 556,046 71348 622047 26823849 29292041 3251990  73Al4 32617445
ZO—LAMER AN - Changes in equity for 2017:
KA A Net profit for the year = = - - ~ 3858019 3858019 - 2646 3,860,665
AR AT/ Other comprehensive income/
(32H) (expense) for the year = = 6,770 (98,590) 318,989 69,661 296,830 = = 296,830
AREFLTIE / (04)  Total comprehensive income/
k) (expense) for the year - - 6,770 (98,590) 318989 3,927,680 4,154,849 - 2,646 4157495
Issue of additional equity
BTRIMER TR instrumens - - - - - - - 1321240 - 1321240
Amount decrease in non-
SR R A A 1 D> controlling interests - - - - - - - - (250 (22050)
WERLAME  Distibution for cquity instumen - - - - (I37%9) _B13759) - - G137%9)
AZO—tAEFZH=+—H At31 December 2017 and
kZ0—N\E—H—H 1 January 2018, as previously
Ul reported 1,160,951 57500 562,916 (27,242) 941,236 30437770 33,133,131 4,573,230 53810 37,760,171
MR R AR5 E)  Effect of initial application of
B HKFRS 9 - - - 23,678 - (143544)  (119,866) - - (119,866)
RZO—/ME—A—H
&5 At | January 2018, as restated 1,160,951 57500 562,916 (3,564) 941,236 30,294,226 33,013,265 4,573,230 53810 37,640,305
ZO—/VEHERABIENE ¢ Changes in equity for 2018:
AR Net profit for the year - - - - - 3219302 3219302 - (649) 3,218,653
REER AT/ Other comprehensive income/
(i) (expense) for the year - - 19502 (274,042)  (168,796)  (120,210)  (543,546) - - (543,546)
KBRS /() Total comprehensive income/
Fib (expense) for the year - - 19502 (274,042)  (168,796) 3,099,092 2,675,756 - (649) 2,675,107
Transfer to retained earnings on
N disposal of equity securities
LA s 2 e at fair value through other
R4 R R A comprehensive income - - - 5,114 - (5,114) - - - -
Amount decrease in non-
JERE A R A 1 D controlling interests - - - - - - - - (470) (2470
ERTENE Distribution for equity instruments - - - - - (sI51) (87510 - - (5150

MZO0—AE+ZA=1—H At31 December 2018

1,160,951

582,418

(272,492)

712,440

33,130,693 35,431,510

4,573,230

10,691

40,015,431

=R 50 E £ 208 H 2 sE R B b & 47
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The notes on pages 50 to 208 form part of these consolidated financial

statements.
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AEBERESR
Consolidated Cash Flow Statement
HE O~/ H=1—H ILZ4 ¥ For the year ended 31 December 2018

—O—N\ — 0=
| 0182017
FERE BT Sk o W
Note HKS$°000 HK$°000
BERHZBERAGH Cash generated from operations 38(a) 268,279 22,943,113
AN B U I A B Hong Kong profits tax paid (364,891) (567,288)
A i AN B TE Overseas tax paid (125,374) (139,058)
BEWEHZBE (W)~ Net cash (used in)/generated from
WAF# operating activities (221,986) 22,236,767
BEWD Investing activities
IEA B SR E ‘ Purchase of investment in securities (36,977,955) (52,075,157)
A T ] 56 5 R T R Proceeds from sale and redemption of
ZFKIE investment in securities 35,614,518 50,006,640
ML ] 2 o) B A 2 SRS Acquisition of share capital of an associate (75,000) =
HERLIL[R] #2 ) B e 2 Vs Proceeds from liquidation of a jointly
A IH controlled entity - 2,632
g BB [ 42 o) B Dividends received from jointly controlled
R NP &5 entities and associates 28,285 21,804
Payment for additions of other properties and
138 E H AW S K AR equipment (70,994) (152,381)
H B Ho A W 2E K A S Proceeds from disposal of other properties and
ZAKIE equipment 994 109,290
BREWMBZ B L E 5 Net cash used in investing activities (1,480,152)  (2,087,172)
il i B Financing activities
#HME 4 LR Distribution for additional equity instruments (257,511) (313,759)
BATRSMER LR Issue of additional equity instruments - 1,321,240
AT 7 AR EETE Subordinated debts issued - 3,117,906
1838 B B AT R B E 2 Repayment of subordinated debts issued (1,569,960) =
FE P2 il P 18 SRR £ 114 Y Amount decrease in non-controlling interests (42,470) (22,250)
ALETE B > B4 (ili),  Net cash (used in)/generated from
CwA®®. financing activities (1,869,941) 4,103,137
HEeR%ZRB4EHEE 22T Net (decrease)/increase in cash and cash
(WA),/ ¥ m equivalents (3,572,079) 24,252,732
B —H—HB&RER Cash and cash equivalents at
B&IEHE 1 January 41,610,185 17,436,188
AN e SR S iy > R 2 Effects of foreign exchange rate changes 673,186 (78,735)
RT_H=1+—H8&Rk Cash and cash equivalents
%R 4 EH at 31 December 38(b) 38,711,292 41,610,185
BETRHBEFREMHR © Cash flows from operating activities include:
HLE A Interest received 8,974,093 7,226,879
FILE Interest paid 4,782,562 3,032,935
i Sl A Dividends received 45,013 75,507

=R 50 E £ 208 H 2 sE R B b & 47
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statements.

The notes on pages 50 to 208 form part of these consolidated financial
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AP R LR

Notes to the Financial Statements

1 EEEFBOR
1.1 HR B BT

AAR G RS R TR 2 W B
T MR o BT A A St A A
A SItz L7 2 A 7 s B o R B
A g At e - AR SR
At RAR R o AKR G B AR R R A
AR (AR 2 EK -

A R B i 3R DR S AR R A
B AL LA (B RS AR 1 iR 2 4l
HEKAMR (BFEMTEEMTHE) > DA
- (L w A HE At 2 T i A 2 4 A
BeEY R EEE BT -

A S 5 A v T ot YR ) 2 B AR
AR ZHEE 2 Gatfhat > MHEH
& 7E R A 42 ) i BOR 2 R A AR
BT o W BBORAR BE 2 ) B M s 4
Pe ~ BB B KA T B A AR G B Wik
AEREB GG > CRroit e -

AU B AT OO A 2 T A o S R
HAER ZEHT > W —O— NF—H—
H e R 2 Gt BB IR AR 2 - AR
EERA T3 B e A B 2 BB RT 2
s P s e YR B

— T VB R R R SR OSR [ it T
H 1> gl A G @ TR G2
Je sz B W) T A AR 2R
ZOR

SR

Fir A e R Al A AT A s B RS
o e F 265 0 5% 8 T A I oA 2 & R
FE o AR SR AR S B - A
OV (B G A\ HE A 2 T R i R
B RL AR (RS AR 2 AR AH

1 Significant accounting policies
1.1 Basis of preparation

The consolidated financial statements have been prepared in accordance
with all applicable Hong Kong Financial Reporting Standards (HKFRSs),
which collective term includes all applicable individual Hong Kong
Financial Reporting Standards, Hong Kong Accounting Standards
(HKASs) and Interpretations issued by the Hong Kong Institute of
Certified Public Accountants (HKICPA) and accounting principles
generally accepted in Hong Kong. The consolidated financial statements
also comply with the requirements of the Hong Kong Companies
Ordinance.

The consolidated financial statements have been prepared under the
historical cost convention, as modified by the revaluation of financial
assets and financial liabilities at fair value through profit or loss
(including derivative financial instruments), financial assets at fair value
through other comprehensive income and investment properties.

The preparation of financial statements in conformity with HKFRSs
requires the use of certain critical accounting estimates. It also requires
management to exercise its judgments in the process of applying the
Group’s accounting policies. The areas involving a higher degree of
judgment or complexity, or areas where assumptions and estimates are
significant to the consolidated financial statements are disclosed in
Note 2.

The HKICPA has issued a number of amendments to HKFRSs, which are
effective for accounting periods beginning on or after 1 January 2018.
The Group adopted the following revised HKFRSs which are relevant to
its operations:

—  HKFRS 9, Financial Instruments, introduces new requirements for
the classification and measurement of financial instruments, and
recognition of expected credit loss on financial assets:

Classification and measurement

All recognised financial assets that are within the scope of HKFRS 9
are required to be subsequently measured at amortised cost (“AC”),
at fair value through other comprehensive income (“FVOCI”), or at
fair value through profit or loss (“FVPL”).
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1 FEFFBOR (4)
1.1 RS (M)
e

FHEA B G Rt ERISE395E T 2 C ¥k
e SRR 7 ik A 5 i o 8 JUJ 2R 9
R FOR B MG BRI - TGS
BRI BOR B (E 71 55 UM B4R
R I H BBy > 75 5 AU RD A 2
RHEERZE - |52 > EREEERE
Hil 28BS A

B2 8 EoR B RE S R GERELe S 1T
1.8 o B #s & 51 ¥ R 253995 2 & 5l B
¥ WM O —LFEERERL -

PRAN A S T s I SR OSR B EE AR 2
ZROR O~ NFE—HA—HZRHE
A~ T Al O A BRI G
FE 0 S A TE R S EL At S IR L R A
BIE H RS > TR A H HEE R - i
RO~ bFENHKBENIREFES
FHHERIZE39GE MM & > BUORBEE — O — N\
A BT 251 B B RHEAT L

1 Significant accounting policies (Continued)
1.1 Basis of preparation (Continued)
Impairment

HKFRS 9 requires an expected credit loss (“ECL”) model, as opposed to
an incurred credit loss model under HKAS 39. The ECL model requires
an entity to account for ECL and changes in those ECL at each reporting
date to reflect changes in credit risk since initial recognition. In other
words, it is no longer necessary for a credit event to have occurred
before credit losses are recognised.

These new requirements are set out in Notes 1.6, 1.7 and 1.8. For the
accounting policies in relation to HKAS 39, please refer to Note 1 of
2017 Annual Report.

The differences arising from the adoption of HKFRS 9 are recognised in
retained earnings, financial asset revaluation reserve, deferred tax assets,
deferred tax liabilities and other relevant items of statement of financial
position as of 1 January 2018, without restating comparative information.
As the 2017 comparative information was prepared under HKAS 39, it
may not be comparable to information presented for 2018.

51



52

Annual Report 2018 CMB Wing Lung Bank Limited
BRI K PESRAT A RA T .0 — /UFE4EH

AP R LR

Notes to the Financial Statements

1 EEEFFBOR (8)
1.1 4 EERE (78)

1 Significant accounting policies (Continued)

1.1 Basis of preparation (Continued)

IR IR A B vl BT S R T R 5998 2 Effect of initial application of HKFRS 9

=
B Bl i
Reclassification Remeasurement
AEF B
AT
TR
E403 KEHED
it WP PREES i
From cash, FIN bl AT
balances and e b4'¢ 0
placements From SRR KATM  hATEE
withand A HFFE  financial  AFT{ From KAR%S  RREX WHAEE
loansand ~ EE i asets  HEZEAE KARE  advances WRATZ BEMEHE  WAHR
advancesto  Zii#  designated From Ifi#%  and other A Impairment  From fair
%W banksat From atfair value  available- From held- accounts at From charge  value to fy]|
Audited  amortised  trading through for-sale to-maturity amortised trading under amortised  Restated
311212017 cost securities profitorloss  securities securities cost liabilities ECL model cost 11172018
N TR 5 T4 TR 1 AR L TR T TR L TR 3 TR L TR T
HKS$000  HK$'000 HK$°000  HK$'000  HK$'000 HKS000  HKS'000 HKS'000  HKS'000 HKS'000  HKS000
i Assets
TERRATIRZ Cash, balances and placements
TR ~ 3R with and loans and advances to
R banks at amortised cost 77484818 (12,704,035) - - - - - - (16,977) - 64,763,806
PIATE AL A Cash, balances and placements
Ala 2 EAS S withand loans and advances to
IR A banks at FVOCI ~ 12704035 - - - - = = = — 12704035
Financial assets mandatorily
BEATEEA measured at fair value
Bk EMARE through profit or loss - - 1,074,095 296,696 308,193 - - - - - 1678984
HFERREZEE  Trading securities 1,074,095 - (1,07409) = = = = = - - -
KR AT Financial assets designated at fair
BRE 2 MR value through profit or loss 5,943,598 - - (296,69) - - - - - - 5646902
AT AL
2l 2 & Financial investments at
8 — s FVOCI — debt securies - - - - 43973495 - - - - - 8973495
DAFEEE AR
2GR Financial investments at
¥ — A FVOCI — equity securities - - - - 1028298 - - = - 1028298
A R Available-for-sale securities 46,390,389 - - ~ (46,390,389) - - - - - -
TEHRAGIEZ 48 Financial investments at
g amortised cost - - - - 1,080403 331,356 - - (2,305) 271 1412175
Rl e Held-to-maturity securities 331,35 - - - - (331356) - - - - -
TSR Z 82 Advances and ofher accounts
&Kl at amortised cost 159,017,509 - - - - - (7357,039) - (69,118) - 151,591,352
DA AL
22 B Advances and other accounts
fRIA at FVOCI - - - - - - 1357039 - - - 1357,039
EERIEG Deferred tax assets 37841 = = = = = = = = (449) 37392
£l Liabilities
Financial liabilities mandatorily
HUEVA TR measured at fair value through
BEEZeHER profit or loss = = = - - - - T13%0 = = 77,380
AT 2 R Trading liabilities 77,380 - - - - - - (77380 - - -
EEHAA & Deferred tax liabilities 67,826 - - - - - = - (28,087) = 39,739
SRR R R Other accounts and accruals 6,536,172 - = - - - - - 61,825 - 6597997
i Equity
Financial asset revaluation
EfheBEERHE/ reserve/Investment
EAREe ] revaluation reserve (27240 - - - (13,203) - = - 34,609 221 (3,564)
PREEA Retained earnings 30437,770 - - - 13,203 - - - (156,747) — 30294226
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1 EEEFHEOR (8)

1.1 RS (M)
BT IK IR B ol B T FR A7 2 f 5 99E 2
LB ()

MR 5 5 Vs B A ME R SR 098 1 [ A i B
KB EMRA ] EBAR > £
BHENE12,704,035,0007C > M Bk K H:
At B TE #5 ¥57,357,039,0007C H #E £5  AS
FHT B A DA AR B b A At 2 T i
7 o HTE I AE B R O U5 134,609,000 7T
L AH R 7 T A 4 il 7 o A A R R s A
s o

A A 48 7 DA TAE (8 56 A 18 25 iR 2 B
75 4 1k 15296,696,0007T S AT it H B 2 75
75 7 15308,193,00078 M0 A 154 7 vk B S
e HE R SR O5% T A5 BE AR S AT AR &
FIE | BRI E B EEREUA
FEEFABGEY SRMEE - Al fth
B2 FE AR O AL A G E e B
B 28 ST 1 i 4 B 0 SiE ol JEURY 2B
13,203,000 L. #5438 42 £ B4 Ui A1 AFERR

R 8 B s BB ik Y RIS 09E I [ 2 ik
EMFFA ] EBHEL BEEHRBK
1,080,403,00075 Hy A] it i 45 50 o B &
B R A > HOR A B A EAG 4 G E f
5 T N 18 (B s 18 % A0 e o T R 2
5 152,272,00070 B AH FES 9] © A — O —
NEFTZA=Z=+—H > ZEEHELEZ
ONTB (8 B v 85483,113,0007T © 45 7% %
EHEHERAAERSH > HRFERNER
ity 2 T YA g HP R R A -1 (B R 4
#129,150,0007C ©
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1 Significant accounting policies (Continued)
1.1 Basis of preparation (Continued)

Effect of initial application of HKFRS 9 (Continued)

As a result of “hold to collect and sell” business model classification
under HKFRS 9, balances and placements with and loans and advances
to banks of HK$12,704,035,000 and advances and other accounts of
HK$7,357,039,000 were reclassified from amortised cost to fair value
through other comprehensive income, and ECLs of HK$34,609,000 were
recognised in financial asset revaluation reserve and retained earnings
accordingly.

Debt securities designated at fair value through profit or loss of
HK$296,696,000 and available-for-sale securities of HK$308,193,000
did not meet the “solely payments of principal and interest” requirement
and were reclassified to financial assets mandatorily measured at
fair value through profit or loss. The fair value gain and deferred tax
impact of the available-for-sale securities of HK$13,203,000 previously
accumulated in the financial asset revaluation reserve were transferred to
retained earnings.

As a result of “hold to collect” business model classification under
HKFRS 9, debt securities of HK$1,080,403,000 were reclassified from
available-for-sale to amortised cost and the corresponding fair value
losses and deferred tax impact of HK$2,272,000 previously accumulated
in the financial asset revaluation reserve were reversed accordingly.
As at 31 December 2018, the fair value of these debt securities are
HK$483,113,000 and the fair value loss that would have been recognised
in other comprehensive income during the year if these debt securities
had not been reclassified are HK$129,150,000.

As a result of “hold to collect and sell” business model classification
under HKFRS 9, available-for-sale debt securities of HK$43,973,495,000
were continued to be measured at fair value through other comprehensive
income.

The Group elected to measure the non-trading available-for-sale
equity securities of HK$1,028,298,000 at fair value through other
comprehensive income.
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1 Significant accounting policies (Continued)

1.1 Basis of preparation (Continued)

application of HKFRS 9:

Impacts on opening consolidated statement of financial position from the

BEY HKFRS 9 3l
Audited 75 BB R 5 e HI Restated
31/12/2017 S99k 1/1/2018
3 ERTr  #BRTx
HK$°000 HK$°000 HK$°000
J2gi Assets
Cash, balances and placements with and
EAEER 4~ R SEAE RS EEK loans and advances to banks 77,484,818 (16,977) 77,467,841
fid4m T A Derivative financial instruments 1,408,541 - 1,408,541
Financial assets at fair value through profit
DAHEERARGRZ EMERE o loss
—MEUATEESABLGEZ - Financial assets mandatorily measured
Gl at fair value through profit or loss - 1,678,984 1,678,984
—FEHERGR B — Trading securities 1,074,095 (1,074,095) -
—HEUATEESABLEZ - Financial assets designated at fair value
BB E through profit or loss 5,943,598 (296,696) 5,646,902
G Investment in securities
— AN TE(E A A2 H R4 - Financial investments at fair value
ZEMEE through other comprehensive income = 45,001,793 45,001,793
— Ak 2 B — Available-for-sale securities 46,390,389 (46,390,389) -
— R ARG R 2 SR E — Financial investments at amortised cost - 1,412,175 1,412,175
— R E I ER — Held-to-maturity securities 331,356 (331,356) -
B H A HETE Advances and other accounts 159,017,509 (69,118) 158,948,391
L[ P E R AR Interests in jointly controlled entities 2,159,614 ~ 2,159,614
/N Interest in an associate 3,592 = 3,592
F & Investment properties 3,225,920 - 3,225,920
T 1 Hi b 25 Interests in leasehold land 167,366 = 167,366
HoAh )2 Tkt Other properties and equipment 1,370,474 - 1,370,474
a[ [a] i it JE Tax recoverable 2,681 - 2,681
RIEHIEE E Deferred tax assets 37,841 (449) 37,392
e & B Assets classified as held for sale 149,021 = 149,021
B E Total assets 298,766,815 (86,128) 298,680,687
ffig Liabilities
] SE 7K Deposits and balances from banks 33,134,691 - 33,134,691
HE AT EEZABGRZ Financial liabilities mandatorily measured at
SRAE fair value through profit or loss = 77,380 77,380
THWRIET 2 A& Trading liabilities 77,380 (77,380) -
fiEem TR Derivative financial instruments 794,593 - 794,593
% FEE Deposits from customers 210,963,646 - 210,963,646
BT A8 Certificates of deposit issued 4,582,410 - 4,582,410
BT 2 B IEEE Subordinated debt issued 4,675,302 - 4,675,302
I Current taxation 174,624 = 174,624
TRIERTE £ 1 Deferred tax liabilities 67,826 (28,087) 39,739
HoAhHETE K TR Other accounts and accruals 6,536,172 61,825 6,597,997
AR Total liabilities 261,006,644 33,738 261,040,382
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1.1 Basis of preparation (Continued)

1 Significant accounting policies (Continued)

BEY HKFRS 9 |

Audited 7 s A $ 5 S Restated

31/12/2017 H9% 1/1/2018

T wW Tt #WTx

HKS$’000 HKS$’000 HK$’000

PR Equity
(&N Share capital 1,160,951 - 1,160,951
i Reserves 31,972,180 (119,866) 31,852,314
Total equity attributable to shareholders

i B A AR AT PR A T of the Bank 33,133,131 (119,866) 33,013,265

MR T A Additional equity instruments 4,573,230 - 4,573,230

I e il ) e R £ Non-controlling interests 53,810 = 53,810
beeidgw Towlequty 37760170 (119.866) 37,640,305

HEgs I B R4 Total equity and liabilities 298,766,815 (86,128) 298,680,687
— HWMEHmAENEISHE[HEEZS —  HKFRS 15, Revenue from contracts with customers, provides a

AT Z A ) R R 4 I e
RUARI I > W5 AR EAT /AR
RAERB WA RIS o 2 HEHIE T8
W M0 A TR G - R
Ay I Ve B 3B A AR ) WO A TR R T 1
7 S F KA o

— HISMBEREENE4EZEET [ -  Amendments to HKFRS 4, Applying HKFRS 9 Financial
Instruments with HKFRS 4 Insurance Contracts, address concerns
arising from different effective dates of HKFRS 9 and the
forthcoming insurance contracts standard. Entities whose activities
are predominantly connected with insurance may choose to defer
the application of HKFRS 9 until 2021 (the “deferral approach™).
Entities that defer the application of HKFRS 9 will continue to
apply HKAS 39. The Group applied HKFRS 9 consistently to all
entities in the Group and the deferral approach was not elected.

7 5 e R S4B R B S A
JE ) 7 i B 5 o Y ) SR 9 4
TR & 7E oA 1 5 i
S SR 9558 S RIS 2% A Y £ Bt 15 ] ¥
FU) ER B it 00 A [ 2 2 ) ] RE o
E A R B B Y A 36 AT R R A
15 T 7 s 5 i Y RN 205
F20214F > A A s A i t e
HIZE395% (TR ]) « AEKZ
P A 1 B 240 55— R A A 1 B
HERIZEOGE > I RA BEIRIERIE -

principles-based approach for revenue recognition, and introduces
the concept of recognising revenue for obligations as they are
satisfied. The standard should be applied retrospectively, with
certain practical expedients available. The adoption of this standard
has no significant impacts on the Group’s revenue recognition.
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1 Significant accounting policies (Continued)
1.1 Basis of preparation (Continued)

—  Amendments to HKAS 40, Transfers of Investment Property, clarify
that there must be a change in use when a property is transferred to
or from investment properties. A change in use would involve an
assessment of whether a property meets, or has ceased to meet, the
definition of investment property; and supporting evidence that a
change in use has occurred. The requirements of these amendments
are consistent with the Group’s current practice and the adoption
of these amendments have no impacts on the Group’s financial
statements.

— HK(IFRIC)22, Foreign Currency Transactions and Advance
Consideration, provides guidance on determining “the date of the
transaction” for the purpose of determining the exchange rate to use
on initial recognition of the related asset, expense or income (or
part of it) arising from a transaction in which an entity receives or
pays advance consideration in a foreign currency. The interpretation
clarifies that “the date of the transaction” is the date on initial
recognition of the non-monetary asset or liability arising from the
payment or receipt of advance consideration. If there are multiple
payments or receipts in advance of recognising the related item,
the date of the transaction for each payment or receipt should
be determined in this way. The adoption of this standard has no
significant impacts on the Group’s financial position and financial
result.

Up to the date of issue of these consolidated financial statements, the
HKICPA has also issued certain new/revised HKFRSs which are not yet
effective for accounting period beginning on 1 January 2018 and have
not been early adopted by the Group. The Group is in the process of
making an assessment of what the impact of these new/revised HKFRSs
is expected to be in the period of initial application. The following new/
revised HKFRSs are relevant to the Group’s operations:

—  HKFRS 16, Leases, which is effective for annual periods beginning
on or after 1 January 2019.

HKFRS 16 eliminates the current requirements for lessees to distinguish
between on-balance sheet finance leases and off-balance sheet operating
leases. They are to be replaced by a single, on-balance sheet accounting
model instead. Lessees will recognize a right of use asset and a
corresponding lease liability on the balance sheet. The right of use asset
will be amortised over the length of the lease and the lease liability will
be measured at amortised cost. The Group assessed that the right of use
asset of HK$224,739,000 and lease liability of HK$224,739,000 will be
recognised on the balance sheet upon the adoption of HKFRS 16 on 1
January 2019.
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1 Significant accounting policies (Continued)
1.2 Consolidation

The consolidated financial statements for the year ended 31 December
2018 comprise the Bank and its subsidiaries and the Group’s interests in
associates and jointly controlled entities.

Subsidiaries are entities controlled by the Group. Control exists when the
Group is exposed, or has rights, to variable returns from its involvement
with the entity and has the ability to affect those returns through its
power over the entity. They include entities in which the Bank, directly
or indirectly, controls the composition of the Board of Directors, controls
more than half of the voting power or holds more than half of the issued
share capital.

Interests in subsidiaries are consolidated into the financial statements
from the date on which control commences until the date that control
ceases.

Inter-company transactions, balances and unrealised gains on
transactions between group companies are eliminated in full in preparing
the consolidated financial statements. Unrealised losses resulting from
inter-company transactions are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred.

The Group has interests in certain unconsolidated structured entities
which include (i) investment funds established and managed by the
Group to generate fees from managing assets on behalf of investors; and
(i1) third-party managed investment funds purchased by the Group.

The maximum exposure to loss from the Group’s interests in
unconsolidated structured entities is the carrying amount of the assets
held and is included in Notes 19 and 20. As at 31 December 2018, no
financial support was given to the unconsolidated structured entities
(2017: Nil).
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1 Significant accounting policies (Continued)
1.3 Jointly controlled entities

A jointly controlled entity is an entity which operates under a contractual
arrangement whereby the Group and other parties undertake an economic
activity which is subject to joint control and none of the participating
parties has unilateral control over the economic activity.

A jointly controlled entity is an arrangement whereby the Group and
other parties contractually agree to share control of the arrangement, and
have rights to the net assets of the arrangement.

The Group’s interests in jointly controlled entities are accounted for in
the consolidated financial statements under the equity method and are
initially recorded at cost and adjusted thereafter for the post acquisition
change in the Group’s share of the jointly controlled entities’ net assets
and any impairment losses relating to the investment. The Group’s share
of the post-acquisition, post-tax results of the jointly controlled entities
and any impairment losses for the year are recognised in the consolidated
income statement, whereas the Group’s share of the post-acquisition
post-tax items of the jointly controlled entities’ other comprehensive
income is recognised in the consolidated statement of comprehensive
income.

1.4 Associates

An associate is an entity in which the Group has significant influence,
but not control or joint control, over its management, including
participation in the financial and operating policy decision. This is
generally accompanied by a shareholding of between 20% and 50% of
the voting rights.

The Group’s interests in associates are accounted for in the consolidated
financial statements under the equity method and are initially recorded
at cost and adjusted thereafter for the post acquisition change in the
Group’s share of the associates’ net assets and any impairment losses
relating to the investment. The Group’s share of the post-acquisition,
post-tax results of the associates and any impairment losses for the
year are recognised in the consolidated income statement, whereas the
Group’s share of the post-acquisition post-tax items of the associates’
other comprehensive income is recognised in the consolidated statement
of comprehensive income.



Annual Report 2018 CMB Wing Lung Bank Limited
TR K BESRAT A PR B — O — /\AF4FEHR

1 EEEFFBOR (8)
1.5 WA RE

ST 8 WA S A T ) - (T
B o RS AEHEF £ A AT BE A 1] A 4R B K
W AR S (N ddE ) R T 5 R R
WA TE AR B AR 2R N FERR AN T

(a) FILEYPAR L Hi

A S TR 2 FLB A B3 Ty
PRI B RS 07 i R AR A AR R N
DAME I HE AT o

HEF R I ET = — A LS E &
Al 7 e A B AR B
SRR R 39 A0 48 LIS B A BB S
2 7k o B ARG e T AR
2 B A HRBOCA A B 4 il
THZEFHE (SBEZFH
WSRO 2 B A A
B IRE(EZ M2 - 7E5HEE R
M2 > AR Y% G TR 2 B
B AR (N FE 8 2 A7 )
M FH B SR E - HAE B R
EZEREBK - WAt H AR TA
BRI ) BT BT ORGSO 2
T EIE R R A B 2 A
THRBERZBEE Y - L5 WA
L Jr A HEAt i £ T o

A bl A (DR (A 4R R
% > HAE ORI A 53 T i
N 45 g 0T BR T A 3T 55 R A B 4 T
Z M AR o TR B ) HE A% DL B0
EE R BLER I > R 5 FLE
A o

(b) MREEZLME A

P 4 Al AR A5 17 8 2k 2 RS 2 % A 4
WA FEF B IROE SRR R > 5
TN IR S 8 2 2 o Al A R P R A
— TE IR W% Y B AR B K A2 L B T Ui
B ok 2 v A A S I BR A » FE3E
SeAE PR o BRES 2 TE AN B AR 5K
= JE B ) & 5 0 R RR S AR AR
WA ©

1 Significant accounting policies (Continued)

1.5 Revenue recognition

Revenue is measured at fair value of the consideration received or
receivable. Provided it is probable that economic benefits will flow to
the Group and the revenue and costs, if applicable, can be measured
reliably, revenue is recognised in the consolidated income statement as
follows:

(a) Interest income and expense

(b)

Interest income and expense for all financial instruments are
recognised in the consolidated income statement on an accruals
basis using the effective interest method.

The effective interest method is a method of calculating the
amortised cost of a financial asset or a financial liability and of
allocating the interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected life
of the financial instrument or, when appropriate, a shorter period to
the net carrying amount of the financial asset or financial liability.
When calculating the effective interest rate, the Group estimates
cash flows considering all contractual terms of the financial
instrument (for example, prepayment options) but does not consider
future credit losses. The calculation includes all amounts paid or
received between parties to the contract, including cash rebates
granted in relation to residential mortgage loans, that are an integral
part of the effective interest rate, transaction costs and all other
premiums or discounts.

Once a financial asset has been written down as a result of an
impairment loss, interest income is recognised using the rate of
interest used to discount the future cash flows for the purpose
of measuring the impairment loss. Subsequent increase of such
net present value of impaired assets due to the passage of time is
recognised as interest income.

Fee and commission income

Fee and commission income arises on financial services provided
by the Group and is recognised when the corresponding service
is provided, except where the fee is charged to cover the costs
of a continuing service to, or risk borne for, the customer, or is
interest in nature. In these cases, the fee is recognised as income
in the accounting period in which the cost or risk is incurred and is
accounted for as interest income.
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1 Significant accounting policies (Continued)
1.5 Revenue recognition (Continued)
(c) Finance income from finance lease and hire purchase contract

Finance income implicit in finance lease and hire purchase payments
is recognised as interest income over the period of the leases so as
to produce an approximately constant periodic rate of return on the
outstanding net investment in the leases for each accounting period.
Contingent rentals are recognised as income in the accounting
period in which they are earned. Commission paid to dealers for
acquisition of finance lease loans or hire purchase contracts is
included in the carrying value of the assets and amortised to the
consolidated income statement over the expected life of the lease as
an adjustment to interest income.

(d) Rental income for operating lease

Rental income receivable under operating leases is recognised
as other operating income in equal instalments over the periods
covered by the lease term, except where an alternative basis is more
representative of the pattern of benefits to be derived from the use
of the leased asset. Lease incentives granted are recognised in the
consolidated income statement as an integral part of the aggregate
net lease payments receivable. Contingent rentals receivable are
recognised as income in the accounting period in which they are
earned.

(e) Dividend income

Dividend income from unlisted investments is recognised when
the shareholder’s right to receive payment is established. Dividend
income from listed investments is recognised when the share price
of the investment goes ex-dividend.

1.6 Financial assets

The Group classifies its financial assets under the following categories:
financial assets at amortised cost, financial assets at fair value through
other comprehensive income, and financial assets at fair value through
profit or loss. The classification depends on the business model and
the contractual cash flow characteristics of the financial assets, or the
election of fair value option. Management determines the classification
at initial recognition.
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1 Significant accounting policies (Continued)

1.6 Financial assets (Continued)

(a)

(b)

Financial assets at amortised cost

Financial assets that are held within a business model whose
objective is to collect the contractual cash flows, and that have
contractual cash flows that are solely payments of principal and
interest on the principal amount outstanding, are measured at
amortised cost.

These financial assets are initially recognised at fair value plus
transaction costs, and are subsequently measured at amortised
cost using the effective interest method. Impairment allowances
are recognised in profit or loss with corresponding adjustment
to an allowance account which reduces the carrying amounts of
these assets. If the amount of impairment allowances decreases in
subsequent periods, the impairment loss is reversed through profit
or loss.

This category includes most of the balances and placements with
and loans and advances to banks, advances to customers, certain
trade bills and debt securities.

Financial assets at fair value through other comprehensive income

Financial assets that are held within a business model whose
objective is achieved by both collecting contractual cash flows and
selling financial assets, and that have contractual cash flows that are
solely payments of principal and interest on the principal amount
outstanding, are measured at fair value through other comprehensive
income.

These financial assets are initially recognised at fair value plus
transaction costs, and are subsequently measured at fair value.
The subsequent changes in the fair value of these assets (except
those relating to interest income and impairment) are recognised
in other comprehensive income. Impairment allowances are
recognised in profit or loss with corresponding adjustment to other
comprehensive income without reducing the carrying amounts
of these assets. The amounts that are recognised in profit or loss
are the same as the amounts that would have been recognised in
profit or loss if these assets have been measured at amortised cost.
If the amount of impairment allowances decreases in subsequent
periods, the impairment loss is reversed through profit or loss. Upon
derecognition, the cumulative gain or loss previously recognised in
other comprehensive income shall be transferred to profit or loss.

This category includes most of the trade bills, debt securities,
certain balances and placements with and loans and advances to
banks, and advances to customers.
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1 Significant accounting policies (Continued)

1.6 Financial assets (Continued)

(b)

(c)

Financial assets at fair value through other comprehensive income
(Continued)

The Group has also elected to designate some equity investments
(that is not held for trading) at fair value through other
comprehensive income. The subsequent changes in the fair value
of these equity investments are recognised in other comprehensive
income, with only dividend income recognised in profit or
loss. Unlike the financial assets mentioned above, these equity
investments are not subject to impairment assessment. Upon
derecognition, the cumulative gain or loss previously recognised
in other comprehensive income shall not be transferred to profit or
loss, and shall be transferred to retained earnings.

Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets mandatorily
measured at fair value through profit or loss and financial assets
designated at fair value through profit or loss.

(i) Financial assets mandatorily measured at fair value through
profit or loss

Financial assets that:

— are held in a business model whose objective is neither
hold to collect contractual cash flows nor hold to collect
contractual cash flows and sell, or

—  have contractual cash flows that are not solely payments
of principal and interest, or

— are not designated at fair value through profit or loss

are mandatorily measured at fair value through profit or loss.

These financial assets are initially recognised at fair value, with
transaction costs taken directly to the income statement, and are
subsequently measured at fair value. The subsequent changes
in the fair value of these assets are recognised as “Net gain/
loss arising from financial instruments mandatorily measured
at fair value through profit or loss” in the consolidated income
statement. These financial assets are not subject to impairment
assessment.

This category mainly composed of debt and equity investments.
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1 Significant accounting policies (Continued)
1.6 Financial assets (Continued)

(c) VULSTFHEEGFABGRZ Z@ EE  (c) Financial assets at fair value through profit or loss (Continued)
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Financial assets that meet the amortised cost or fair value
through other comprehensive income criteria may be designated
by management to be measured at fair value through profit
or loss (“fair value option”) at inception if they meet the
following criteria:

— The designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes
referred to as “an accounting mismatch”) that would
otherwise arise from measuring the financial assets or
recognising the gains and losses on them on different
bases;

— A group of financial assets is managed and its performance
is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and
this is the basis on which information about these assets is
provided internally to the management; or

— It relates to those financial instruments embedded with
derivatives which significantly modify the cash flows that
would otherwise be required under the contract.

These financial assets are initially recognised at fair value, with
transaction costs taken directly to the income statement, and are
subsequently measured at fair value. The subsequent changes in the
fair value of these assets are recognised as “Net gain/loss arising from
financial instruments designated at fair value through profit or loss”
in the consolidated income statement. These financial assets are not
subject to impairment assessment.

This category mainly composed of debt securities.
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1 Significant accounting policies (Continued)
1.6 Financial assets (Continued)

Purchases and sales of securities are recognised on trade-date — the date
on which the Group becomes a party to the contractual provision of the
instrument. Loans and advances are recognised when cash is advanced to
the borrowers.

1.7 Impairment of financial assets

The Group recognises expected credit loss (“ECL”) on the following
financial assets that are not measured at fair value through profit or loss:

— Balances and placements with and loans and advances to banks
—  Advances to customers and trade bills

—  Insurance premium receivable

—  Debt securities

—  Certain loan commitments and financial guarantee contracts

No impairment loss is recognised on equity investments.

At initial recognition, impairment allowance is required for ECL
resulting from default events that are possible within the next 12 months
(or less, where the remaining life is less than 12 months) (“12-month
ECL”).

In the event of a significant increase in credit risk, impairment allowance
is required for ECL resulting from all possible default events over the
expected life of the financial instrument (“life-time ECL”).

The application of the ECL model will result in three stages of financial
assets:

— A financial asset is classified under Stage 1 if it was not
credit-impaired upon origination and there has not been a significant
increase in its credit risk since inception. Recognition for 12-month
ECL is required.

— A financial asset is classified under Stage 2 if it was not
credit-impaired upon origination but has since suffered a significant
increase in credit risk. Recognition for life-time ECL is required.

— A financial asset which has been credit-impaired with objective
evidence of default is classified under Stage 3 and is assessed for
life-time ECL.
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1 Significant accounting policies (Continued)
1.7 Impairment of financial assets (Continued)
Measurement of ECL

The measurement of ECL is a function of the probability of default,
loss given default and the exposure at default. The assessment of the
probability of default and loss given default is based on historical data
adjusted by forward-looking information.

Generally, the ECL is estimated as the difference between all contractual
cash flows that are due to the Group in accordance with the contract and
all the cash flows that the Group expects to receive, discounted at the
effective interest rate.

For loan commitments, the ECL is the present value of the difference
between the contractual cash flows that are due to the Group if the
holder of the commitment draws down the loan and the cash flows that
the Group expects to receive if the loan is drawn down.

For financial guarantee contracts, the ECL is the present value of the
expected payments to reimburse the holder of the guarantee contract
less any amounts that the Group expects to receive from the holder, the
debtor or any other party.

Credit-impaired financial assets (Stage 3 assets)

The Group assesses at the end of each reporting period whether a
financial asset is credit-impaired. A financial asset is credit-impaired
when one or more events that have a detrimental impact on the estimated
future cash flows of the financial asset have occurred. Credit-impaired
financial assets are referred to as Stage 3 assets and their interests are
accrued net of the impairment amounts. Evidence that a financial asset is
credit-impaired includes but not limited to the following observable data:

(i) significant financial difficulty of the issuer or obligor;

(ii) a breach of contract, such as a default or delinquency in interest or
principal payments;

(iii) the Group granting to the borrower, for economic or legal reasons
relating to the borrower’s financial difficulty, a concession that the
lender would not otherwise consider;

(iv) it becoming probable that the borrower will enter into bankruptcy or
other financial reorganisation; or

(v) the disappearance of an active market for that financial asset
because of financial difficulties.
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1 Significant accounting policies (Continued)
1.7 Impairment of financial assets (Continued)
Credit-impaired financial assets (Stage 3 assets) (Continued)

A loan that has been rescheduled due to a deterioration in the borrower’s
financial condition is usually considered to be credit-impaired unless
there is evidence that the risk of not receiving contractual cash flows has
reduced significantly and there are no other indicators of impairment.

Definition of default

The Group considers that default has occurred when contractual payment
are 90 days past due or more.

Significant increase in credit risk

In assessing whether the credit risk of a financial asset has significantly
increased since origination, both quantitative and qualitative information
that is reasonable and supportable, including historical experience and
forward-looking information is considered.

More details on the determination of a significant increase in credit risk
are set out in Note 4.1.

Irrespective of the outcome of the above assessment, unless there is
reasonable and supportable information that demonstrates otherwise, the
Group presumes that there has been a significant increase in credit risk
when contractual payments are 30 days past due or more.

Modification

A financial asset is modified when the contractual terms governing the
cash flows of a financial asset are modified between initial recognition
and maturity of the financial asset.

The modified financial asset is derecognised if the existing agreement
is cancelled and a new agreement is made on substantially different
terms or if the terms of an existing agreement are modified such that the
modified financial asset is a substantially different financial instrument.

In the case where the modified financial asset is derecognised, the ECL
is remeasured at the date of derecognition to determine the net carrying
amount of the asset at that date. The difference between this revised
carrying amount and the fair value of the new financial asset will lead to
a gain/loss on derecognition.
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1 Significant accounting policies (Continued)
1.7 Impairment of financial assets (Continued)
Modification (Continued)

The new financial asset will generally has an impairment allowance
measured based on 12-month ECL.

Where a modification does not lead to derecognition, the Group
calculates the modification gain/loss by comparing the gross carrying
amount before and after the modification (excluding the ECL allowance).

The Group determines if the credit risk of the modified financial asset
has increased significantly since initial recognition by comparing the
risk of a default occurring at the reporting date (based on the modified
contractual terms) and that at initial recognition (based on the original,
unmodified contractual terms).

If the credit risk remains significantly higher than what was expected
at initial recognition, the impairment allowance will continue to be
measured at an amount equal to lifetime ECL. The impairment allowance
will only be measured based on 12-month ECL when there is evidence
of the borrower’s improved repayment behaviour following modification
leading to a reversal of the previous significant increase in credit risk.

Write-off

Loans and debt securities are written off with related impairment
allowances (either partially or in full) when there is no realistic prospect
of recovery. This is the case when the Group determines that the
borrower does not have assets or sources of income that could generate
sufficient cash flows to repay the amounts subject to the write-off.
Such loans and debt securities are written off after all the necessary
procedures have been completed and the amount of the loss has been
determined. However, financial assets that are written off could still be
subject to enforcement activities in order to comply with the Group’s
procedures for recovery of amounts due. Subsequent recoveries of
amounts previously written off decrease the impairment charge to income
statement.
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1 Significant accounting policies (Continued)
1.7 Impairment of financial assets (Continued)
Presentation of allowance for ECL in the statement of financial position

Impairment allowances for ECL are presented in the statement of
financial position as follows:

— financial assets at amortised cost: as a deduction from the gross
carrying amount of the assets;

— financial assets at fair value through other comprehensive income:
no impairment allowance is presented in the statement of financial
position as the carrying amount of these assets is their fair value.
However, the impairment allowance is recognised in the financial
asset revaluation reserve; and

— loan commitments and financial guarantee contracts: generally, as a
provision on the liabilities side.

1.8 Financial liabilities and equity instruments

The Group classifies its financial liabilities under the following
categories: financial liabilities at fair value through profit or loss,
deposits, certificates of deposit issued, subordinated debts issued and
other liabilities. All financial liabilities are classified at inception and
recognised initially at fair value.

(a) Financial liabilities at fair value through profit or loss

This category has two sub-categories: financial liabilities
mandatorily measured at fair value through profit or loss and
financial liabilities designated at fair value through profit or loss.

(1) Financial liabilities mandatorily measured at fair value through
profit or loss

Financial liability that is incurred principally for the purpose of
repurchasing in the short term are mandatorily measured at fair
value through profit or loss. It is carried at fair value and any
changes in fair value are recognised as “Net gain/loss arising
from financial instruments mandatorily measured at fair value
through profit or loss” in the consolidated income statement.
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1 Significant accounting policies (Continued)
1.8 Financial liabilities and equity instruments (Continued)

(a) VALSTHEEGFAB @RS £ A (a) Financial liabilities at fair value through profit or loss (Continued)
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A financial liability is designated as fair value through profit
or loss if it is so designated at inception. Financial liabilities
so designated include certain certificates of deposit issued and
certain deposits received from customers that are embedded
with derivatives. A financial liability is typically so designated
if it meets the following criteria:

— The designation eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes
referred to as “an accounting mismatch”) that would
otherwise arise from measuring the financial liabilities
or recognising the gains and losses on them on different
bases;

— A group of financial liabilities is managed and its
performance is evaluated on a fair value basis, in
accordance with a documented risk management or
investment strategy, and this is the basis on which
information about these liabilities is provided internally to
the management; or

— It relates to those financial instruments embedded with
derivatives which significantly modify the cash flows that
would otherwise be required under the contract.

Financial liabilities designated at fair value through profit or
loss are carried at fair value and any gains and losses arising
from changes in fair value are recognised as “Net gain/loss
arising from financial instruments designated at fair value
through profit or loss” in the consolidated income statement.
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1 Significant accounting policies (Continued)
1.8 Financial liabilities and equity instruments (Continued)

(b) Deposits, certificates of deposit issued, subordinated debts issued
and other liabilities

Deposits, certificates of deposit issued and subordinated debts
issued, other than those classified as financial liabilities at fair
value through profit or loss, together with other financial liabilities
are carried at amortised cost. Any difference between proceeds net
of transaction costs and the redemption value is recognised in the
consolidated income statement over the period of the other financial
liabilities using the effective interest method.

An equity instrument is any contract that evidences a residual
interest in the assets of an entity after deducting all of its liabilities.
Equity instruments issued by the Group are recognised at the
proceeds received from issuance, net of direct issue costs.

1.9 Repos and reverse repos

Securities sold to a counterparty with an obligation to repurchase at
a pre-determined price on a specified future date under a repurchase
agreement are referred to as repos. Securities purchased from a
counterparty with an obligation to re-sell to the counterparty at a
pre-determined price on a specified future date under a resale agreement
are referred to as reverse repos.

Repos are initially recorded as deposits and balances from banks at the
actual amount of cash received from the counterparty. Financial assets
given as collateral for repurchase agreements are not derecognised
and are recorded as investment in securities or financial assets at fair
value through profit or loss. Reverse repos are initially recorded as
balances and placements with banks at the actual amount of cash paid
to the counterparty. Financial assets received as collateral under reverse
repurchase agreements are not recognised on the balance sheet. The
difference between sale and repurchase price is recognised as interest
income or interest expense over the life of the agreements using the
effective interest method.

1.10 Derivative financial instruments

Derivatives are initially recognised at fair value on the date on which
a derivative contract is entered into and are subsequently re-measured
at their fair value. Certain derivatives embedded in other financial
instruments are treated as separate derivatives when their economic
characteristics and risks are not closely related to those of the host
contract and the host contract is not carried at fair value through profit
or loss. All derivatives are carried as assets when fair value is positive
and as liabilities when fair value is negative. Subsequent changes in fair
value are recognised in income statement.

Derivative transactions are offset and the net amount is reported in the
consolidated statement of financial position when there is a legally
enforceable right to offset the recognised amounts and there is an
intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.
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1 Significant accounting policies (Continued)
1.11 Valuation of securities and derivatives

The fair value of financial instruments is based on their quoted market
prices at the valuation date without any deduction for estimated future
selling costs. Financial assets are priced at current bid prices while
financial liabilities are priced at current ask prices. For unlisted securities
and where the market for a financial instrument is not active, the Group
estimates fair value by using valuation techniques. These include the use
of recent arm’s length transactions, reference to other instruments that
are substantially the same, discounted cash flow analysis, and option
pricing models refined to reflect the issuer’s specific circumstances.

1.12 Investment properties

Land and/or buildings which are owned and/or held under a leasehold
interest for long-term rental yields and/or for capital appreciation, and
that are not occupied by the companies in the Group, are classified as
investment property. When the Group holds a property interest under an
operating lease to earn rental income and/or for capital appreciation, the
interest is classified and accounted for as an investment property on a
property-by-property basis. Any such property interest which has been
classified as an investment property is accounted for as if it were held
under a finance lease, and the same accounting policies are applied to
that interest as are applied to other investment properties leased under
finance leases.

Investment property is measured initially at its cost, including related
transaction costs. After initial recognition, investment property is carried
at fair value. Any gain or loss arising from a change in fair value or from
the retirement or disposal of an investment property is recognised in the
consolidated income statement.

When a property is transferred to investment property following a
change in its use, any difference arising at the date of transfer between
the carrying amount of the property immediately prior to the transfer
and its fair value is recognised in other comprehensive income and
accumulated separately in equity in the bank premises revaluation
reserve in accordance with HKAS 16 “Property, plant and equipment”.
However, a revaluation increase is recognised as income only to the
extent that it reverses a revaluation decrease of the same asset previously
recognised as an expense. Decreases are first set off against increases
on previous valuations of the same asset and thereafter are debited to
the consolidated income statement. Upon disposal of the property, the
relevant portion of the bank premises revaluation reserve is released
and transferred from the bank premises revaluation reserve to retained
earnings.

When an investment property becomes owner-occupied, it is reclassified
as premises and its fair value at the date of reclassification becomes its
cost.
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1 Significant accounting policies (Continued)

1.13 Other properties and equipment

(a)

(b)

Premises

Premises represent those properties held for own use and are stated
at cost less accumulated depreciation and impairment losses. Where
the land and building elements of the leasehold properties held for
own use can be allocated reliably at the inception of the lease, the
land element is accounted for as finance lease if the lease transfers
substantially all the risks and rewards incidental to ownership to
the leasee. As such, any leasehold land premiums for acquiring the
land leases, or other lease payments, are charged to the consolidated
income statement on a straight line basis over the period of the
lease or where there is impairment, the impairment is charged to
the income statement. Any buildings which are situated on such
land leases are presented as part of premises. Where the land and
building elements of the leasehold properties cannot be allocated
reliably at the inception of the lease, the land and building elements
are treated as a finance lease and classified as premises.

Depreciation of premises is calculated on a straight line basis to
write off the assets over their estimated useful lives as follows:

—  Leasehold land is depreciated over the unexpired terms of the
leases.

— Building and improvements thereto are depreciated over the
lesser of 40 years or the remaining estimated useful life.

Furniture and equipment

Furniture and equipment is stated at cost less depreciation and
impairment losses. Depreciation is calculated on a reducing balance
basis to write off the assets over their estimated useful lives, at
annual rates ranging from 10% to 30%.

The asset’s residual values and useful lives are reviewed, and adjusted if
appropriate, at the end of each reporting period.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount.
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1 Significant accounting policies (Continued)
1.14 Impairment of other assets

Assets that have an indefinite useful life are not subject to amortisation,
but are tested annually for impairment and are reviewed for impairment
whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. Assets that are subject to
amortisation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.
An impairment loss is recognised for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The recoverable amount
is the higher of an asset’s fair value less costs to sell and value in use.

1.15 Repossessed assets

Repossessed collateral assets are reported as “Other accounts” under
“Advances and other accounts” and the relevant loans are derecognised.
The repossessed assets are measured at the minimum of the amount of
the related loans and advances, carrying amount and net realisable value.

1.16 Foreign currency translation

Items included in the financial statements of each of the Group’s entities
are measured using the currency of the primary economic environment in
which the entity operates (the “functional currency”). The consolidated
financial statements are presented in Hong Kong dollars, which is the
Bank’s functional and presentation currency.

Foreign currency transactions are translated into the functional currency
using the exchange rates prevailing at the dates of the transactions.
Foreign exchange gains and losses resulting from the settlement of
such transactions and from the translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies are
recognised in the consolidated income statement.

Non-monetary assets and liabilities that are measured in terms of
historical cost in a foreign currency are translated using the foreign
exchange rates ruling at the transaction dates. Non-monetary assets and
liabilities denominated in foreign currencies that are stated at fair value
are translated using the foreign exchange rates ruling at the dates the fair
value was determined.

Translation differences on non-monetary items such as equity securities
at fair value through profit or loss are recognised in the consolidated
income statement as part of the fair value gain or loss. Translation
differences on non-monetary items such as equity securities at fair
value through other comprehensive income are included in other
comprehensive income and accumulated separately in equity.
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1 Significant accounting policies (Continued)
1.16 Foreign currency translation (Continued)

The results of foreign operations are translated into Hong Kong dollars
at the exchange rates approximating the foreign exchange rates ruling
at the dates of the transactions. Assets and liabilities are translated into
Hong Kong dollars at the closing foreign exchange rates at the end of
the reporting period. Income and expenses are translated at the average
exchange rates for the period. The resulting exchange differences are
recognised in other comprehensive income and accumulated separately
in equity in the exchange reserve.

1.17 Income tax

Income tax for the year comprises current tax and movements in deferred
tax assets and liabilities. Current tax and movements in deferred tax
assets and liabilities are recognised in the consolidated income statement
except to the extent that they relate to items recognised in other
comprehensive income or directly in equity, in which case the relevant
amounts of tax are recognised in other comprehensive income or directly
in equity respectively.

Current tax is the expected tax payable on the taxable income for the
year, using tax rates enacted or substantively enacted at the end of
the reporting period, and any adjustment to tax payable in respect of
previous years.

Deferred tax assets and liabilities arise from deductible and taxable
temporary differences respectively, being the differences between the
carrying amounts of assets and liabilities for financial reporting purposes
and their tax bases. Deferred tax assets also arise from unused tax losses
and unused tax credits.

All deferred tax liabilities, and all deferred tax assets to the extent that
it is probable that future taxable profits will be available against which
the asset can be utilised, are recognised. Future taxable profits that may
support the recognition of deferred tax assets arising from deductible
temporary differences include those that will arise from the reversal
of existing taxable temporary differences, provided those differences
relate to the same taxation authority and the same taxable entity, and are
expected to reverse either in the same period as the expected reversal of
the deductible temporary difference or in periods into which a tax loss
arising from the deferred tax asset can be carried back or forward. The
same criteria are adopted when determining whether existing deductible
temporary differences support the recognition of deferred tax assets
arising from unused tax losses and credits, that is, those differences are
taken into account if they relate to the same taxation authority and the
same taxable entity, and are expected to reverse in a period, or periods,
in which the tax loss or credit can be utilised.



Annual Report 2018 CMB Wing Lung Bank Limited
TR K BESRAT A PR B — O — /\AF4FEHR

1 FEFFBOR (4)
1.17 P88t (4)

fERD IR EBUIH M S BUR AR E E M A
(P 1 2 Ol B 4K 000 8
Fle A 45 90 F E R SR 38 C
BL o A - ML B B G A
i -

JRESEH > AATHE AR SLA B Y 1 AT
BUIH B MR T R BEIA A AL
740 114 B R A 2 1) LA B B A B BB Al 4 T
DA o B 38l A 08 A8 3 JH 5 7 A TR TR
S0 5t 20 i B A ) B B R A B > BT
i m] o

P IR 38 18 5 5 | Y R AT BT A BLTE A B A
S ST S AT HE T Sr R RE o

74 H1 5 T L A0 A o T A i I LA ) > 8
FEEr 4 B B 1A € K RS o AR
PR A A v R R 3 A B0 TE o I
B XAF AT AR BIT
70 3t 7 1 % A SiE B R K E K B AE
HEHY

— MAMBHEEKAMNE > A%
V3B S A 9 T B D i [
KRR s 5K

— HERMWEEBIHEEKAMEAR—
T8 65 1% [ S A T AR A i P A5 P
EAE

— [ ERERBIE

— ARMERBEN - RS
— I e B E O AR A B Y
LAY § L s (YRR i
B AWBUEE E XA W
5 [ B ] B AR

1 Significant accounting policies (Continued)
1.17 Income tax (Continued)

The amount of deferred tax recognised is measured based on the
expected manner of realisation or settlement of the carrying amount of
the assets and liabilities, using tax rates enacted or substantively enacted
at the end of the reporting period. Deferred tax assets and liabilities are
not discounted.

The carrying amount of a deferred tax asset is reviewed at the end of
each reporting period and is reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow the
related tax benefit to be utilised. Any such reduction is reversed to the
extent that it becomes probable that sufficient taxable profit will be
available.

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein,
are presented separately from each other and are not offset. Current tax
assets are offset against current tax liabilities, and deferred tax assets
against deferred tax liabilities if the Group has the legally enforceable
right to set off current tax assets against current tax liabilities and the
following additional conditions are met:

— in the case of current tax assets and liabilities, the Group intends
either to settle on a net basis, or to realise the asset and settle the
liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to
income taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which, in each future period in which
significant amounts of deferred tax liabilities or assets are
expected to be settled or recovered, intend to realise the current
tax assets and settle the current tax liabilities on a net basis or
realise and settle simultaneously.
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1 Significant accounting policies (Continued)

1.18 Insurance contracts

The Group issues contracts that transfer insurance risk. Insurance
contracts are those contracts that transfer significant insurance risk. As
a general guideline, the Group defines significant insurance risk as the
possibility of having to pay benefits on the occurrence of an insured
event that are at least 10% more than the benefits payable if the insured
event did not occur.

(@)

(b)

Recognition and measurement

The Group issues various classes of insurance contract including
accident and health, motor vehicles, ships, goods in transit, property
damage, employees’ compensation, general liability and pecuniary
loss. Risks under these insurance policies usually cover one year
duration.

For all these contracts, premiums are recognised as revenue (earned
premiums) proportionally over the period of coverage. The portion
of premium received on in-force contracts that relates to unexpired
risks at the end of the reporting period is reported as the unearned
premium liability. Premiums are shown before deduction of
commission and are net of duties levied on premiums.

Claims and loss adjustment expenses are charged to the consolidated
income statement as incurred. They include direct and indirect
claims settlement costs and arise from events that have occurred
up to the end of the reporting period even if they have not yet been
reported to the Group. Liabilities for unpaid claims are separately
analysed by class of business. They are estimated using the input
of assessments for individual cases reported to the Group and
statistical techniques for the claims incurred but not reported.

Outstanding claims

Outstanding claims are assessed by reviewing individual claims and
include an estimate for claims incurred but not reported at the end
of reporting date. This provision, although not capable of precise
assessment, has been made in the light of available information
and after taking into account direct claims handling expenses and
possible recoveries from other parties. Indirect expenses relating
to the general administration of claims are not included as part of
outstanding claims.

The provision for claims incurred but not reported at the end of
reporting date is made based on historical experience.

Claims recoverable from reinsurers are included as an asset at the
end of reporting date.
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1 Significant accounting policies (Continued)

1.18 Insurance contracts (Continued)

(c)

(d)

(e)

Deferred acquisition costs (“DAC”)

Commissions and discounts that vary with and are related to
securing new contracts and renewing existing contracts are
capitalised as DAC. All other costs are recognised as expenses when
insured. The DAC is subsequently amortised over the terms of the
insurance policies as premium is earned.

Liability adequacy test

At the end of each reporting period, liability adequacy test is
performed to ensure the unearned premium reserves net of related
DAC assets are sufficient to cover the contract liabilities. In
performing this test, current best estimates of future contractual
cash flows and claims handling and maintenance (administration)
expenses, as well as investment income from the assets backing
such liabilities, are used. Any deficiency is immediately charged
to the income statement and a provision for losses arising from
liability adequacy tests (the unexpired risk provision) is established.

Reinsurance contracts held

Contracts held by the Group with reinsurers under which the Group
is compensated for losses on one or more contracts issued by the
Group and that meet the classification requirements for insurance
contracts are classified as reinsurance contracts held. Insurance
contracts entered into by the Group under which the contract holder
is another insurer (inwards reinsurance) are included with insurance
contracts.

The benefits to which the Group is entitled under its reinsurance
contracts held are recognised as reinsurers’ share of insurance
contracts. These assets consist of short-term balances due from
reinsurers, as well as longer term receivables that are dependent on
the expected claims and benefits arising under the related reinsured
insurance contracts. Amounts recoverable from or due to reinsurers
are measured consistently with the amounts associated with the
reinsured insurance contracts and in accordance with the terms of
each reinsurance contract. Premiums ceded and claims reimbursed
are presented on a gross basis.

The Group assesses the reinsurers’ share of insurance contracts
for impairment on an annual basis. If there is objective evidence
that the reinsurers’ share of insurance contracts is impaired, the
Group reduces the carrying amount of the insurance contracts to
its recoverable amount and recognises that impairment loss in the
consolidated income statement.
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1 Significant accounting policies (Continued)
1.18 Insurance contracts (Continued)
(f) Receivables and payables related insurance contracts

Receivables and payables are recognised when due. These include
amounts due to and from agents, brokers and insurance contract
holders.

If there is objective evidence that the insurance receivable is
impaired, the Group reduces the carrying amount of the insurance
receivable accordingly and recognises that impairment loss in the
consolidated income statement.

1.19 Provisions

Provisions for restructuring costs and legal claims are recognised when
the Group has a present legal or constructive obligation as a result
of past events, it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation, and a reliable
estimate of the amount of the obligation can be made. Provisions are not
recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that
an outflow will be required in settlement is determined by considering
the class of obligation as a whole. A provision is recognised even if the
likelihood of an outflow with respect to any one item included in the
same class of obligations may be small.

Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation using a pre-tax rate that
reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in the provision due to the
passage of time is recognised as interest expense.

1.20 Financial guarantee contracts

Financial guarantee contracts are contracts that require the issuer to
make specified payments to reimburse the beneficiary of the guarantee
(“the holder”) for a loss it incurs because a specified debtor fails to make
payments when due, in accordance with the terms of a debt instrument.

The fair value of the guarantee (being the guarantee fees received) is
initially recognised as deferred income in the financial statements on
the date that the guarantee was given. Subsequent to initial recognition,
the Group’s liabilities under such guarantees are measured at the higher
of the amount determined in accordance with Note 1.19 and the amount
initially recognised less cumulative amortisation recognised. Any
changes in the liability relating to financial guarantees are recognised in
the income statement.
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1 Significant accounting policies (Continued)
1.21 Employee benefits

Employee benefits include short-term leave entitlements and long-term
staff retirement benefits as follows:

(a) Employee leave entitlements

Employee entitlements to annual leave and long service leave are
recognised when they accrue to employees. An accrual is made
for the estimated liability for annual leave and long-service leave
as a result of services rendered by employees up to the end of the
reporting period.

Employee entitlements to sick leave and maternity leave are
recognised when the absences occur.

(b) Retirement benefits

The Group operates six staff retirement schemes. The assets of
these schemes are all held separately from those of the Group in
independently administered funds.

The Group’s contributions to schemes with defined contribution
arrangements and the mandatory provident fund (“MPF”) schemes
are expensed as incurred.

Annual contributions to the retirement benefit schemes with defined
benefit arrangements are determined based on periodic valuations
of the assets and liabilities of such schemes by qualified actuaries
using the projected unit credit method. Under this method, the cost
of providing retirement benefits is charged to the consolidated
income statement so as to spread the regular cost over the service
lives of employees in accordance with the advice of qualified
actuaries. The defined benefit obligation is measured as the present
value of the estimated future cash outflows using interest rates of
government securities which have terms to maturity approximating
the terms of the related liabilities.

Actuarial gains and losses on defined benefit schemes are
recognised in other comprehensive income and reflected
immediately in retained earnings.
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1 Significant accounting policies (Continued)
1.22 Operating leases

Leases where substantially all of the risks and rewards of ownership of
the asset remain with the lessor are accounted for as operating leases.
Rentals applicable to such operating leases (net of any incentives
received from the lessor) are charged to the consolidated income
statement on a straight line basis over the lease term.

Where the Group is a lessor under operating leases, assets leased
out mainly include properties and equipment and are depreciated in
accordance with the Group’s depreciation policies except where the
asset is classified as investment property. Rental income (net of any
incentives given to lessees) is recognised on a straight line basis over the
lease term. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.

1.23 Hire purchase contracts and finance leases

Leases which transfer substantially all the risks and rewards of
ownership to the lessee are classified as finance leases.

Where the Group is a lessor under finance leases, an amount representing
the net investment in the lease is included in the consolidated statement
of financial position as “Advances and other accounts”. The net
investment represents the total rentals receivable under hire purchase
contracts and finance leases less unearned finance income. Impairment
losses are accounted for in accordance with the accounting policy as
set out in Note 1.7. Finance income implicit in the rental receivable is
credited to the consolidated income statement over the lease period or
hire period so as to produce an approximately constant periodic rate of
return on the net investment outstanding for each accounting period.

1.24 Segment reporting

Operating segments, and the amounts of each segment item reported
in the consolidated financial statements, are identified from the
financial information provided regularly to the Group’s most senior
executive management for the purposes of allocating resources to, and
assessing the performance of, the Group’s various lines of business and
geographical locations. Information provided to the Group’s most senior
executive management to make decisions about allocating resources and
assessing performance of operating segments is measured in accordance
with HKFRSs.

Individually material operating segments are not aggregated for
financial reporting purposes unless the segments have similar economic
characteristics and are similar in respect of the nature of products
and services, the nature of production processes, the type or class
of customers, the methods used to distribute the products or provide
the services, and the nature of the regulatory environment. Operating
segments which are not individually material may be aggregated if they
share a majority of these criteria.
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1 Significant accounting policies (Continued)
1.25 Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents
comprise balances with original maturity within three months from the
date of acquisition including cash, balances with banks, treasury bills and
certificates of deposit that are readily convertible into known amounts
of cash and which are subject to an insignificant risk of changes in
value. Balances from banks, which form an integral part of the Group’s
cash management, are also included as a component of cash and cash
equivalents.

1.26 Related parties

For the purposes of these financial statements, a related party is a person
or entity that is related to the Group.

(a) A person or a close member of that person’s family is related to the
Group if that person:

(i) has control or joint control over the Group;

(ii) has significant influence over the Group; or

(ii1) is a member of the key management personnel of the Group or
of a parent of the Group.

(b) An entity is related to the Group if any of the following conditions
applies:

(i) The entity and the Group are members of the same group
(which means that each parent, subsidiary and fellow
subsidiary is related to the others).

(ii) One entity is an associate or joint venture of the other entity (or

an associate or joint venture of a member of a group of which

the other entity is a member).

(iii) Both the entity and the Group are joint ventures of the same
third party.

(iv) One entity is a joint venture of a third entity and the other

entity is an associate of the third entity.

(v) The entity is a post-employment benefit plan for the benefit
of employees of either the Group or an entity related to the
Group.

(vi) The entity is controlled or jointly controlled by a person

identified in (a).
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1 Significant accounting policies (Continued)
1.26 Related parties (Continued)

(vii) A person identified in (a)(i) has significant influence over the
entity or is a member of the key management personnel of the
entity (or of a parent of the entity).

(viii) The entity, or any member of a group of which it is a part,
provides key management personnel services to the Group or
to the Group’s parent.

Close family members of an individual are those family members who
may be expected to influence, or be influenced by, that individual in
their dealings with the entity.

1.27 Assets and liabilities classified as held for sale

A non-current asset (or disposal group) is classified as held for sale if
it is highly probable that its carrying amount will be recovered through
a sale transaction rather than through continuing use and the asset (or
disposal group) is available for sale in its present condition. A disposal
group is a group of assets to be disposed of together as a group in a
single transaction, and liabilities directly associated with those assets
that will be transferred in the transaction.

Immediately before classification as held for sale, the measurement of the
non-current assets (and all individual assets and liabilities in a disposal
group) is brought up-to-date in accordance with the accounting policies
before the classification. Then, on initial classification as held for sale
and until disposal, the non-current assets (except for certain assets as
explained below), or disposal groups, are recognised at the lower of their
carrying amount and fair value less costs to sell. The principal exceptions
to this measurement policy so far as the consolidated financial statements
of the Group are concerned are deferred tax assets, assets arising from
employee benefits, financial assets (other than interests in subsidiaries,
associates and joint ventures) and investment properties. These assets,
even if held for sale, would continue to be measured in accordance with
the policies set out elsewhere in Note 1.

Impairment losses on initial classification as held for sale, and on
subsequent remeasurement while held for sale, are recognised in
the consolidated income statement. As long as a non-current asset is
classified as held for sale, or is included in a disposal group that is
classified as held for sale, the non-current asset is not depreciated or
amortised.
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2 Critical accounting estimates and judgments in applying
accounting policy

The Group makes estimates and assumptions that affect the reported
amounts of assets and liabilities within the next financial year. Estimates
and judgments are continually evaluated and are based on historical
experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.

2.1 Impairment of financial assets

With the implementation of HKFRS 9, the critical accounting
estimates and judgments in relation to impairment of financial assets
and held-to-maturity securities used by the Group for the year ended
31 December 2017 are no longer applicable. The key estimates and
judgments under the impairment requirements of HKFRS 9 are as
follows:

The Group reviews its credit portfolios to assess impairment at least
on a quarterly basis. The measurement of impairment losses across all
categories of credit asset requires judgement, in particular, the estimation
of the amount and timing of future cash flows 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.

2.2 Fair value of financial instruments

The fair values of financial instruments that are not quoted in active
markets are determined by using valuation techniques. Where valuation
techniques (for example, models) are used to determine fair values,
they are validated and periodically reviewed by qualified personnel
independent of the department that created them to ensure that outputs
reflect actual data and comparative market prices. To the extent practical,
models use only observable data, however areas such as credit risk (both
own and counterparty), volatilities and correlations require management
to make estimates. Changes in assumptions about these factors would
affect the reported fair value of financial instruments.
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2 Critical accounting estimates and judgments in applying
accounting policy (Continued)

2.3 Estimate of fair value of investment properties

The fair values of investment properties are estimated based on the
valuation made by an independent professional valuer on an open market
basis. The valuation has considered a market participant’s ability to
generate economic benefit by using the asset or by selling it to another
market participant who will use the asset in its highest and best use. The
fair values are assessed based on the capitalisation of the net income for
the properties using Investment Method of Valuation. The contractual
rental income and the expected future market rental income after
allowing for outgoings and maintenance requirements are capitalised
at observed market yields. The principal assumptions underlying the
estimation of market value are those related to: the receipt of contractual
rentals; expected future market rentals; void periods; maintenance
requirements; and observed market yields.

In addition, the valuations are also assessed by reference to comparable
market transactions as reported in the relevant market at similar
locations. Appropriate adjustments have been made on the values of
the subject properties for relevant factors, such as location difference,
building age, time of transaction, shop frontage and pedestrian flow, etc.

Changes in the assumptions used in the valuation would affect the fair
value of investment properties.

2.4 Income tax

There are certain transactions and activities for which the ultimate tax
destination is uncertain during the ordinary course of business. Where
the final tax outcome of these matters is different from the amounts
that were initially estimated, such difference will impact the current
income tax and deferred income tax in the period during which such a
determination is made.

The realisability of the deferred tax asset mainly depends on whether
sufficient future profits or taxable temporary differences will be available
in the future.

In cases where the actual future taxable profits generated are less or
more than expected, or change in facts and circumstances which result
in revision of future taxable profits estimation, a material reversal or
further recognition of deferred tax assets may arise, which would be
recognised in profit or loss for the period in which such a reversal or
further recognition takes place.
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2 Critical accounting estimates and judgments in applying
accounting policy (Continued)

2.5 Ultimate liability arising from claims made under insurance
contracts

The estimation of the ultimate liability arising from claims made under
insurance contracts is one of the Group’s critical accounting estimates.
Estimates and judgments are continually evaluated and based on
historical experience and other factors, including expectations of loss
events that have been incurred but not reported (“IBNR”) to the Group
at the end of the reporting period. The estimation of IBNR claims is
generally subject to a greater degree of uncertainty than the estimation
of the cost of settling claims already notified to the Group, where
information about the claim events is available. IBNR claims may not be
apparent to the insured until many years after the event that gives rise to
the claim has happened.

Estimation of the ultimate cost of certain liability claims can be a
complex process. There are several sources of uncertainty that need
to be considered in the estimating of the liability that the Group will
ultimately pay for such claims. In particular, the claims arising from the
employees’ compensation and other liability policies can be longer in
tail and difficult to estimate. The Group has appointed an independent
actuary to estimate the claim liabilities using established actuarial
methodologies. The methodologies are statistical in nature and can be
affected by various factors. The more significant factors that can affect
the reliability of the liability estimation include jurisprudence that can
broaden the intent and scope coverage of the protections offered in the
insurance contracts issued by the Group, the extent to which actual claim
results differ from historical experience and the time lag between the
occurrence of the event and the report of such claim to the Group.

2.6 Staff retirement scheme

Actuarial assumptions are made in valuing future pension obligations as
set out in Note 15. There is uncertainty that these assumptions will hold
true in the future. They are reviewed periodically and are updated where
necessary.
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3 Bank Level Statement of Financial Position

ZO0O—N\ =0—t
2018 2017
R W T BT T
Note HKS$’000 HK$’000
&R Assets
E‘Eﬁfﬁi [F] SEAF T Cash, balances and placements with
B and loans and advances to banks 85,860,702 77,148,717
A4 T H Derivative financial instruments 487,673 1,408,541
HE I TEEE AR  Financial assets mandatorily measured
Z g E at fair value through profit or loss 2,087,973 =
FHE R B MR 205 Trading securities _ 1,040,934
e U/\$fﬂf s AfHziE  Financial assets designated at fair
A A value through profit or loss 4,200,028 5,646,902
DA B AE b A A 4 T Financial investments at fair value
Wi ts 2 e through other comprehensive income 47,166,430 =
Al 2 Available-for-sale securities - 45,012,059
TEBES RUAY IR 2 4 Bl % Financial investments at amortised cost 148,199 —
F5 2 2 A5 5 Held-to-maturity securities - 331,356
K B HA R TE Advances and other accounts 164,604,243 158,333,202
Bﬁ%i\\ﬁj%fﬁ Interests in subsidiaries 22 823,147 823,147
I_]TA’?FJE‘E@TEES Interests in jointly controlled entities 22,000 1,258,600
5 &N e g Interests in associates 1,236,600 -
# Q%% Investment properties 3,331,634 3,261,765
THE - HfE 25 Interests in leasehold land 116,006 133,516
HoA ) 2 B st Other properties and equipment 1,190,427 1,293,736
Al [a] B IH Tax recoverable 614 2,681
MEIEF TH & Deferred tax assets 40,151 37,721
GIE & & Assets classified as held for sale 1,980 -
MERE Total assets 311,317,807 295,732,877
=L Liabilities
[F] ZEAE 2K Deposits and balances from banks 35,401,573 33,134,691
LG IRIAT Z B AR Trading liabilities - 77,380
fTH= 4 Rl T HL Derivative financial instruments 769,341 794,593
BPIER Deposits from customers 222,436,199 211,919,279
AT Z A7 Certificates of deposit issued 7,624,032 4,582,410
BT 2R EEA Subordinated debts issued 3,128,160 4,675,302
WA A Current taxation 205,360 157,674
PE S A JA B 15 Deferred tax liabilities - 63,767
oAb B TE K T 2 Other accounts and accruals 3,954,052 4,392,279
BB Total liabilities 273,518,717 259,797,375
HE fii Equity
A Share capital 1,160,951 1,160,951
fiti i Reserves 34 32,064,909 30,201,321
Total equity attributable to
S A AT IR AR B R shareholders of the Bank 33,225,860 31,362,272
FHSMER TH Additional equity instruments 4,573,230 4,573,230
i 4 A8 Total equity 37,799,090 35,935,502

2 [ AR

Total equity and liabilities 311,317,807 295,732,877

LER _O—LF=H -+ —HH#EH Approved and authorised for issue by the Board of Directors on 21

B AR A - March 2019.
wl i AT HE R AR XU Shiqing Executive Director and General Manager
B8 BATE F AR AR LIU Jun Executive Director and General Manager
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4 Financial risk management

The Group’s activities expose it to a variety of financial risks and those
activities involve analysis, evaluation, acceptance and management of
some degree of risk or combination of risks. The Group recognises that
taking risk is core to its financial business and the operational risks
are an inevitable consequence of being in business. The Group’s aim is
therefore to achieve an appropriate balance between risk and return and
minimise potential adverse effects on the Group’s financial performance.

The Group has established policies and procedures for the identification,
measurement, control and monitoring of the inherent risk of the
operations. The most important risks are credit risk, market risk,
liquidity risk and operational risk. Market risk includes currency risk,
interest rate risk and other price risks. The adequacy and effectiveness
of risk management policies and procedures are regularly reviewed by
the Management Committee of the Board of Directors (the “Management
Committee”). The Internal Audit Department also performs regular audits
to ensure compliance with policies and procedures.

4.1 Credit risk

The Group takes on exposure to credit risk, which is the risk that an
obligor (including guarantor) or a counterparty will cause a financial
loss for the Group by failing to discharge an obligation. Credit
exposures arise principally from loans and advances, debt securities,
derivative financial instruments, treasury bills, and other on-balance
sheet exposures to counterparties in the Group’s asset portfolio. There is
also credit risk in off-balance sheet financial arrangements such as loan
commitments. Significant changes in the economy, or in the health of a
particular industry segment, could result in losses that are different from
those provided for at the end of the reporting period.

The Group has established credit policies that govern credit extension
criteria, credit approval, review and monitoring processes, the internal
credit rating system and impairment assessment processes. The Group’s
credit risk management and control are centralised in Credit Management
Department which reports to the Credit Committee and Management
Committee regularly. The Board of Directors has ultimate responsibility
for the effectiveness of credit risk management processes.

87



88

Annual Report 2018 CMB Wing Lung Bank Limited
BRI K PESRAT A RA T .0 — /UFE4EH

AP R LR

Notes to the Financial Statements

4 il E b B (A1)
4.1 f5 & EbE (4)

(a) 1B EE

(i) &

TERFAG RS~ [ 36 HAt 52 5 3 T H K
2R EE > GRAARZ RERE
P % B A R B AR 5 B R AR Y
—H o AEBZEHARRAETEE
LHEF AR AFEABA (WEH)
Z P BURE J1 o S AT KRR B 32 B Y J
B o M ELAHBRE B AR B E AL G 2 1R
B B A oy B B

(i) BB K8 4

TR A B 85 w5 o 2 JRLBR Wy > B BRI AR
AT B A1 R A BT AR 2 T SR BT Al K
BELE R B o RN MR I AL
P 7 AR B 9 JEL By T 22 2 5 B [E] K
S [7 B PR A 2 ) S B 2R o

(iii) BRAF BLAH B 0 7K G

A SR PR A BOREE BRI R ORE
LAs s o wz%% TRZ £2H KRR

EARERAGESMBRES - Z% T
BRI R > R A LB E
TE% P R BRI 55 = 3 JBAT AR R AF 1
fif o % TAMWABEFHMAZFE
JEUE -

e 5 SR T AR UG ~ I IR & [
5 2 T SARRE R {80 19 15 R
B o A B S SR 2 (5 R - A
2 9] <6 ] 8 AT — ZE B R (o R 988 A ) Y
TEAEIRIS o R KBS0 1 5 SR TS
B A FF H R E R BOKF > B EAR
(9 o BRI S T RE M B AG  1E R D
R 2 RIS BB o AR 5 &
ARIEZ IR - AR RIS — g L
ARYEAFAE BT 115 B AR -

(b) 15 BBRAEHE M K 58 il
B W B LA R o BRI R

R 58 7 6 T > R AT SN K
5 o & 1 B P o

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(a) Credit risk measurement

(i) Loans and advances

In assessing credit risk of loans and advances to customers and to banks
and other counterparties, effective systems are adopted for measurement
and monitoring of the credit risk as part of the credit assessment process.
The Group’s credit grading system, which in general, takes into account
the underlying credit-worthiness of the counterparties, including the
financial strengths of the guarantors (as the case may be), collateral
pledged and the risk of specific transactions, allows differentiation and
management of credit risk for asset portfolios of respective business
units.

(ii) Debt securities and treasury bills

For debt securities, external ratings from recognised external credit
assessment institutions are used for assessing and managing credit
risk exposures. The investments in these securities allow the Group to
achieve an appropriate level of returns commensurate with the risks and
to maintain a readily available source of funding at the same time.

(ii1) Credit related commitments

The Group has issued credit related commitments including guarantees
and letters of credit. The primary purpose of these instruments is
to ensure that funds are available to a customer as required. These
instruments represent irrevocable assurances that the Group will make
payments in the event that a customer cannot meet its obligations to third
parties. These instruments carry similar level of the same credit risk as
loans.

Commitments to extend credit represent unused portions of authorised
facility limits in the form of loans, guarantees or letters of credit. With
respect to credit risk on commitments to extend credit, the Group is
potentially exposed to loss in an amount equal to the total unused
commitments. However, the likely amount of loss is less than the
total unused commitments, as most commitments to extend credit are
contingent upon customers maintaining specific credit standards. The
Group monitors the term to maturity of credit commitments because
longer-term commitments generally have a greater degree of credit risk
than shorter-term commitments.

(b) Risk limit control and mitigation policies
The Group manages and controls concentrations of credit risk wherever

they are identified, in particular, to individual counterparties and groups,
and to industries and countries.
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4 Financial risk management (Continued)
4.1 Credit risk (Continued)
(b) Risk limit control and mitigation policies (Continued)

To avoid concentration risk, credit exposures to individual customers,
counterparties and industry sectors are carefully managed and
monitored by the use of limits. All credit risk limits are approved by the
Management Committee. The Management Committee is also responsible
for the review and approval of the largest credit exposures and portfolio
management of risk concentrations. Approval authorities are delegated
to the Group’s Credit Committee and other lending officers. Actual
credit exposures, including on- and off-balance sheet exposures, limits
and asset quality are regularly monitored and controlled by the Credit
Management Department by keeping a central liability record for each
group of related counterparties and are subject to checks by the internal
audit function.

The exposure to any one borrower including banks is further restricted
by sub-limits covering on- and off-balance sheet exposures, and daily
delivery risk limits in relation to trading items such as forward foreign
exchange contracts. Actual exposures against limits are monitored daily.

Some specific control and risk mitigation measures are outlined below:

(i) Collateral

The Group seeks to obtain collateral to mitigate credit risk to an
acceptable level. All credit decisions, whether or not secured by
collateral, are based on counterparties’ repayment capacity. The Group
implements guidelines on the acceptability of specific classes of
collateral or credit risk mitigation. The principal types of collateral in
credit risk mitigation include:

—  Mortgages over residential properties and other properties;

—  Charges over business assets such as cash deposits, premises,
machineries, inventory and accounts receivable; and

— Charges over financial instruments such as equities and debt
securities.

At 31 December 2018, the lower of gross loan amount and the estimated
fair value of the collateral and other credit enhancements held against it
amounted to HK$66,634,982,000 (2017: HK$64,589,045,000).
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4 Financial risk management (Continued)

4.1 Credit risk (Continued)

(b) Risk limit control and mitigation policies (Continued)
(i) Collateral (Continued)

At 31 December 2018, the lower of gross credit-impaired loan
amount and the estimated fair value of the collateral and other credit
enhancements held against it amounted to HK$461,324,000.

The Group has established policies to govern the determination of
eligibility of assets taken as collateral for credit risk mitigation. In order
for an asset to be considered as effective risk mitigation, the market
value of the asset should be readily determinable or can be reasonably
established. The asset is marketable and there exists a readily available
secondary market for disposal of the asset. In addition, the Group is able
to secure control over the asset if necessary. The collateral is revalued
periodically ranging from daily to annually, depending on the type of
collateral. As for those past due exposures, the main types of collateral
held are cash deposits and properties.

(i) Master netting agreements

The Group further restricts its exposure to credit losses by entering into
master netting arrangements with counterparties with which it undertakes
a significant volume of transactions. Master netting arrangements do not
generally result in an offset of the assets and liabilities in the statement
of financial position, as transactions are usually settled on a gross basis.
However, the credit risk associated with favourable contracts is reduced
by a master netting arrangement to the extent that if an event of default
occurs, all amounts with the counterparty are terminated and settled on a
net basis.

(iii) Derivatives

The principal derivatives used by the Group are interest and foreign
exchange rate related contracts, which are primarily over-the-counter
derivatives. Most of the Group’s derivative positions have been entered
into to meet customer demand and to hedge these and other trading
positions. The Management Committee places trading limits on the level
of exposure that can be taken in relation to both overnight and intra-day
market positions. With the exception of specific hedging arrangements,
foreign exchange and interest rate exposures associated with these
derivatives are normally offset by entering into counterbalancing
positions, thereby controlling the variability in the net cash amounts
required to liquidate market positions. Given the purpose for entering
into such derivative transaction, collateral or other security is not usually
obtained for credit risk exposures on these instruments, except where the
Group requires margin deposits from counterparties.
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4 Financial risk management (Continued)

4.1 Credit risk (Continued)

(b) Risk limit control and mitigation policies (Continued)
(iii) Derivatives (Continued)

Under the terms of the Group’s current collateral obligations under
derivative contracts, it is estimated the Group would not be required to
post additional collateral in the event of one or two notch downgrade in
the Group’s credit rating based on the positions as at 31 December 2018
(2017: Nil).

(c) Impairment allowance policies
(i) Impairment allowance policies

ECL for assets are calculated as the difference between all contractual
cash flows that are due to the Group in accordance with the contract
and all the cash flows that the Group expects to receive, discounted at
the effective interest rate. The calculation of ECL takes into account
the stages, the cash flow types and other risk parameters to make it an
unbiased and probability weighted average by evaluating a range of
possible outcomes incorporating forecasted macroeconomic conditions.

The Group defines the impairment assessment rules by segment to
estimate future cash flows individually or by the Rule-based Approach.

Assets are divided into several segment, including Corporate,
Non-Mortgage Retail, Credit Card, Mortgage Loans, Bank, Sovereign
and Specialised Lending. Each segment would have their risk parameters
(i.e. probability of default “PD”, loss given default “LGD”, expected
drawdown, prepayment and period of exposure).

The ECL for corporate segment with stage 3 is determined on an
individual basis using a discounted cashflow methodology. The expected
future cash flows are based on the credit risk estimates as at the reporting
date, reflecting reasonable and supportable assumptions and projections
of future recoveries and expected future receipts of interest. Collateral
is taken into account if it is likely that the recovery of the outstanding
amount will include realisation of collateral based on its estimated fair
value of collateral at the time of expected realisation, less costs for
obtaining and selling the collateral. The cashflows are discounted at a
reasonable approximation of the effective interest rate.
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Internal credit rating

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(c) Impairment allowance policies (Continued)
(i) Impairment allowance policies (Continued)

Other segments would be assessed by Rule-based Approach by
computing the present value of difference between the contractual
cash flow due to the Group in accordance with the contract and all the
cash flows that the Group expects to receive. Except individual card
segment, ECL would be calculated in account level, while accounts
under individual card segment would be grouped based on similar risk
characteristic (i.e. current rating, original rating, day past due). Both the
contractual cash flow and expected cash flow would be discounted by
effective interest rate to present value. For each expected cash flow, the
probability of default, loss given default and exposure at default would
be accessed.

Assets are classified into three stages to reflect the expected credit loss.
Impairment allowance of each stage is calculated based on the product
of probability of default, loss given default and exposure at default. The
Group will account for expected credit losses within the next 12 months
as Stage 1 when those financial instruments are first recognised; and
to recognise full lifetime expected credit losses as Stage 2 when there
have been significant increases in credit risk since initial recognition.
Full lifetime expected credit losses will also be recognised as Stage 3 if
objective evidence of impairment occurred and interest accrual will then
be net of the impairment amount of associated Stage 3 financial assets.

Significant increases in credit risk for stage 2 assets is determined by
segment, credit risk ratings, date of initial recognition, delinquency and
credit asset classification.

The table below shows the relationship between the Group’s internal
credit rating and credit asset classification.

e B 7 2 43

Credit asset classification

il 1-23
Grades 1-23
24
Grade 24
25
Grade 25
26
Grade 26
27
Grade 27

s

Pass

Special Mention
Substandard
SR

Doubtful

s 1

Loss
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4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(c¢) Impairment allowance policies (Continued)
(i) Impairment allowance policies (Continued)

“Pass” represents credit assets where the obligor is current in meeting its
repayment obligations and full repayment of interest and principal is not
in doubt.

“Special Mention” represents credit assets where the obligor is
experiencing difficulties which may threaten the Group’s position.
Ultimate loss is not expected at this stage but could occur if adverse
conditions persist.

“Substandard” represents credit assets where the obligor displays a
definable weakness that is likely to jeopardise repayment.

“Doubtful” represents credit assets where collection in full is improbable
and the Group expects to sustain a loss of principal and/or interest,
taking into account the net realisable value of the collateral.

“Loss” represents credit assets which are considered uncollectible
after all collection options (such as the realisation of collateral or the
institution of legal proceedings) have been exhausted.

The decision rules for stage allocation are as follows:

P A

Decision Rules

BB

Stage 1

PR

Stage 2

=B

Stage 3
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- Current internal credit rating is between 1 to 7; or Current internal credit
rating is between 8 to 23 with less than 3 notches downgrade since
origination; and

- Less than 30 days past due

—  New accounts with Special Mention status

—  CERTR AR RREAL S 24 5 B AT N AR (E BT
IR RE3AR A L 5 5%

- PR30 E89H

- Current internal credit rating is 24; or Current internal credit rating is
between 8 to 23 with 3 or more notches downgrade since origination; or

— 30 to 89 days past due

- EATAERE BRI 252272 H 5 5L

- EEFK90 H B B

—  Current internal credit rating is between 25 to 27; or

- 90 days past due or more

B AR B R 8 223 2 KL H A 41

AR 8 2223 2 [H] H B W1 IR FERR

Based on statistical approaches, the Group has came up with a series
of macroeconomic factors that exhibit significant correlation with the
Group’s internal default rates and collateral value. The Group designs
three scenarios with these macroeconomic factors, namely optimistic,
base and pessimistic. The Risk Management Committee members put
forth their most holistic view on the likelihood of occurrence, enabling
the Group to generate forecasts of macroeconomic factors and the
forward-looking PD and LGD. These forward-looking PD and LGD are
then used as input parameters in the expected credit loss model.
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HE > WHERR A ERRS o @5 &7
il 3 7 T8 B A 2 AT G2 IR
T 2 FT RE WA IE] 2 B O > 4 SRR B
MY P BRI B -

SR A RN W(E HE A T B G) M RMR R B 2
SREI SO AR I EE 5 KGi)EEL
B I 1 A Bl AR 1w sR m 4R L > ik
R LS 2 g > KGRI > FEH
T SIf? DA 468 B BV Al 72

(d) FHIEHLIT 4 R F A 5 B B B 2 i
Z 17 5 1 B B

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(c) Impairment allowance policies (Continued)
(i1) Impairment allowance policies for 2017

The Group undertakes ongoing credit analysis and monitoring of its
credit portfolios, and requires the review of individual financial assets
that are above preset thresholds at least annually or more regularly when
individual circumstances require. Impairment allowances are recognised
for losses that have been incurred at the end of the reporting period
based on objective evidence of impairment as described in Note 1.7 of
2017 Annual Report. The Group’s internal credit rating system assists
management to determine whether objective evidence of impairment
exists.

Impairment allowances on individually assessed accounts are determined
by an evaluation of the incurred loss at the end of the reporting period
on a case-by-case basis, and are applied to all individually significant
accounts. The assessment normally encompasses commitment of
collateral held and the anticipated cash flows for that individual account
adjusted at the relevant discount rates.

Collectively assessed impairment allowances are provided for (i)
portfolios of homogenous assets that are individually below preset
thresholds; and (ii) losses that have been incurred but have not yet been
individually identified, using available data on historical loss experience,
and economic conditions, statistical analysis and supplemented by
experienced judgment.

(d) Maximum exposure to credit risk before collateral held or other
credit enhancements

—O—N\ —0—
2018 2017
BT BT T
HK$’000 HK$°000
Balances and placements with and loans and

[m] ZELE T M Bk advances to banks 85,552,951 76,580,234
A4 T H Derivative financial instruments 487,673 1,408,541

PLAFEE A B RIRZ Financial assets at fair value through profit
R E or loss 6,517,668 6,984,532
ARG Investment in securities 46,987,585 45,385,254
R HA R TH Advances and other accounts 165,267,211 159,017,509
5 BRI Credit commitments 40,743,965 64,000,245
345,557,053 353,376,315
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4.1 f5 & mBE (4)

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(e) EHEJH il i B 3R 5 WER 5 90E &

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied

() BRI

(i) Gross carrying/notional amount

BREE B R B R B aat
Stage 1 Stage 2 Stage 3 Total
T T i o BT
HK$’000 HK$’000 HK$’000 HK$°000
—O—N\& 2018
Balances and placements
with and loans and
(7] SEAE TR B B advances to banks
— PRSI A TIEE (3EFE17) - at amortised cost (Note 17) 69,575,202 - - 69,575,202
— AP A2 — at fair value through other
e 45 * comprehensive income* 16,009,397 - - 16,009,397
(v e Debt securities
— R ARSI (GERE20) - at amortised cost (Note 20) 624,271 - 197,624 821,895
— AP A A2 — at fair value through other
i 45 * comprehensive income* 46,352,313 - 746,287 47,098,600
B H A R Advances and other accounts
— R A 51 B — at amortised cost* 148,136,606 7,093,751 917,516 156,147,873
— APEE A2 — at fair value through other
g 25 *# comprehensive income** 5,281,521 2,556,201 - 7,837,722
Loan commitments and
financial guarantee
RFORE K B G 4 contracts® 9,383,765 219,863 22,923 9,626,551
295,363,075 9,809,815 1,884,350 307,117,240

*

AU S MR AR S R *
o7 5 (E W g B 28 O 1B ok 2 1E W
W & MO E S O A Rk B

PR RGP R BB A
A o

For the purposes of this disclosure, the gross carrying amounts represent
the amortised cost of financial assets, before adjusting for any impairment
allowances and changes in fair value, and therefore may not agree with
those shown in notes to the financial statements.

f AR SR RAET EE MR
OB (B AR 2 WO IE - [R] L BEL A RS R
AERE21 361 51 7R Y BT BT A ] -

The amounts represent those items that are subject to impairment
requirements under HKFRS 9 and therefore do not agree with those shown
in Notes 21 and 36 to the financial statements.
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4.1 f5 & mBE (4)

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(e) EHEJH il i B IR 5 WER 5 9E &
T (A AE 19 2 il B L ()

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied (Continued)

(i) JRAEHEAHS

(i1) Impairment allowances

i BB PR At
Stage 1 Stage 2 Stage 3 Total
W Tou W T U W T W% T
HK$°000 HK$°000 HK$°000 HK$°000
ZO— N\ 2018
Balances and placements
with and loans and
[F] SEAF R S B advances to banks
— PR A S R
(FERE17) — at amortised cost (Note 17) (31,648) - - (31,648)
— DAAPE B RS A=A — at fair value through other
AT AR A comprehensive income” (1,688) - - (1,688)
(Lt iTe Debt securities
— SRR A S R
(7EF20) — at amortised cost (Note 20) (864) - (141,540)  (142,404)
— DAAPE B RS A=A — at fair value through other
2 T WAL 2 comprehensive income” (15,751) - (580,975) (596,726)
B B HA HRTH Advances and other accounts
— SRR A S R
(FERE21) — at amortised cost (Note 21) (122,171) (55,691) (550,701) (728,563)
— DAAPE B RS A=A — at fair value through other
AT AR A comprehensive income” (118) (42,287) - (42,405)
BOPORE R RIS A K Loan commitments and financial
(FERE31) guarantee contracts (Note 31) (12,906) (6,084) (15,960) (34,950)
(185,146) (104,062)  (1,289,176)  (1,578,384)

N EHFECMEEEMBRRA L AE A
(BB AR o L (0 Y AFS 17 Tl < 8 £
AR 8 TS 8 W 9 56 T A R T

These financial assets are measured at fair value on the statement of
financial position. The corresponding impairment allowances are recognised
in financial asset revaluation reserve without reducing the carrying amounts
of these assets.
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(e) EJEJH il B IR 5 R 90t 2

T (E A AE 19 2 il B L ()

(iii) MR, 4% S A0 K (B YR A A 47

4.1 Credit risk (Continued)

4 Financial risk management (Continued)

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied (Continued)

(iii) Movements of gross carrying/notional amount and impairment

25 H) allowances during the year
— [FSEFBEK —  Balances and placements with and loans and advances to banks
13 Ul fr Sl
Non credit-impaired Credit-impaired
it AR HRe wit
Stage 1 Stage 2 Stage 3 Total
et 4451 LT i A e A
Gross  BfAMER Gross WML Gross  WIAYER Gross TR
carrying  Impairment carrying  Impairment carrying  Impairment carrying  Impairment
amount  allowances amount  allowances amount  allowances amount  allowances
EhFr #WTx ERTx #RTx W #WTx #WTx #WTn
HK$°000 HK$°000 HK$°000 HKS"000 HK$°000 HK$°000 HK$°000 HK$°000
Hell 8 R TG At amortised cost
R0 /\E—H—H >  At1 January 2018, as
AR previously reported 76,580,234 -
AR Effect of initial application
REEAIFOEZHE  of HKFRSY (12,704,035) (16,977)
RZ0—AE—=A—H>  At1January 2018,
&) as restated 03,876,199 (16977) - - - - 63,876,199 (16977)
G Transfers between Stages:
— hAf— PR R ~ Transfers from Stage | - - - - - - - -
— hA R - Transfers from Stage 2 - - - - - - - -
— i = B ~ Transfers from Stage 3 - - - - - - - -
FERRES Changes in credit risk - 4,174 - - - - - 4174
FhERL/ Net assets recognised/
(1 HERR) (derecognised) 5,949,399 (2,148 - - - - 5,949,399 (2,148)
Changes in models/risk
BH/ ARS4ES parameters - (16,697) - - - - - (16,697)
Bz Exchange difference (250,396) - - - - - (250,396) -
RZO—-NF+ZA
Sy At 31 December 2018 09,575,202 (31,648) - - - - 09,575,202 (31,648)
Jia R Net charge to
(AafEm income statement
EHFRIER) (excluding recoveries) (14,671) - - (14,671)
eI E PR ARTE Recoveries - - . -
Net charge to
g R R income statement
(1) (Note 12) (14,67 - - (14,671)
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4 <l e B A PR () 4 Financial risk management (Continued)
4.1 f B kE () 4.1 Credit risk (Continued)
(e) E@W?%ﬁfjﬁ%ﬁ%ﬁﬁﬂﬁ9%2 (e) Summary of financial assets to which the impairment requirements
T (B 1 5 19 <2 fl 7 2 () of HKFRS 9 are applied (Continued)
(iii) Eﬁ@/@ FAH OB E MR EIN (ili) Movements of gross carrying/notional amount and impairment
ZBE () allowances during the year (Continued)
— [RIZELE R B () — Balances and placements with and loans and advances to banks
(Continued)
3 Wl fr BEWRE
Non credit-impaired Credit-impaired
R HRE PR i
Stage 1 Stage 2 Stage 3 Total
el 441 I 41 i 4 et 441
Gross WML Gross  WfLHER Gross WML Gross WML
carrying  Impairment carrying  Impairment carrying  Impairment carrying  Impairment
amount  allowances amount  allowances amount  allowances amount  allowances

et KT #WTx #WFx @Rt #WTx #Wfn #WTx
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HKS'000

WAFEEEALE At fair value through other
Ee comprehensive income

RZO—/\E—H—H > At1 January 2018, as

TR previously reported - -
PRI AR RE  Effect of initial application
b a2 of HKFRS 9 12,704,035 (1,634)

RZ0—/\E—H—H> At January 2018,
&7 as restated 12,704,035 (1,634) - - - - 12,704,035 (1,634)
FEGL Transfers between Stages:
- b TR — Transfers from Stage | - - - - - _ _ _
- IR MR ~ Transfers from Stage 2 - - - - _ - _ .

- =R ~ Transfers from Stage 3 - - - . - - . -
fEERRES Changes in credit risk - 3 - - - - - 3%
PR/ Net assets recognised/

(&R (derecognised) 3,615,462 (535) - - - S| 3615462 (535)

Changes in models/risk
B/ RRs4EE parameters - 446 - - - - - 446
s £H Exchange difference (310,100) - - - - - (310,100) -
RZO—AE+ZA
== At 31 December 2018 16,009,397 (1,688) - - - - 16,009,397 (1,688)
Net charge to income
RIRERIFEA (A2 statement (excluding
R E R AE) recoveries) (54) - i} (54

Yo E SR IR Recoveries - - - _

T g R Net charge to income
(;R1) statement (Note 12) (54) i} } (54
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4 < imhJEUks A B (4)
4.1 fa BEkE (4)
(e) L JHEJH il B 75 # 5 HE R 5 90E &

(A AE 19 2 il B E WL ()

(iii) WRTAT 4% 36 A8 8 o 9 (B M 485 1A 47 1

4.1 Credit risk (Continued)

4 Financial risk management (Continued)

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied (Continued)

(iii)) Movements of gross carrying/notional amount and impairment

ZBE () allowances during the year (Continued)
— fEBES —  Debt securities
Hfs Sl fr WL
Non credit-impaired Credit-impaired
Hme B BB Rl fiit
Stage 1 Stage 2 Stage 3 Total
T I 17T ST T .
Gross  BfAHER Gross  WfLHER Gross  WRIEHER Gross  BifAtER
carrying  Impairment carrying  Impairment carrying  Impairment carrying  Impairment
amount  allowances _amount  allowances _amount  allowances amount  allowances
EWFr #WTx #Rfx #WTx W #WTx #WTx ERTn
HK$°000 HK$°000 HK$°000 HKS"000 HK$°000 HK$°000 HK$°000 HK$°000
Hel AR At amortised cost
R0~ /\E—H—H > At January 2018, as
AT previously reported - -
VR RRE  Effect of initial application
L% a7 of HKFRS 9 1,414,480 (2,305)
RZ0—/\E—H—H > At January 2018, as
&) restated 1,336,430 (2,183) 78,050 (122) - - 1,414,480 (2,303)
B g Transfers between Stages:
— hA— T ~ Transfers from Stage | (152,378) 09 - - 152,378 (229) - -
— o P - Transfers from Stage 2 - - (78,050) 1 78,050 (122) - -
— = B ~ Transfers from Stage 3 - - - : - - - -
FERRED Changes in credit risk @ - (156,570) (156,574)
FEERD/ Net assets recognised/
(# 1 1ERR) (derecognised) (556,801) 1,048 - - (33467) 15,381 (590,268) 16,429
Changes in models/risk
BH/BRSEESH  parameters 46 } B "
Amortisation of
L GHE DU discount/premium (1,012) - - - 1,633 - 621 -
B £ Exchange difference (1,968) - - - (970) - (2,938) -
RZO—AEFZA
=r=F At 31 December 2018 624271 (864) - - 197,624 (141,540 821,895 (142,404
YR TFRE /() Net reversal/(charge) to
(AL income statement
CHTRIRR) (excluding recoveries) 1,090 - (141,189) (140,099)
W E R R Recoveries - - 10,892 10,892
HE R TR R /() Net reversal/(charge) to
(3:90) income statement (Note 12) 1,090 - (130,297) (129,207)
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4 <l e B A PR () 4 Financial risk management (Continued)
4.1 f B kE () 4.1 Credit risk (Continued)
(e) E@W?%ﬁfjﬁ%ﬁ%ﬁﬁﬂﬁ9%2 (e) Summary of financial assets to which the impairment requirements
T (B 1 5 19 <2 fl 7 2 () of HKFRS 9 are applied (Continued)
(iii) Eﬁ@/@ FAH OB E MR EIN (ili) Movements of gross carrying/notional amount and impairment
ZBE () allowances during the year (Continued)
—  fE%ESE () —  Debt securities (Continued)
Hfa Sl fr WAL
Non credit-impaired Credit-impaired
Lt Bk H=RER At
Stage 1 Stage 2 Stage 3 Total
et 4451 It 451 el A Wi A
Gross TR Gross WM Gross  WRIHER Gross WML
carrying  Impairment carrying  Impairment carrying  Impairment carrying  Impairment
amount  allowances amount  allowances amount  allowances amount  allowances

T dWEx #WTx o BRTx EWEx #REx BRTx EWTR
HKS'000  HKS'000  HKS000  HKS'000  HKS'000  HKS000  HKS'000  HKS'000

DAFEEEAIL At fair value through other

2TlE comprehensive income
RZ0—/\F—H—H> Atl January 2018, as

AT previously reported - -
MR E SRS Effect of initial application

IR B of HKFRS 9 44070958 (31,643)
RZ0—/\E—R—H> At1 January 2018, as

Y restated 42,191,027 (15,080) 1,173,731 (16,503) - - 44,070,958 (31,643)
g Transfers between Stages:

-l TR ~ Transfers from Stage | (773,668) 3l - - 773,668 (311) - -

— o B ~ Transfers from Stage 2 1,273,731 (L151) (1,273,731 1,151 - - - -

— WA= R - Transfers from Stage 3 - - - - - - - -
FEEREH Changes in credit risk 7,991 15412 (580,672) (557,269)
Wl Net assets recognised/

(811 HD) (derecognised) 3,618,602 8,17) - S em) 8| 3,589,400 (8,165)

Changes in models/risk
B/ RS HED parameters 31 - - 31
Amortisation of

T B discount/premium 71,887 - - - (66) - 71,821 -
EiER Exchange difference (641,466) - - - 1,387 - (639,579) -
BZ0—-NEFZA

==f At 31 December 2018 46,352,313 (15,751) - - 746,287 (580,975) 47,098,600 (596,726)
B R R/ (Bf)  Net reversal/(charge) to

(MaffEE income statement

MBI (excluding recoveries) 169 15412 (580,664) (565,083)

Yo E SR IR Recoveries - - _ _

Net reversal/(charge) to
lE SRR/ income statement
(Bf) (GERE12) (Note 12) 169 15412 (580,664) (565,083)
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4 &b )E B B (48)
4.1 f5EEBE ()

(e) CIEJH 2 1B 7 T5 1R 75 Y R 599 2
6 (E A 19 <5 il W2 ()

(iii) MR 4% 3% A8 AR K ol (B e 45 R 4F 1Y
25 (4f)

4 Financial risk management (Continued)

4.1 Credit risk (Continued)

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied (Continued)

(iii) Movements of gross carrying/notional amount and impairment
allowances during the year (Continued)

— B ABHRIE — Advances and other accounts
3 Ul fr S
Non credit-impaired Credit-impaired
5 RE BoRE HERER i
Stage 1 Stage 2 Stage 3 Total
7T I T 77 I 1T B
Gross W[ (s Gross  WfLHER Gross  BRMAYER Gross  BRMAYER
carrying  Impairment carrying  Impairment carrying  Impairment carrying  Impairment
amount allowances amount  allowances amount  allowances amount  allowances
W #WTx #NTx #BTx  #WTx BN #WTx #W T
HK$°000 HK$°000 HKS’000 HKS’000 HK$°000 HK$°000 HK$°000 HK$’000
Hell B R T At amortised cost
RZO—=AF—=A—H At January 2018, as
AR R previously reported” 157,660,286 (631,936)
VR, Bffect of iitial application
BTz w8 of HKFRS 9 (7,357,039) (69,118)
R=0—AF—HA—H> At1January 2018, as
L] restated 139,391,873 (3L122) 9,987,201 (131,896) 924,173 (338,036) 150,303,247 (701,054)
B Transfers between Stages:
- bR — Transfers from Stage |~ (5,393,114) 41,597 4,972,629 (33,133) 420,485 (8,464) - -
— R — Transfers from Stage 2 4,089,119 (1,104)  (4,096,415) 1,668 7,296 (564) - -
— hA R ~ Transfers from Stage 3 1,134 (12) 32,296 (767) (33,430) 79 - -
[FERREH Changes in credit risk - 9,076 (5,389) (390,387) (386,700)
FEEMRR/ Net assets recognised/
(1 7ERR) (derecognised) 10,990,142 08,526 | (3,745,967) 110,362 (284,576) 09,415 6,959,599 248,303
Changes in models/risk
B/ B EES parameters - (9,132) - 3464 - (6,111) - (11,779)
LA Amounts written off - - - - (110395) 110,395 (110,395) 110,395
Unwind of discount on
WEEMHOFEERE  impaiment allowances
(ERS) (Note 5) - - - - - 12 - 12m
Bz Exchange difference (942,548) - (55,993) - (6,037) - (1,004,578) -
RZO—AE+ZA
=i=F At 31 December 2018 148,136,606 (122,071 7,093,751 (55,691) 917,516 (550,701) 156,147,873 (728,563)
i E R/ (BfE)  Net reversal/(charge) to
(R B income statement
1) (excluding recoveries) 08,470 108,437 (327,083) (150,176)
ol E bR AR Recoveries - - 22,984 22,984
Net reversal/(charge) to
Rl REER / income statement
({5 GERe12) (Note 12) 08,470 108,437 (304,099) (127,192)

o OABRSE AR T R R A
OB (B AR 2 WO JE - [ L B A RS R
AERE21 RS 1 B AT BT A

in Note 21 to the financial statements.

The amounts represent those items that are subjected to impairment
requirements under HKFRS 9 and therefore do not agree with those shown



Annual Report 2018 CMB Wing Lung Bank Limited
BRI K PESRAT A RA T .0 — /UFE4EH

102

AP R LR

Notes to the Financial Statements

4 <ol B A PR (A
4.1 f5 ®)abg (4)

(e) LI 7 il FI T 4R 7 R 595 2
60 (ET A 1 1Y <2 ol B W ()

(iii) MR 4% S8 A0 A S (B AR S 4R T
258 ()

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied (Continued)

(iii)) Movements of gross carrying/notional amount and impairment
allowances during the year (Continued)

—  BEHABRRIE (4]) — Advances and other accounts (Continued)
Hfa Sl fr B
Non credit-impaired Credit-impaired
5 MRE BoRE R fiit
Stage 1 Stage 2 Stage 3 Total
el 441 I 445 el 4 et 4451
Gross MR Gross TR Gross  WMHER Gross WML
carrying  Impairment carrying  Impairment carrying  Impairment carrying  Impairment
amount  allowances amount  allowances amount  allowances amount  allowances
hFn  #WTx #RTx #BTx  #WTx W #WTx #W T
HK$'000 HKS'000 HKS'000 HK$’000 HK$°000 HK$’000 HKS'000 HK$°000
WAFREEALE At fair value through other
ELe comprehensive income
RZ0—=A$—A—H> At1January 2018, s
AT previously reported - -
PRI E R RE  Bffect of initial application
BRI B2 of HKFRS 9 7,357,039 (133)
RZ0—/\E—H—H>  At1 January 2018, as
) restated 7,357,039 (1,332) - - - - 1357,03 (1,332)
B g - Transfers between Stages:
- A Th R ~ Transfers from Stage |~ (2,577,500) 1,164 2,571,500 (1,164) - - - -
— BB ~ Transfers from Stage 2 - - - - . - - i}
- B =R ~ Transfers from Stage 3 - - - . - - . -
FERRES Changes in credit risk - (16) - (21,407) - - - (21423)
PR/ Net assets recognised/
(1 HER) (derecognised) 476,10 50 (26,512) 186 - - 449,698 236
Changes in models/risk
B/ BRSHES parameters - 16 - (19.902) - - - (19,886)
Bz Exchange difference 25,1M - 513 - - - 30,985 -
RZO—AE+ZA
== At 31 December 2018 5,281,521 (118) 2,556,201 (2,287 - - 7,837,722 (42,405)
U EFBE /(B Net reversal/(charge) to
(Mafme income statement
MR RE) (excluding recoveries) 50 (41,123) - (41,073)
(et Y Recoveries - - - -
Net reversal/(charge) to
Rl EERE income statement
(Bf) (GERE12) (Note 12) 50 (41,123) - (41,073)
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4.1 f5 & mBE (4)

(e)

] 75 7 1 B R HE R A 9E &
T (A AE 19 2l B L ()

(iii) WRTAT " 4% 36 A8 R o 9 (B e 485 1A 47 1

Z 5 E) (#%1)

—  BFURH M EmIE RS H

4.1 Credit risk (Continued)

4 Financial risk management (Continued)

allowances during the year (Continued)

Loan commitments and financial guarantee contracts

(e) Summary of financial assets to which the impairment requirements
of HKFRS 9 are applied (Continued)

(iii)) Movements of gross carrying/notional amount and impairment

Hf5 Sl fr WL
Non credit-impaired Credit-impaired
SR BoRKE H=RER At
Stage 1 Stage 2 Stage 3 Total
RREE O WERG 0 LREE O WERR  AREE  WIRH 0 RRNE WG
Notional ~ Impairment Notional  Impairment Notional ~ Impairment Notional ~ Impairment
amount  allowances amount  allowances amount  allowances amount  allowances
hFn #RTx #WTx #BTx #WTx W #WTx #W T
HK$’000 HKS'000 HKS’000 HKS$’000 HK$’000 HK$’000 HK$’000 HKS’000
R=0—/E—A—H - At January 2018, as
WAEF R previously reported® 24,946,278 -
PRI A RE  Bffect of initial application
Ao of HKFRS 9 - (61,825)
RZ0=AF—A—H> AtlJanuary 2018, s
&) restated 24,525,863 (44,253) 399,047 (4,734) 21,368 (12,838) 24,946,278 (61,825)
B g Transfers between Stages:
— hF— R - Transfers from Stage | (128,631) 1730 105,918 (1,558) 013 (15,763) - -
— {5 P B - Transfers from Stage 2 246,604 (2,540) (246,604) 2,540 - - - -
— = B ~ Transfers from Stage 3 3459 2,051) 15512 (9,331) (18971) 11,382 - -
FERREH Changes in credit risk - 9,444 - 2,060 - 3,144 - 14,648
FhERL/ Net assets recognised/
(1 HERR) (derecognised) (15,046,329) 546 (50,046) 1,908 (1,904) 212 | (15,098,279) 2,696
Changes in models/risk
BR/ RRS4ES parameters - 8,67 - 3,031 - 2,127) - 9,531
B ER Exchange difference (217,201) - (3,964) - (283) - (221,448) -
RZ0—-MEHZA
=i=H At 31 December 2018 9,383,765 (12,906) 219,863 (6,084) nMm (15,960) 9,626,551 (34,950)
i E R/ (Bf)  Net reversal/(charge) to
(AMafEpme income statement
A (excluding recoveries) 18,617 6,999 1,259 26,875
(EfRE TR Recoveries - - - -
Net reversal/(charge) to
Rl FRE income statement
() (GR1) (Note 12) 18,617 6,999 1,259 26875

f R R AR U ST A U U A B2
OB (EL AR 2 WO JH - [R] L B IS i ok

sERE36 R M HA T[] o

The amounts represent those items that are subject to impairment
requirements under HKFRS 9 and therefore do not agree with those shown

in Note 36 to the financial statements.
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Notes to the Financial Statements

4 b E kg EHE () 4 Financial risk management (Continued)
4.1 f5 8ABE (%) 4.1 Credit risk (Continued)
(D A SETFL R B3R 5 B & (f) Gross balances and placements with and loans and advances to

banks by credit quality

] SEA7 T e B MR IR A5 R S AFIl 4> The gross balances and placements with and loans and advances to banks

Hranr - are analysed by credit asset classification as follows:
i B R B =R B At
Stage 1 Stage 2 Stage 3 Total

T T T T
HK$°000 HK$°000 HK$°000 HK$’000

ZO— N\ 2018
5 4 85 W A B iR At amortised cost
ey S Pass 69,575,202 - - 69,575,202
e 2 B U Special Mention - - _ _
W ER Substandard - - — _
P Doubtful - - _ _
I ZEiE] Loss - - _ _
i T A8 Gross carrying amount 69,575,202 - - 69,575,202
DA 1 B 4R 6 A\ il At fair value through other

2 AR comprehensive income
A% Pass 16,009,397 - - 16,009,397
e B B U Special Mention - - _ _
W ER Substandard - - _ _
SR Doubtful - - _ _
518 Loss - - _ _

T ThT 44 %A Gross carrying amount 16,009,397 - - 16,009,397




Annual Report 2018 CMB Wing Lung Bank Limited
TR K BESRAT A PR B — O — /\AF4FEHR
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4.1 f5 & mBE (4)

(g) EBHEHMHIFEEHE

4 Financial risk management (Continued)
4.1 Credit risk (Continued)

(g) Gross debt securities by credit quality

TG BUAS MR B LA P E(EFE A HA  The gross debt securities at amortised cost and at fair value through
A TH R gt 2 B RE I ARG A S other comprehensive income are analysed by credit asset classification as

AT follows:
i BB PR At
Stage 1 Stage 2 Stage 3 Total
W Tou W T U W T W% T
HK$°000 HK$°000 HK$°000 HK$°000
ZO— N\ 2018
e B 8 RS ) W At amortised cost
A Pass 624,271 - - 624,271
o hEs Special Mention - - - -
WAk Substandard - - 44,915 44,915
P Doubtful - - 152,709 152,709
518 Loss - - - _
% THI 48 A Gross carrying amount 624,271 - 197,624 821,895
DA 1 B 4R 6 A\ il At fair value through other
2 AR comprehensive income
B Pass 46,352,313 - - 46,352,313
e B B U Special Mention - - _ _
WAk Substandard - - - -
P Doubtful - - 746,287 746,287
18 Loss - - - _
1R T 408 Gross carrying amount 46,352,313 - 746,287 47,098,600
BUPS A R TR M (S B N Z WP 0 The debt securities are analysed by external credit assessment
Hranr - institutions’ ratings as follows:
—O—N
2018
BT oo
HK$°000
AA-EAAA AA-to AAA 24,259,602
A-Z A+ A-to A+ 21,043,938
BBB-%BBB+ BBB- to BBB+ 4,177,622
KR BBB- Lower than BBB- 53,821
MEFT 4% Unrated 3,970,270

53,505,253
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4 <l e B A PR () 4 Financial risk management (Continued)
4.1 f5 8ABE (%) 4.1 Credit risk (Continued)
(h) HHRHMAIHAR G EE (h) Gross advances and other accounts by credit quality
B H A R TA A5 & A 53/ The gross advances and other accounts are analysed by credit asset
s - classification as follows:
FREB BB PR At
Stage 1 Stage 2 Stage 3 Total

T T T T
HK$°000 HK$°000 HK$°000 HKS$’000

“O—N\& 2018
e B 38 AR ) W At amortised cost
EH Pass 148,136,600 6,130,085 - 154,266,685
T E Special Mention 6 963,666 6,943 970,615
WAk Substandard - - 27,922 27,922
P Doubtful - - 677,628 677,628
18 Loss - - 205,023 205,023
T THT 44 %A Gross carrying amount 148,136,606 7,093,751 917,516 156,147,873
DA 1 B 4R 6 A\ il At fair value through other
2 AR comprehensive income
ok Pass 5,281,521 2,556,201 - 7837722
e B B U Special Mention - - _ _
W ER Substandard - - - -
P Doubtful - - _ _
518 Loss - - - _
T ThT 44 %A Gross carrying amount 5,281,521 2,556,201 - 7,837,722
BEEEHSHWE The advances to customers are analysed as follows:
g 5B B BEREB aat
Stage 1 Stage 2 Stage 3 Total
BT i ST wHT T
HK$’000 HK$’000 HK$’000 HKS$°000
—O—)\& 2018
R 1] 4R %E Gross carrying amount 147,293,443 9,618,181 847,955 157,759,579
AR YEA Impairment allowances (118,746) (55,690) (549,333) (723,769)

M T Carrying amount 147,174,697 9,562,491 298,622 157,035,810
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4.1 f5 & mBE (4)

(i) BHRFREMIEREAIHEHGE (i) Gross loan commitments and financial guarantee contracts by credit

4.1 Credit risk (Continued)

4 Financial risk management (Continued)

B quality
BHOKH B RIER A A MBI GEHEE  The gross loan commitments and financial guarantee contracts are
B AT analysed by credit asset classification as follows:
i BB =R B At
Stage 1 Stage 2 Stage 3 Total
W Tou W T U W T W% T
HK$°000 HK$°000 HK$°000 HK$°000
ZO— N\ 2018
B Pass 9,383,765 216,135 - 9,599,900
T E Special Mention - 3,728 - 3,728
WAk Substandard - - 22,923 22,923
SR Doubtful - - - -
518 Loss - - — _
2 FHE Gross notional amount 9,383,765 219,863 22,923 9,626,551
G) EBHsMEE (j) Modified financial assets
EEsm AR IR SREEW T ¢ The modified financial assets not derecognised are as follows:
—O—N
2018
#¥ T oo
HK$°000
W AE NS 2 %8 RS BEEX  Stage 2 or Stage 3 financial assets modified
BERREME R during the year
16 A1 i i 4R Gross carrying amount after modification 81,774
A6 BRI R T AR Gross carrying amount before modification 80,660
B IS A 2 B Ui
(FERE13) Net modification gain (Note 13) 1,114
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4 &b )E B B (48)

4.1 f5 & mBE (4)

(k) ZO—LFEZIFEEBEIE

A . O — LA B {5 B L e B 25 A e B
O — N AT A U S R T R SR o9k
Hf5 B i R R B i s —o—+
SER P RS R AR

() BEEBFEEER

IR I ARYRNME (5 B A AR A 2 A
B3 M A B B s R o 2 A R

4 Financial risk management (Continued)

4.1 Credit risk (Continued)

(k) Credit risk disclosures for 2017

As the credit risk disclosures for 2017 are not directly comparable to
that for 2018 which are on a HKFRS 9 basis, the 2017 disclosures are
separately shown below:

(i) Debt securities by credit quality

The tables below present an analysis of debt securities by rating agency

designation based on the external credit assessment institutions’ ratings
that the Group has used in relation to credit risk exposures:

I JE 25 Hofte At
Treasury bills Others Total

BETE  WETT  WETC
HK$°000 HK$°000 HKS$°000

—O—Lt 2017

I3 1A Ko 48 ok (L Neither past due nor impaired
AA- EAAA AA- to AAA 14,257,725 11,199,030 25,456,755
A- BA+ A-to A+ - 17,705,837 17,705,837
BBB-%ZBBB+ BBB- to BBB+ - 4,269,714 4,269,714
KA BBB- Lower than BBB- = 619,698 619,698
T AR Unrated — 4,317,782 4,317,782

14,257,725 38,112,061 52,369,786

Hor 8 A of which classified by:

—FHEEE BB 5 — trading securities = 1,040,934 1,040,934

— financial assets designated

— DIAHEERE AR IR

at fair value through profit

4 Rl or loss — 5,943,598 5,943,598
— Ak e S — available-for-sale securities 14,257,725 30,796,173 45,053,898
— FrERRES — held-to-maturity securities = 331,356 331,356

14,257,725 38,112,061 52,369,786

BRZOo—LtEFA=+T—H » AEH
37 48 2 A 2 AT AR 2 RS R o o

There were no impaired available-for-sale debt securities of the Group as
at 31 December 2017.
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4.1 f5 & mBE (4)

k) —O—LFEZIFEMBIEE ()

4 Financial risk management (Continued)

4.1 Credit risk (Continued)

(k) Credit risk disclosures for 2017 (Continued)

(i) FEMAHMREXFEEER (i1)) Gross balances and placements with and loans and advances to
banks by credit quality
—o—t
2017
BT
HK$’000
oA 28 1A S SRk (R Neither past due nor
B — impaired Grade 1 76,580,234

RoZo—tHETZA=Zt—H  F¥EHF
T K Sl e A K 2 Bl R K

(i) FFERAHEGEEE

banks.

At 31 December 2017, there were no overdue or impaired balances with

(iii) Gross loans and advances to customers by credit quality

HAth
LE X0 Others
Real estate 13 (PN &5k
mortgage Corporate Individual Total
T T T T
HK$’000 HK$’000 HK$’000 HK$’000
—O—+t# 2017
A% A 1) e A Dok (L Neither past due nor impaired
S — Grade 1 15,157,895 117,517,499 14,010,655 146,686,049
il Grade 2 73,088 300,274 33,410 406,772
15,230,983 117,817,773 14,044,065 147,092,821
s 300 1 0 0 (L Past due but not impaired
=l H LT Three months 