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1. RBMNBELRRFREES

1. LIQUIDITY COVERAGE RATIO AND NET

b= STABLE FUNDING RATIO
0235 FEHESR
2023 quarter ended
12A31H 9H30H 6H30H 3A31H
31 December 30 September 30 June 31 March
MENEEE LR Average value of liquidity
FE coverage ratio 165.02% 152.70% 152.07% 155.64%
025 FERES
2022 quarter ended
12 A31H 9H30H 6 H30H 3A31H
31 December 30 September 30 June 31 March
MEMEE L EH Average value of liquidity
FHE coverage ratio 139.36% 140.72% 143.98% 163.59%

MBMBELENTHERERZTENESET(E
ARERNRBUEBELXNEMFOBEREBRR
PUR R 2 ERBRINANFEIDERIERAE -

The average value of liquidity coverage ratio is calculated based on
the arithmetic mean of the liquidity coverage ratio as at the end of
each working day in the quarter and the calculation methodology and
instructions set out in the HKMA return of liquidity position.

2023 2022
FlRTESE Net stable funding ratio

FRIFBEESLLE Quarter end value of net stable funding ratio

—E—FF — First quarter 119.36% 119.25%
—-F -5 — Second quarter 119.71% 115.11%
—F=FF — Third quarter 122.22% 115.16%
—EMNEE — Fourth quarter 123.46% 118.45%

BERNEFRTESHLEIRENBRAREESMRNR
ZEERBMRINBNFEIERIEREAHE

MBMBEL R FREE SRR NGRS ER
B YRBEITRRBUERADBAARTREE
RIETE 2B A RAEK

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

The liquidity coverage ratio and net stable funding ratio are computed
on the consolidated basis which comprises the positions of the Bank
and the subsidiaries specified by the HKMA in accordance with the
Banking (Liquidity) Rules.
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2. ERITHAMERAIE 2. NON-BANK MAINLAND EXPOSURES

HIFRITR U FONABRRAEZ ST T2
REMAMERZ 2 ERBMRNERE T Z#
BREMNMERRRERND R - I MREF RARTT
RERERITER 2HMBRR 2 AEBRARE -

the Bank and its banking subsidiaries.

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

2023
BEEEE EEAE
SER KA R
HREB [ B AR I BB AR I
Items in On-balance Off-balance  #2 & B iE
the HKMA sheet sheet Total
return exposure exposure exposure
BT T BT T BT T
HK$'000 HK$'000 HK$'000
RARBUT - PRETHRHFE I - Central government, central
ENBARRAEDLE government-owned entities
and their subsidiaries and
joint ventures 1 74,456,082 3,278,877 77,734,959
HITEUT - 5 SR B B -+ Local governments, local
HEffB AR RAGELE government-owned entities
and their subsidiaries and
joint ventures 2 49,671,433 12,888,347 62,559,780
FREESRAERFEMEZEARFEM  PRC nationals residing in
BHRE  HIfNB AR REEDRE Mainland or other entities
incorporated in Mainland
and their subsidiaries and
joint ventures 3 85,158,131 36,394,686 121,552,817
NEFEE L E—IERRBEFTAL  Other entities of central
HAith g government not reported in
item 1 above 4 7,141,305 329,500 7,470,805
TR L E A T BAFAH  Other entities of local
H g governments not reported
in item 2 above 5 553,545 54,817 608,362
PR IRINE R FERINEMEY  PRC nationals residing outside
g EARRANGEE Mainland or entities
incorporated outside
Mainland where the credit is
granted for use in Mainland 6 21,863,315 2,276,761 24,140,076
Hith2z 58 F M HRERAZER S Other counterparties
FEERTT BY P 0 | B P where the exposures are
considered to be non-bank
Mainland exposures 7 4,197,920 248,506 4,446,426
4aEt Total 8 243,041,731 55,471,494 298,513,225
MREESENEERT Total assets after provision 9 567,570,212
BEEBEBERANEREEEEE  On-balance sheet exposures as
BEBADL percentage of total assets 10 42.82%
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2.  ESBITH R EEAE @) 2. NON-BANK MAINLAND EXPOSURES (Cont'd)
2022
BEAR BEAR
2ER =R RN
H&<IER [ B 7 4 [ B A
[tems in On-balance  Off-balance 42 /@\ &
the HKMA sheet sheet Total
return exposure exposure exposure
BT T BT T BT
HK$'000 HK$'000 HK$'000
PRI - RREFHAER#EE © Central government, central
HEMBARRAEELE government-owned entities
and their subsidiaries and
joint ventures 1 69,228,193 4,977,677 74,205,870
T BT - #5 BS R B B - Local governments, local
HEMBRARRAELE government-owned entities
and their subsidiaries and
joint ventures 2 42,619,295 13,053,260 55,672,555
REIFEIE AN E RS MR AT PRC nationals residing in
IS  EINBARIREEMRE  Mainland or other entities
incorporated in Mainland
and their subsidiaries and
joint ventures 3 88,935,781 39,134,368 128,070,149
PEFEE L E—IHPRBAFAL  Other entities of central
HAth g government not reported in
item 1 above 4 7,170,356 658,558 7,828,914
NI D I T B AE  Other entities of local
H g governments not reported
in item 2 above 5 556,689 - 556,689
P EEERINE R FERINEMEY  PRC nationals residing outside
g EARRANGEE Mainland or entities
incorporated outside
Mainland where the credit is
granted for use in Mainland 6 24,794,717 1,773,764 26,568,481
Hih 2 5% FmERREAERRR  Other counterparties
FEERTT B P B A where the exposures are
considered to be non-bank
Mainland exposures 7 4,745,887 - 4,745,887
4 Et Total 8 238,050,918 59,597,627 297,648,545
MREBSENEELT Total assets after provision 9 554,715,901
BEBBERANEREEEEE  On-balance sheet exposures as
REBEDL percentage of total assets 10 42.91%
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3. EkRER
IWL\%
AEEXEBENTEZERNERBRBEEERR - FIXE

RBEERR RERR EERR
FERRARRR  REER  REER - BTER
MRERR - AEENRBREEBRISERSERR
EBEMRE - BARRRIENETEINKFEZA -

& mIHREKR

R EEER
ARITEFEHUAKENERRREEARRKEME

Iﬁﬁkiﬁﬁmﬂ ﬁ@ik HEEL = m
RSB IZ AR EIRERE -

REEXREERREERR EFETREARERE
ZB8e YABUFNTEFEEKE BEER

AEENSERBRES - %Tﬁtmu\ﬂﬁ’*”fiﬂl

KB EREBZESTIREEEHZES

BEED %Tﬂzif@%@tﬁélﬁi% TEMER Z FHZE 3
MMEEEEEEEE UTHEEEBETELEIE-

BETRNREEHERZECREEREREN
BUAEZEERK -2 BHETHNZEETE
ZEEehBREM $ETJ’5%$ RIS A [ B B IR 2R

B BEHE MER RS RREERR N EERF

KA**EEEME\,\%IJJE&%J BE  FHE %ﬁ%‘?
E#&&T HESRR mSRER  RERR

M N /i@&é%ﬁﬂ fz %UE‘EH B - //luibéi}_w»« N
”Eﬁzﬂﬁﬁ R R - #8257 B A0SR A L B B0 IR 3R
NiZF  REBENRRRE  SEESARRER -

B rERREBREERRMEZERETE RN
RBRM LME%ZK&I{ZE?FM#EFEBZ% R R
REEE

3. RISK MANAGEMENT
The Overview

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

Risk Management Structure

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

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

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

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

The Audit Department conducts independent reviews on the adequacy
and effectiveness of risk management policies and controls to ensure
that the Group is operating according to the established policies,
procedures and limits.
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3. EAREEw®
LIRS IR ()

BIUMRERITARAREENRR SRIARE
BEM REZMHBLMN - AREIREGKERE
EERARREEZEQER ERBERAEX
ZEGER ZMEZBEEHREFTETRNER
ZEg 2HZBHARTESEE-

() ~FEEREBEZE
FERREEFBHNMBHREMEIA -

(i) REBEZEEEE
nBECEREEFEHNYBRRMTIA -

(i) 5
miZEREEFBENMEREMELIA -

(iv) FIEREREEE
FEERBIEFEHNTHEREMEL4A -

) BIERBEEE

BRIERBEREH T TEXARBNARESF - A8
R URINEFEMPTERBRNEAR - R IERR
BRENEBRENZERE  REEERBRES
BhEEERE -

3. RISK MANAGEMENT (Cont'd)
Risk Management Structure (Cont'd)

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

(i) Credit risk management

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

(ii)  Liquidity risk management

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

(iij)  Market risk management

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

(iv) Interest rate risk management

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

(v) Operational risk management

Operational risk is the risk of loss resulting from inadequate or failed
internal processes, people and system, or from external events. The risk
is inherent in every aspect of business operations and confronted by the
Group in its day-to-day operational activities.
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3. EAREEw®
LIRS IR ()
(v) EERBEE )

SEERRERRER(ZENFIBR A
REM/E—BH% SRERREENE-RE
A BBERFEEERREIAREBITEBELBRE
AR E S BRE - RIFE R MR BER — L
HRERREEAMNEMBESEVERANER
2B BERLBRERERR  FH5E - PEESE
RIEMBESEMN]) AE_EMGR ARETHME
2H B ARRERRMR BETHERMHES -
BB BN A RIERRN - LS ENRBEE
HEEER BOE_ENSNERTEEE KA
BEAEMBRERBRERIN - IFAREENRERR
ERGBREMECRAEXER/ BILETE
ERBORIERREREIER -BRBRE=ZBHE -
SRR EIRERM A R R TR RS -
FTENBRESESPPINBMIBEELRIERRE
BETHENGRENBERE  YRHIERER -

REFEHNRED TNREDNEEZTHEARR] -
SERABERARER  BRIE  BERREMN
fE ¥k MinE F T RARIERREE T ARITARH
AR BERRESIBEREB S NERAN
B - FIESE B B R RETR R AR EREIRE

HERBESRUHEMHRORTEERBEFERK
BIRATE] - WS TR MR RGN E T TER °

¥BRIEBEIERMEER BRI HIRENRE RIB
RELTMN—IEEZ - HZE2023F12A318 ' A&
B X BIREBEFIELXSREO BB 4,139,000 7T ©
Hr 18K &5EZEEEB% 1,000,000 3% A £
MEBREBESH BREERZ B EBRE
BIEEGSEINDEGE] - il EBIRIESET
SHASENMBRAELEERATE -

3. RISK MANAGEMENT (Cont'd)

Risk Management Structure (Cont'd)
(v) Operational risk management (Cont'd)

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

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

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

Operational losses are one indicator of the effectiveness and robustness
of the non-financial risk control environment. As of 31 December 2023,
the net operational loss of the Group is approximately HK$4,139,000.
The operational risk loss event whose net loss equal to or more than
HK$1,000,000 falls within Basel Committee’s event-type category
“External fraud”. The net operational loss that disclosed above does not
cause a material impact on the Group’s financial status.
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3. EAREEw®
EREEREE (E)
(vi) EERREE

A?Eléﬁﬁi‘il%ﬁ%%é%%“ﬁfﬁﬂﬁﬁﬁiﬁé(f\
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3. RISK MANAGEMENT (Cont'd)
Risk Management Structure (Cont'd)

(vi)  Reputation risk management

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

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

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

(vii) Legal and compliance risk management

Legal risk refers to the risk that if any unenforceable contracts, lawsuits
or adverse judgments occur then it may disrupt or otherwise negatively
affect the operations or financial conditions of the Group. Compliance
risk refers to the risk of legal or regulatory sanctions, financial losses
or losses in reputation the Group may suffer as a result of its failure to
comply with any applicable laws and regulations. Legal and compliance
risks are managed by the Operational Risk, Legal and Compliance
Division. All legal and compliance matters are handled by the
Operational Risk, Legal and Compliance Division. As part of the Group’s
corporate governance framework, the policy for the management
of legal and compliance risk is approved by the Risk Management
Committee as delegated by the Board.

(viii) Strategic risk management

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

Risk Management Structure (Cont'd)
(ix) Technology risk management

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

(x) Conduct risk management

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

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

(xi) Climate risk

Climate risk refers to the risk posed by climate change and is broadly
classified into physical risk and transition risk. Physical risk refers to
the impacts of climate and weather-related events and long-term
progressive shifts of climate, while transition risk refers to the financial
risk related to the process of adjustment towards a lower-carbon
economy which can be prompted by, for example, changes in climate
policy, technological changes or a change in market sentiment.

Climate risk may affect the exposures to multiple inherent risks. For
instance, climate risk drivers may lead to business disruption affecting
the repayment ability of borrowers, thereby increasing the exposure
to credit risk; a heightened reputation risk with changing market and
consumer sentiment towards more climate or environmentally-friendly
products, services and business practices.

Climate risks are managed by the Operational Risk, Legal and
Compliance Division. Various groups of risk takers also assume their
respective responsibilities for risk management, including The Board
and its committees, Senior management and all related units

The Group reviews its climate risk management strategies to cope
with the latest regulatory requirement and markets situation as well as
developments in a timely manner.
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4. BUSINESS REVIEW

In 2023, the macroenvironment continued to be severe and the
competition in the banking industry became increasingly intense.
More intensive energy volatility due to geopolitical conflicts, interest
rates remaining high in major economies to curb high inflation, the
inhibited growth of credits against the drop of high financing cost,
which all pressured on the quality of the banking sector’s assets.
Mainland China economy has experienced a moderate recovery. The
real estate industry’s performance remained sluggish despite supportive
policies introduced since the third quarter last year. Economic growth
was mild along the process of local government reducing leverage
level, investment was somewhat conservative, while consumption was
relatively resilient. Regarding Hong Kong market, economy growth
came back to positive, mainly benefited from the border between the
mainland and Hong Kong reopened from the beginning of 2023, which
allowed cross-border trade and travel come back to normal, bringing a
wave of tourists and private consumption. Meanwhile investment and
export performance still lacked of momentum given uncertainties of
external economic environment.

Amid economic headwind and increasingly intensive competition
within banking industry, the Group continued to pursue high-
quality development and strategic transformation. As a result, a
number of breakthroughs have been achieved: operating revenue
grew significantly, business structure has been further optimised, IT
infrastructure construction was conducting prudently, competitive
advantages have been established in certain business segmentations,
building up solid market reputation. The Group was awarded “Rising
Star in the Greater Bay Area in 2023" by Asiamoney, the influential
international media.
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4. BUSINESS REVIEW (Cont'd)
Financial Review

As at the end of December 2023, total assets of the Group amounted
to HK$555,149 million, increased by 2.49% year-on-year; deposits from
customers achieved HK$394,390 million, increased by 7.92% year-on-
year; and gross advances to customers recorded HK$298,306 million,
rose 1.55% year-on-year, by overcoming the challenge brought by the
plunge in effective demand for domestic credits. During the year, the
Group proactively resolved the historical risks and consolidated its asset
quality. As at the end of December 2023, classified or impaired loan
ratio of the Group rose to 2.32%, the trend was similar to the Hong
Kong banking industry.

The Group reported operating profit of HK$3,711 million for 2023.
During the year, the Group mainly attributable to the strengthened
asset and liability structure management and the proactively seized
opportunities from rising market interest rate, net interest income
amounted to HK$8,002 million, increased by 11.57% year-on-year,
and non-interest income amounted to HK$2,512 million, increased
by 1.38% year-on-year. Negatively impacted by factors, such as
infrastructure investments regarding new IT system project and
operational outsourcing services, as well as a significant increase
in impairment allowances of loans to the real estate industry in
the mainland, profit after tax dropped by 11.92% year-on-year to
HK$3,442 million. The return on average total equity and the return on
average total assets was 5.14% and 0.63% respectively.
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4. BUSINESS REVIEW (Cont'd)

Business Review
Personal banking

As at the end of December 2023, net operating income before
impairment allowances in Personal Banking amounted to HK$2,455
million, increased by 39.66% year-on-year. The Group adhered to
its differentiated positioning and forged its distinctive advantages
on customers, products and channels, with steadily facilitating the
transformation from a product sales-oriented business to a wealth
consultancy services-oriented business. During the year, the Group
recorded rapid growth in the number of cross-border customers, and
achieved outstanding performance in the life insurance business, via
actively seizing market opportunities and fully exerting advantages on
cross-border business. The Group soft launched its private banking
to actively expanded the base of ultra-high-net-worth customers. In
terms of product development, the Group continuously enriched its
specialty product portfolio with focusing on customers’ needs and
resolving customers’ pain points, and launched the “Greater Bay Area
Property Purchase Direct Remittance Service”. The Group extended its
service scene to non-financial sectors and established the non-financial
service platform NCB Life to meet customers’ diversified needs in cross-
boundary healthcare, shopping, communications and transport. The
Group deepened the integration of its online and offline channels and
activated the cross-border wealth management centre at the Hong
Kong West Kowloon High Speed Rail Station. The Group expanded its
partnership networks under the Cross-Boundary Wealth Management
Connect Scheme and became one of the banks owning a leading
number of such partners in Hong Kong. It continued to iterate and
upgrade the NCB e+ Mobile App, to enhance customer experience and
promote e-channel transactions, which was awarded the “Outstanding
Mobile Banking App” organised by “HKO01".
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4. BUSINESS REVIEW (Cont'd)

Business Review (Cont'd)
Corporate banking

As at the end of December 2023, corporate loans and advances
amounted to HK$247,439 million, increased by 4.11% year-on-year.
Net interest income in Corporate Banking was HK$3,327 million, and
net operating income before impairment allowances in Corporate
Banking amounted to HK$4,626 million, decreased by 7.77% year-on-
year. During the year, the Group stepped up its efforts to expand its
target corporate customer base and optimised its corporate customer
structure and revenue structure, resulting in increasingly larger share
of the balance of loans to and the revenue from the target corporate
customers. Orienting to customers’ needs, the Group continued
to reinforce its position as a customers’ financial stewardship with
refining its characteristic product and service system. Faced with the
challenge of shrinking effective demand for domestic credits, the Group
proactively seized opportunities from RMB business and achieved a
significant increase in the balance of RMB loans to corporate customers.
It accelerated the development of green finance, with a considerate
rise in the balance of green loans. The Group continued to expand the
“investment bank + commercial bank” ecosystem and upgrade the
cooperation scenarios, which achieved remarkable results in attracting
high-quality business opportunities, and formed the “investment
bank + commercial bank” business model with the characteristics of
NCB, which was awarded “Best Investment and Commercial Banking
Services” organised by “CAPITAL Magazine” for the second consecutive
year.
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4. BUSINESS REVIEW (Cont'd)

Business Review (Cont'd)
Treasury

As at the end of December 2023, net operating income by Treasury
before impairment allowances amounted to HK$3,437 million,
increased by 25.79% year-on-year. The Group adhered to its “RMB
First” strategy and proactively responded to market changes, with
focusing on product and business innovations and thereby building
a competitive cross-border RMB product portfolio to fully satisfy the
customers’ individualised and differentiated needs in interest rate
and exchange rate management. These factors drove the Group’s
treasury business to achieve excellent results in the challenging market
environment. Both the volume and the related exchange gains of RMB
exchange transactions grew substantially and outperformed the market
average, which contributed to the new high of the volume of foreign
exchange transactions. The Group’s RMB business was awarded “No.1
Cross Border Banking RMB Services” organized by “Headline Daily” and
“RMB Financial Services Award" organized by “Sing Tao Daily”.

During the year, the Group's debt capital market business grew against
the market trend and achieved a number of breakthroughs: obtaining
the qualification as underwriter in the issuance of “Pearl Bonds” (Free
Trade Zone bond market) and “Lotus Bonds” (Macao bond market)
for the first time, participating in the issuance of offshore Euro Green
Bonds for the first time, and acting as one of the joint managers and
joint bookrunners for the 5 billion RMB sovereign bonds issued by the
Ministry of Finance of the People’s Republic of China in Macao. The
Group’s treasury business was awarded “Debt Deal of the Year 2023 —
Hong Kong” and “Offshore Distribution Initiative of the Year 2023 -
Hong Kong” organized by “Asian Banking & Finance”.
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4. BUSINESS REVIEW (Cont'd)

Business Review (Cont'd)
Mainland business

In the face of a number of unfavorable factors such as the slowdown
in global economic growth, more moderate than it expected economic
recovery in the mainland and the continuous risk exposures to the
real estate industry, the banking industry in the mainland as a whole
struggled with challenges such as narrower of net interest margins,
declining profitability and intensified peers’ competition. The Group
proactively aligned with the country’s national strategies and priorities,
and resolutely pushed forward the strategic transformation to serve
the goal of high-quality development. During the year, the business
structure continued to be optimised with increasingly larger share of
green loans and the loans to strategic emerging industries. In addition,
the number of small and micro-sized enterprises the Group severing
and the balance of inclusive loans to such enterprises both achieved
increase. Progress was made in the resolution of major risks, and the
quality and efficiency of fintech empowering the business development
was significantly improved. Meanwhile, the Group further expanded
its branch network in key regions in the mainland by opening a branch
in Chongqging in 2022 and a branch in Nanjing in 2023, to keep
enhancing its financial services capability in such key regions and its
ability to provide synergistic customer services with Cinda Group.
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4, BUSINESS REVIEW (cont'd)
Business Review (Cont'd)
Risk management

The Group adhered to the prudent operation and risk management
philosophy, and continuously improved its risk management framework,
with fully implementing regulatory requirements and utilizing the “three
lines of defence” in risk management and prevention mechanism. The
Group dynamically assessed the changes and their impacts occurring
in the internal and external environments, and responded by timely
adjusting and optimising its risk management policies, systems and
procedures. The Group has optimised the credit approval and strictly
applied the eligibility criteria of customers and projects. The Group has
also enhanced its post-loan monitoring and practiced a series of risky
projects screening exercises to continuously strengthen the quality
of its assets. The Group has increased the application of fintech in
risk management to promote the effectiveness and efficiency of risk
management, which strengthened the mechanism of identifying and
mitigating risks at an early stage. The Group has also reinforced the risk
awareness of all employees, strictly adhered to the bottom-line mindset
in risk management and cultivated a strong compliance culture.

During the year, the Group stepped up efforts to address its historical
risks, with actively exploring resolution channels and solutions, and
continued to proactively suppress high-risk assets to further strengthen
the foundation for high-quality development.
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4. BUSINESS REVIEW (Cont'd)

Business Review (Cont'd)
Outlook

Looking forward to 2024, with overseas inflation continuing its
downward trend, the market expects the U.S. Federal Reserve to end its
tightening monetary and initiate a new cycle of interest rate cuts during
the year. However, the magnitude and pace of the interest rate cuts
are not yet clear. Impacted by factors such as geopolitics, interest rates
condition, global demand; global economic growth may slow down.
In the mainland, proactive fiscal policies and prudent monetary policies
will provide strong support to stabilise the economic growth at a
reasonable rate, while the foundation for economic recovery still needs
to be further fostered. In particular, with the positive effects of the fiscal
measures, investment is projected to be mainly driven by government
infrastructure, the prospects of the real estate industry are expected to
be stable, and consumption is estimated to show a moderate recovery.

In the face of the complex and volatile business environment and
fierce competition in the industry, the Group will insist its established
strategic plan, adhere to the goal of high-quality development and take
the path of internal development. The Group will further embrace the
national strategies and promote strategic transformation to achieve
quality and efficiency. The Group will also deepen integrated operation
and management, strengthen comprehensive risk management, and
complete the construction of the new IT system project in a high quality,
to build a specialty bank with core competitiveness and characteristic
advantages.



