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1. Introduction

Background

BOC UK was incorporated as a private limited compan 29" March 2007, a wholly
owned subsidiary of BOC Group. BOC UK is regulatgdthe PRA and FCA. The Bank
is authorised by the PRA. The Bank has been Basepliant since 2008.

The Bank provides a comprehensive range of retikimg, corporate banking, trade
financing and financial markets services in the \@Kur retail banking activities focus on
branch banking. The Bank offers standard high stretil banking services including
current accounts, savings accounts, debit cardgjtarards and mortgage products. The
corporate and trade finance business encompassuadd advisory services for Chinese
companies seeking to expand in the UK and EU.

To expand the territory of corporate clients for Wdbsidiary and implement the
globalisation strategy of the Group, the UK Sulmsigiopened its Dublin Branch of’3
July 2017. The strategy of the Dublin branch ifotms on corporate lending.

BOC UK follows the mission and strategy of the BG@up, with a main focus on the
UK market development.

Basis of Disclosures

This disclosures report is prepared in accordantiethe requirements set out in the Basel
framework and CRD IV. The disclosures report ioremended to be read in conjunction
with the Bank’s Annual Report and Financial Staten2917.

For accounting purposes, the Bank has availedf itdethe exemption available under
IAS27 Consolidated and Separate Financial Statesrtbat permits an entity to prepare
separate financial statements (referring to NotBdsis of Preparation in Annual Report
and Financial Statements 2017). Therefore thidalisce does not take into account any
subsidiaries.

The Pillar 3 Disclosures 2017 have been preparegt@ordance with regulatory capital
adequacy concepts and rules, rather than in acuoedaith IFRS. Therefore, some
information in this report is not directly compalalwith the Bank’s Annual Report and
Financial Statement 2017. Explanations and notegigen where appropriate.

! See http://www.bankofchina.com/uk/aboutus
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Regulatory Framework for Disclosures

BOC UK is supervised by the PRA in the UK. The Baafers to the information from

PRA for assessing capital adequacy and settingatagiquirements. The capital was
assessed for prudential regulatory reporting pwpom 2017 using the Basel Il

framework of the Basel Committee as implementedhgyEU in the amended CRD IV
and in the PRA’s Rulebook for the UK banking induyst

The Basel framework is structured under 3 pillars:

» Pillar 1 minimal capital requirements
» Pillar 2 supervisory review process
* Pillar 3 market disciplines.

Pillar 3 complements the Pillar 1 and Pillar 2. T for Pillar 3 is to enhance market
disciplines by developing a set of disclosure reguents which allow the market
participants to assess certain specified informatio the scope of application of Basel,
capital, particularly risk exposures and risk assent processes and hence the capital
adequacy of the institution. Disclosures consistboth qualitative and quantitative
information.

As part of Pillar 3 framework, the Bank is requiteddisclose all the material risks.

Verification

The disclosures presented within this report haaenbverified and approved by various
senior management members, through internal gomeengrocedure and Pillar 3
procedure. The disclosures report does not redaitge audited by the Bank’s external
auditor.

Frequency, Media and Location of Publication

The Bank’s full Pillar 3 disclosures report is puodd on an annual basis and published
concurrently with the financial report for the asgponding period on the Bank of China
(UK) Ltd website:_http://www.bankofchina.com/uk/alios
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2. Risk Management Overview

Effective risk management is a key component of Benk's strategy to deliver
excellence. The Bank’s business model is suppdyeirisk culture grounded in ensuring

a sustainable risk appetite.

Risk Governance

The Bank’s committees monitor and challenge riskosxres against risk appetite. Each
committee within the governance structure, illuslain the chart below, is responsible
for ensuring the risk and control environment. Theorting lines are clearly defined

through the committee level, Senior Management land Board level.

BOC UK Risk Management Structure 2017

Board Level

Board Risk Committee

Board of Directors

Board Audit Committee

Senior ManagementLevel

Assets &
Liabilities
Management
Committee

Credit Risk
Policy
Committee

Credit
Committee

Market Risk
(Trading Book &
Banking Book)

Liquidity Risk Credit Risk

5 5 *Corporate Finance Units
*Financial Market *Middle
Ofice *Retail Banking Dept.
Dept. .
& *Banking Dept.
*Risk Management
*Treasury Dept. Dept. Branches
B ept- ‘Risk Management Dept.

Operational
Risk
Committee

Operational
Risk

“Risk
Management Dept.

Business
Continuity
Committee

Reputational
Risk

*Executive Office

Compliance
Committee

Compliance Risk,
Conduct Risk and
Anti-money
Laundering

‘Legal &
Compliance Dept.

Strategic Risk

*Financial
Management
Dept.

Internal Audit Department

The Board is the primary governing body of the Bank. It h#se ultimate
responsibilities for setting the risk managemerminfework, defining and managing
the Bank's risk appetite statement, and approving Bank’s risk policies and

exposure limits.

- Pillar 3 Disclosures 2017

®

| Bank@iina (UK) Limited




During the reporting year, there were 9 directargtee Board (3% December 2017 there
were 8). The Board believes that it is in the Bankést interests to attract and retain the
most competent and experienced directors by offecimmpetitive terms of engagement,
including the granting of indemnities on terms detemt with applicable statutory
provisions.

Board Audit Committee, performs oversight over internal controls and caarie,
financial reporting issues, external auditor liaso

Board Risk Committee (“BRC"), is responsible for assisting the Board of Directors
(“the Board”) with the establishment and ongoingiegv of the risk strategies, rules and
policies, and the defining of Risk Appetite, the eesight of risk management

performance across the bank, approval of non-standeedits, and credits above the
delegated limits of the CEO, as well as approvadefgated limit authorities.

Executive Management Committee (“EMC”) is responsible for overall monitoring of
operations, approval of new products and servioes; systems and procedures, as well
as approval of expenditure budget and businessdiudg

The Senior Management including the CEO, CRO, CCO, CFO, COO and conaest
are delegated with power for daily management amdrol.

Committees Reporting to BRC

* Asset and Liabilities Committee (*“ALCQO”) - estaliliss and maintains asset and
liability management policies and procedures, negieand approves policies
relating to market risk and liquidity management.

« Compliance Committee - oversees and supports thelementation of an
effective and proactive compliance function.

e Credit Risk Policy Committee (“CRPC”) - establishasd reviews the Bank’s
credit policies and related matters, including istdly and country concentration
limits.

e Credit Committee (“CC”) - is responsible for new cildy assessment,
classification review, provisioning, and other tekh matters.

* Operational Risk Committee (“ORC”) - is responsilide reviewing operational
risk, monitoring framework and operational risk qdimance.

e Business Continuity Committee (“BCC”) - overseesdarsupports the
implementation and maintenance of an effective mess continuity infrastructure
and disaster recovery planning function

Board meetings, Board Audit Committee, BRC, CRP®QG)D BCC and Compliance
Committeemeet on a quarterly ba&isALCO will meet physically as deemed required by
the Chairman or Deputy Chairman of the Committe@.n@zets as required in response to
credit limit applications.

2 BRC and CRPC Adhoc meetings are held as required.

Pillar 3 Disclosures 2017 @ | Bank@iina (UK) Limited




Five Year Strategic Plan (2016-2020)

The core mission of the Bank until 2020 is to uplgrats business model. The mission
cause huge challenges for the Bank on managemettieofelated risk. Therefore, a
comprehensive risk management framework and sysi@snbeen establishe@hrough
the plan period, the focus is on maintaining e#fiti and effective risk management
practice to support the business development bwtilyeng and managing risks. To
achieve this, the key focus areas are as follows:

Risk Appetite

Risk Appetite is the core instrument for aligningecall business strategy, capital
allocation and risk management. The Board, BRC thedSenior Management set risk
appetite through balancing risk and return underCBGroup’s principles “Rational,
Stable and Prudent”.

The Bank’s Risk Appetite Statement defines the aggte amount and type of risk the
Bank is willing to pursue or avoid in achieving gategic goals. All strategic business
plans for functional areas must be consistent withrisk appetite.

Risk management culture
The Bank recognizes the need to emphasise risk geamant as the key part of the
corporate culture and is applicable to all staff.

Ongoing Enhancement of the Comprehensive Risk Managnent System

The Bank’s long-term risk management objectivedsehhance the efficiency of the
overall risk management system, and strengthen mskagement while supporting
business sustainable development. The Bank alsoebtablished and continues an
effective reporting system. Risk Management Depanim submit Management
Information Risk Report monthly and quarterly alowgh the Risk appetite Indicator
Monitoring Report (RAIM). The comprehensive repoovers credit, operational, market
risk disclosure and analysis and also liquidity aagital in RAIM.

Three Lines of Defence
The Bank adopts three lines of defence model aabssk areas.

» Thefirst line defenceconsists of the business frontline staff (i.e. ¢thstomer-facing
business / processing departments) who are resperisr ensuring that the risk and
control environment is established as part of thg-td-day operations, this will
involve the identification, design and implemerdgatof controls within the business.

» Thesecond line defenceonsists of the oversight functions within the Bameing the
Legal and Compliance Department, Risk ManagemepaBment, Middle Office and
the various Committees within the Bank each ofgéHasactions reports into.

* The third line defence consists of the internal audit function of the Bawhich
reports directly in to the Board Audit Committee.
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3. Capital Resources

Total Capital Resources

The Bank established its capital base externallgugh capital injection from BOC
Group. The Bank retains the option to increasecdpital internally by retained
earnings. The capital resources comprise Tier 1T@ad?2 capital as set out in Table
1. The PRA uses risk asset ratios as one of thesumes for capital adequacy in the
UK banking sector. All the risk asset ratios of Benk are CRD IV compliant.

Table 1: Total capital resources and risk asset réads

(£'000 2017 2016

CET 1 Capital: Ordinary share capital 250,( 250,000

Audited retained eags 24,958 24,958

Total Tier 1 Capital 274,958 274,958
Tier 2 Capital:

Qualifying subordinated debt 60,000 60,000
Total Tier 1 and 2 capital after deductions 334,958 334,958
Risk-weighted assets (RWA) 931,206 1,002,116
Risk Asset Ratios

CET 1 capital ratio 30% 27%

Tier 1 capital ratio 30% 27%

Total capital ratio 36% 33%

CET 1 capital: consists of ordinary share capital and retainediegs. CET1 capital
remained the same over the reporting period. Tteened earnings represent the Bank’s
audited accumulated accounting profits after predoand paid dividends. The Bank
currently has not issued any innovative Tier 1rimsents. As at 31 December 2017, there
is no reconciliation differences between the ameulisclosed as Tier 1 capital to those
treated as equity under IFRS.

Tier 2 capital: includes qualifying subordinated debt of £60M, whigas issued on 20

September 2007 on terms for inclusion in the Bardépital resources. The debt is
repayable upon notice of 5 years and one day.dretlent of the Bank’s winding-up, the
subordinated debt is subject to the claims of diémssand all other creditors of the Bank.
Further details are in Note 28 of the Bank’s Anriraeport and Financial Statement 2017.

The Bank’s policy is to maintain a strong capitat® so as to maintain market confidence
and sustainable business development. The impattteotapital level on shareholders’
return is also recognised by the Bank to strikeatarre between higher returns and
greater gearing risk. The bank has complied with eadternally imposed capital
requirements throughout the period.

3 Net of recommended £31,606,000 dividend for tharyended 31December 2017. Capital resources are thereforectegh to be
unchanged.
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Leverage Ratio

In January 2014, the Basel Committee published vised Basel Ill leverage ratio

frameworK, which includes a number of amendments to theirmigalculations of the

exposure measure. The framework introduced a sjmpémsparent, non-risk based
leverage ratio to act as a credible supplementaeasore to the risk-based capital
requirements. The framework requires a minimumrizge ratio of 4%.

A Bank’s total leverage exposure measure is the sluthe following exposures: 1) on-
balance sheet exposures; 2) derivative exposurese@urities financing transaction
exposure; and 4) off-balance sheet items.

In January 2015, the existing CRD IV rules on tlacuation of leverage ratio were
amended to align with the European Commissiongrpretation of the revised Basel
leverage ratio framework. According to CRD IV ryléise leverage ratio is calculated by
dividing Tier 1 capital resources by a defined nuea®f on-balance sheet assets and off-
balance sheet items.

Table 2: Leverage ratio

Total Capital Resources ('000; 2017 2016
Tier 1 capital for leverage ratio: 274,958 274,958
CET 1 capital: Ordinary shares 250,0 250,000
Audited retained eagsn 24,958 24,958
Statutory balance sheet assets 1,539,221 1,549,898
Cash and cash equivalents 281,944 311,917
Loans and advances to banks 83,706 24,270
Loans and advances to customers 1,054, 1,159,696
Derivative financial instruments 1,71 4,577
Prepayments, accrued income and other assets ! 4,762
Available for sale financial investments ] 40,716
Held to maturity financial investments 107,478 -
Deferred tax assets 1,462 562
Property, plant and equipment 3,149 3,276
Intangible assets 95 122

Investment in subsidiary companies -
Derivatives adjustments - -
Securities financing transaction adjustments - -
Off-balance sheet assets 255,426 251,468

Off-balance sheet items 255,426 251,468

Regulatory deductions and other adjustments - -
Total leverage exposure 1,794,647 1,801,366
Leverage ratic 15% 15%

The leverage ratio is 15%, which is well above Basequirement. The Bank does not
face an issue of excessive leverage. The main measantributing to a relatively high
leverage ratio are due to:

» Level of Tier 1 capital resources
» Small proportion of off-balance assets.

4BOC UK is required to publicly disclose the levgeaatio on a consolidated basis from 1 Januar$201
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4. Capital Adequacy

The Bank’s capital requirement is set by the PR#&c& 2008, the Bank has been
compliant with Basel Il framework in regulatory dt# requirement and subsequently
with Basel Il framework implemented in 2010. Ba#eélstrengthened the Basel rules,
which feature a redefined and higher capital resjuent.

Capital ratios remain the international standards rheasuring capital adequacy.
Senior Management use regulatory capital ratiosmtonitor the Bank’s capital

position. The PRA’s approach to such measuremesedaipon Basel Il is now

primarily based on monitoring the relationship bé tcapital resources requirement,
which is 8% of the RWAs to available capital resms.

The Pillar I minimum requirement for capital is plgmented Pillar 2A firm specific
Individual Capital Guidance (ICG) and a framewofkeygulatory capital buffers.

Under Pillar 2A, additional minimum requirementg aurrently set by the PRA through
the issuance of bank specific ICG. This reflectpoint-in-time estimate by the PRA,

which may change over time, of the minimum amodrapital that is needed by the bank
to cover risks not covered by Pillar 1.

The Bank is also required to maintain a numberegtilatory capital buffers, whioch are
required to be met by CET1 capital.

Capital conservation buffer (CCB). A buffer of 2.5%RWA being phased in by January
2019. In 2017 this was 1.25% .

Countercyclical buffer (CCyB). A buffer designedremuire additional capital to remove
or reduce the build up of systemic risk in times&dit crisis.

PRA buffer. An additional buffer set as part of tapital planning process which takes
into account the CCB and CCyB.
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ICAAP

A key input to the ICG setting process is the BankCAAP. In line with the PRA
requirements, the Bank has adopted the ICAAP appreence 2008. The Bank's ICG in
force is subject to PRA’s Supervisory Review andlEsation Process.

The Bank's ICAAP documents the internal process arethodology used to assess
current and forecast future capital requirementdeurthe Basel capital requirement
framework. ICAAP is designed to cover a full scagferisks inherent in the Bank’s
business activities and operations. ICAAP is faipbedded in the corporate governance
and risk management framework. It is conducted omnamanual basis and under close
supervision by Senior Management. The final subomistas to seek internal approval
from the BRC and the Board.

Stress Testing

Stress testing is an integral part of the ICAARMfeavork. It builds upon the results of
financial forecasts and material risk assessmemd, faeds into the Bank’s capital
planning process.

The Bank applies stress testing under a set of coan factors, market factors,
operational risk factors and regulatory factorse Beenario setting is in line with the
Annual Cyclical Scenario (ACS) set by the PRA armrckoenarios. For each risk
factor, projection is made individually for BasesgaScenario, Moderate Scenario and
Severe Scenario over a time horizon (3-5 yearscas#.

As a capital risk management process, stress teatid scenario analysis provide an
important complement to quantitative risk managetmregproaches. As credit risk is
the Bank’s dominant risk, the stress testing residt capital adequacy also provides
a bridge between credit risk management and seanaragement’s strategic actions
for evaluating the impact of different businessiops$ on the risk appetite.
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Overview of RWA

RWA forms the denominator of the risk-based capiguirements. The RWA overview
was brought into disclosures by the Basel Committeganuary 2015. Minimum capital
requirements are calculated as 8% of the RWAs.rthén breakdown and comparison of
the RWA and minimal capital requirements are illatgd in below Table 3.

Table 3: Overview of RWA

2017 2016
£'000 RWA Min RWA Min
Capital Capital
Credit risk 757,906 60,633 840,455 67,236
(includingCounterparty Credit and Dilution Risks And FDeliveries)
Of which standardised approach (! 757,90t 60,623 840,45! 67,23¢
Of which internal rating-based (IRB) approach - - - -
Credit Valuation Adjustment 2,526 202 2,366 189
Of which standardised approach 2,526 202 2,366 189
Equity positions in banking book under market-basen@arh - - - -
Equity investments in fun-look-through approac - - - -
Equity investments in fun-mandat-based approa - - - -
Equity investments in funds-fall-back approach - - - -
Settlement risk - - - -
Securitisation exposure in banking book - - - -
Of which IRB ratings-based approach (RBA) - - - -
Of which IRB supervisory Formula Approach ASF - - - -
Of which SA/simplified supervisory formula approg&8sFA - - - -
Market risk 9,694 776 11,206 896
Of which standardised approach (SA) 9,694 776 11,206 896
Of which internal model approaches (IMM) - - - -
Operational risk 161,079 12,886 148,088 11,847
Of which Basic Indicator Approa 161,07¢ 12,88¢€ 148,08t 11,84°
Of which Standardised Approach - - - -
Of which Advanced Measurement Appro - - - -
Amounts below thresholds for deduction (subject @%25RW) - - - -
Floor adjustment - - - -
Total 931,206 74,496 1,002,116 80,169

Capital Adequacy

Table 4: Capital adequacy under Pillar 1

(£000 2017 2016
Credit Risk (Standardised Approach) 60,633 67,236
Market Risk (Foreign Exchange PRR) 776 896
Operational Risk (Basic Indicator Approach) 12,886 11,847
Counterparty Credit Risk (including CVA) 202 189
Total Pillar 1 minimum capital requirement 74,496 80,169
Total capital resources 334,958 334,958
Excess of capital resources over Pillar 1 minimumapital

requirement 260,462 254,789

The Bank’s Pillar 2 capital requirement is assesseadflect IRRBB and concentration risk.
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Countercyclical Capital Buffers (CCyB)

In December 2010, Basel issued guidance for gladgallatory standards on bank capital
adequacy and liquidity, including a countercyclicapital buffer.

The countercyclical capital buffer aims to ensunat tbanking sector capital requirements
take account of the macro-financial environmentwihich banks operate. Its primary
objective is to use a buffer of capital to achidlie broader macroprudential goal of
protecting the banking sector from periods of egcaggregate credit growth that have
often been associated with the build-up of systadewisk. Due to its countercyclical

nature, the countercyclical capital buffer is alttivat enables the Financial Policy
Committee (FPC) in the UK, and the equivalent imeotcountries, to require an additional
cushion of capital when risks are building up. lowdturns the FPC and overseas
equivalent can reduce the buffer requirement tacedhe risk that the supply of credit
will be constrained by regulatory capital requirese that could undermine the

performance of the real economy and result in adit credit losses in the banking
system.

In the UK, the FPC aims to ensure the UK finansigtem is resilient to, and prepared
for, the wide range of risks it could face — sottl@e system could support the real
economy, even in difficult conditions.

Following the latest meeting in November 2017, BRC will raise the UK CCyB rate
from 0.5% to 1%, with binding effect from 28 Noveent2018.

Current CCyB Future CCyB
Jurisdiction C(I:YB Policy Effective Add-on Policy Effective Add-on
regulations announcement date (% of RWA) announcement date (% of RWA)
United Financial Financial Stability 27.06.2018 0.50% Financial Stability 28.11.2018 1%
Kingdom Stability Report | Report June 2017 Report November 2017

Other national authorities also determine the gmaiee CCyBs that should be applied to
exposures in their jurisdiction. CCyBs have stattedpply for Bank of China’s exposures
to other jurisdictions; however based on curremosyres these are not material.

Global Systemically Important Banks (G-SIBS)

BOC UK is not identified as G-SIBs, although BOG@Gp is.
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Reconciliation between IFRS and Regulatory Balanc8heets

The consolidation of IFRS balance sheet scopegistichl to that with regulatory scope in
2017.Therefore there are no reconciliation diffessn

A further breakdown of the regulatory risk categerare illustrated below.

Table 5: Reconciliation between IFRS and Regulatorpalance sheets

2017 Reconciliation IFRS/ Regulatory
(£'000) balance sheet
Assets

Cash and cash equivale 281,94
Loans and advances to ba 83,70¢
Loans and advances to custor 1,054,45.
Derivative financial instrumer 1,717
Prepayments, accrued income and other ¢ 5,20¢
Available for sale financial investme 12
Held to maturity financial investmei 107,47¢
Deferred tax asse 1,46:
Property, plant and equipm: 3,14¢
Intangible asse 95
Investment in subsidiary compar -
Total Assets 1,539,221
Liabilities

Deposits from banl 123,12:
Deposits from custome 1,019,00
Derivative financial instrumer 257
Otherliabilities 20,15¢
Accruals and deferred incol 4.17¢
Current tax liabilitie 5,44
Deferred tax liabilitie -
Subordinated liabilitie 60,00(
Total liabilities 1,232,167
Equity

Authorised and called up share ca| 250,00(
Retained earnint 57,02:
Available for sale reser 32
Total shareholders’ equity 307,054
Total shareholders’ equity & liabilities 1,539,221
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5. Credit Risk

Credit Risk Management and Controls

Credit risk is defined as the risk that partieshwithom the Bank has contracted fail to
meet their obligations (both on and off-balanceetheCredit risk appetite is monitored
and reported on a monthly basis through a suiteiskf metrics derived from credit

portfolio performance measures. Credit risk apeédiinits and credit risk policies are

reviewed regularly to ensure that the metrics cnito reflect the Bank’s risk appetite
appropriately. Credit risk management and conteds depend on increase of the
professional personnel for key products, to preabti adjust credit portfolio to achieve

more effective portfolio risk management througllustry, country and other quota
allocation mechanism.

Credit Risk Capital Requirement: Standardised Approach

The standardised approach is applied for credk. riehe Bank’s minimum capital
requirement for credit risk is expressed as 8%nefrisk weighted exposure under each of
the applicable standardised credit risk exposwasses, illustrated below:

Table 6: Capital requirement for credit risk under Standardised Approach

£'000 2017 2016

Capital Capital
RWA  Requirement RWA Requirement

Central governments or central banks - - - -

Corporate 497,628 39,810 600,989 48,079
Institutions 483 39 18,040 1,443
Retail 613 49 629 50
Secured by mortgages on immovable propert 236,310 18,905 203,382 16,271
Short term claims on institutions & corporate 5,755 460 5,379 430
Past due items 3,716 297 314 25
Other items 13,401 1,072 11,722 938
Total 757,906 60,633 840,455 67,236

The past due items are related to residential rages, credit cards and overdrafts. Other
items on the asset class mainly relate to cashieed assets.
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Credit Risk Exposures

In general, credit risk exposures in the UK taleldrgest part of total exposure.

Table 7: Gross credit exposure under Standardised gproach

2017 2016

£'000 Year End Exposure  Year End Exposure

Central governments or central banks 337,882 248,098

Corporate 508,043 615,247

Institutions 2,415 36,081

Retail 873 917

Secured by mortgages on immovable propert 674,350 579,498

Short term claims on institutions and corporat 23,268 23,614

Past due items 2,478 210

Other items 13,887 12,931

Grand Total 1,563,196 1,516,596

Table 8: Geographic distribution of credit exposure
. Other EU North Rest of

£000 UK Countries  America the World Total
2017
Central governments or central banks 337,882 - - - 337,882
Corporate 262,343 54,672 66,422 124,606 508,043
Institutions - - - 2,415 2,415
Retail 775 1 10 87 873
Secured by mortgages on immovable proper 258,395 5,241 1,009 409,705, 674,350
Short term claims on institutions and corpora 19,045 31 629 3,563 23,268
Past due items 1,796 - - 682 2,478
Other items 13,887 - - - 13,887
Grand Total 894,122 59,945 68,070 541,058 1,563,196
2016
Central governments or central banks 248,098 - - - 248,098
Corporate 274,599 78,635 83,004 179,009| 615,247
Institutions 10,673 - - 25,408 36,081
Retail 826 1 5 85 917
Secured by mortgages on residential propert 579,498 - - - 579,498
Short term claims on institutions and corpora 10,477 25 516 12,596 23,614
Past due items 210 - - - 210
Other items 12,931 - - - 12,931
Grand Total 1,137,312 78,661 83,525 217,098 1,516,596

The geographic distribution of “Secured by mortgage residential property” is different
from 2016 following the Capital Requirement Reglat‘the risk of the borrower shall
not materially depend on upon the performance ef uhderlying property, but on the

underlying capacity of the borrower”.

Key movements by gross credit exposure and geoga@rea are as follows:

* “Central governments” increased by £90M and “Setimgmortgages” by £95M
* “Corporates” decreased by £107M and “Institutioris/y £34M due to some

repayments in 2017.
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Table 9: Industry distribution of gross credit expcsure
Industry Distribution of Gross Credit Exposure 2017 (£'000)

Exposure Class

Industry Category

Gross Exposure

Central governments or central ba Financial intermediatic 337,88:
Corporate Accommodation And Food Services Activities 3,022
Education 25,67¢
Electricity, Gas And Water Supply 19,973
Financial intermediation 23,764
Human Health And Social Work 22,238
Manufacturing 137,30
Mining And Quarrying 289
Real estate, professional services and suppovitaegi 106,312
Transport, storage and communica 152,04
Wholesale and retail tra 17,41«
Institutions Financial intermediation 2,415
Retai Individuals 872
Secured by mortgages on immovable proy Accommodation And Food Services Activit 33
Electricity, gas and water supply 285
Individuals 668,163
Manufacturing 33
Real estate, professional services and suppovitaegi 5,836
Short term claims on institutions and corpc Financialintermediatiol 23,26¢
Past due items Individuals 2,478
Other items Financial intermediation 13,794
Individuals 93
Grand Total 1,563,19

Industry Distribution of Gross Credit Exposure 2016(£'000)

Exposure Class Industry Category Gross Exposure
Central governments or central banks Financial intermediation 248,098
Corporat Accommodation And Food Services Activit 3,345
Agriculture, Hunting And Forestry 10,132
Real estate, professional services support activitie 81,644
Manufacturing 132,674
Education 28,126
Electricity, Gas And Water Supply 59,175
Individuals 574
Transport, storage and communica 191,31¢
Mining And Quarrying 51,652
Wholesale and retail trade 21,194
Financial intermediatic 11,09°
Human Health And Social Work 24,316
Institutions Financial intermediation 36,081
Retall Financial intermediation 132
Individuals 785
Secured by mortgages on immovable property Accommodation And Food Services Activities 539
Real estate, professional services and suppovitaegi 4,810
Electricity, gas and water supply 291
Individuals 573,364
Transport, storage and communication 446
Manufacturing 49
Shortterm claims on institutions and corpol Financial intermediatic 23,61«
Past due iten Individuals 21C
Other items Financial intermediation 3,398
Individuals 9,533
Grand Total 1,516,59!

As at 3f' December 2017, “Individuals” accounts for 43% loé total portfolio mainly

related to residential mortgages.

“Financial intermediation of Short term claims amstitutions and corporate” contains
mainly “due from overseas subsidiaries” and “dwefloverseas banks”
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Table 10: Residual contractual maturity of credit exposure

2017 Uptol2| , o years More than Total
(£'000) months 5 years

Central governments or central banks - 337,882 - 337,882
Corporate 45,260 370,995 91,787 508,043
Institutions 2,415 - - 2,415
Retail 855 - 18 873
Secured by mortgages on immovable propert 59 6,039 668,253 674,350
Short term claims on institutions and corporat( 23,268 - - 23,268
Past due items 2,478 - - 2,478
Other items 13,887 - - 13,887
Grand Total 88,222 714,916 760,057 1,563,196
(250'(1)-80) Lsnpom#sz (DL Mg r;et:rzn el
Central governments or central banks - 248,098 - 248,098
Corporate 143,391 311,634 160,222 615,247
Institutions 24,818 10,261 1,002 36,081
Retail 876 - 41 917
Secured by mortgages on immovable propert 99 3,230 576,169 579,498
Short term claims on institutions and corporat( 23,614 - - 23,614
Past due items 210 - - 210
Other items 12,931 - - 12,931
Grand Total 205,939 573,223 737,434 1,516,596

Key points:

 The exposure up to 12 months decreased by £118Malseme repayments of

“Corporate” and “Institutions”.

* The exposure between 1 and 5 years residual matodteased by £142M. This
movement was mainly due to “central governmentseotral banks”.

e The long-term exposure is mainly related to redidémortgages.

Impairment Provisions

The Bank defines past due loan as an instalmetitewhole or a part of the loan which
is not received within 90 days of the instalmerte Bank identifies impairment through a
list of prescribed credit events of the borrowdneTimpairment loss refers the difference
between the carrying value of the loan and thegorteglue of estimated future cash flow.
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Provisioning for Loans and Advances

Allowance for impairment is established when ohyecevidence is identified:

Significant financial difficulty of the obligor;

A breach of contract, such as a default, or delmgy in interest or principal
payments for a period exceeding 90 days, or theober has been exposed to
substantial risk although the debt is overduetleass 90 days;

The creditor for economic or legal reasons relatingthe borrower’'s financial
difficulty, granting to borrower a concession thhé lender would not otherwise
consider;

It is becoming probable that the borrower will enb@nkruptcy or other financial
reorganization;

There are observable data indicating adverse ckaimgthe payment status of the
borrower or adverse changes in the industry canditiwhich the borrower is
engaged in, increase in unemployment rate in tlogrg@hical area of the borrower,

and a decrease in mortgage price in the relevaat and
» Other objective evidence that an asset or growginofar assets is impaired.

Table 11: Analysis of past due, impaired and provisn to loans and advances by industry

Past Due but Of which
2017 (£'000) not impaired  Non-Performing Provision
Accommodation And Food Services Activities - - 1
Agriculture, Hunting And Forestry - - -
Education - - 11
Electricity, Gas And Water Supply - - 9
Financial intermediation - - 177
Human Health And Social Work - - 10
Individuals and individual trusts (13,077) (463) 296
Manufacturing - - 61
Mining And Quarrying - - -
Real estate, professional services and suppovtitéesi - - 49
Transport, storage and communication - - 67
Wholesale and retail trade - - 8
Grand Total (13,077) (463) 689
Past Due but Of which
2016 (£'000) not impaired  Non-Performing Provision
Accommodation And Food Services Activities - - 2
Agriculture, Hunting And Forestry - - 6
Education - - 18
Electricity, Gas And Water Supply - - 37
Financial intermediation - - 204
Human Health And Social Work - - 15
Individuals and individual trusts (12,390) (1,823) 358
Manufacturing - - 82
Mining And Quarrying - - 32
Real estate, professional services and suppovttasi - - 54
Transport, storage and communication - - 119
Wholesale and retail trade - - 13
Grand Total (12,390) (1,823) 940

Pillar 3 Disclosures 2017 @ | Bank@iina (UK) Limited



Table 12: Analysis of past due, impaired and provien by geographical region

2017 (£'000) Past Due  Impaired Provision
UK (12,614) (463) 394
Other European Countries - - 26
North America - - 30
Rest of the World - - 238
Grand Total (12,614) (463) 689
2016 (£'000) Past Due Impaired Provision
UK (11,060) (1,823) 519
Other European Countries - - 116
North America - - 46
Rest of the World - - 259
Grand Total (11,060) (1,823) 940

* The impaired amount of £0.46M consisted of 3 radidé mortgages which fell
into non-performing category and some overdue toedlds.

» The past due balances of £12.6M related to resalanortgages.

* The provision amount decreased by £0.25M mainly thue& decrease in the
collective provisional allowance.

The movement in the impairment provision betweeh72gear-end and 2016 year-end is
shown in Table 13. This table is also availablehen2017 annual report.

Table 13: Allowances for impairment: provisions toloans and advances

Specific Collective

Loans and Loans and Loans and Loans and

advances to advances to advances to advances to
£'000 banks customers banks customers
Balance as at 1 January 2017 - 3 47 890
Increase in impairment - 15 - 91
Recovery - (4) - -
Reversal of impairment - - 47 (293)
Charge (release) in income stateme - 11 (47) (202)
Amounts written off (for credit and

- (13) - -

fraud)
Balance at 31 December 2017 - 1 - 688
Balance as at 1 January 2016 - 33 81 376
Increase in impairment - 83 21 574
Recovery - 4) - -
Reversal of impairment - - (55) (60)
Charge (release) in income stateme ) 79 (34) 14
Amounts written off (for credit and ) (109) ) )
fraud)
Balance at 31 December 2016 - 3 47 890
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Provisioning for Financial Assets

Impairment for financial assets is identified whirere is a significant or prolonged
decline in the fair value of the assets below itginal cost.

If in a subsequent period, the fair value of theeasncreases, which can be objectively
related to an event occurring after the recognitbthe impairment loss, the impairment
loss is reversed through the income statement.

Table 14: Allowances for impairment: Financial Investments

£'000 Movement in fair value recognized in equity Impairment
Balance as at 1 January 2017 399 -
Changes in fair values (420) -

Reversal of impairment -

Amounts written off -
Exchange-rate movements - -

Balance as at 31 December 201 (21) -
Balance as at 1 January 2016 210 -
Changes in fair values 189 -

Reversal of impairment -
Amounts written off - -
Exchange-rate movements - -
Balance as at 31 December 201! 399 -

IFRS 9 Financial Instruments, issued in July 20iroduces new requirements for
classifying and measuring financial assets, hedgeumting and impairments and is likely
to affect the bank’s accounting for financial asséfthe standard is effective from 1
January 2018, endorsed by the EU. Based on 31 DmweR017 data and the current
implementation status of IFRS 9 as described ith&urdetails in the Financial Statements
for the year end 31December 2017, the Bank estimates the adopti®fRS 9 to lead to
an overall reduction in the Bank’s total sharehdtdequity of approximately £0.5m
before tax. This reduction is predominately driyenthe impairment requirements of
IFRS 9.
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Credit Asset Quality

Table 15: Credit quality of assets

£000 Gross carrying values of Allovyances/ Net values
Defaulted exposure@ Non-defaulted exposures | Impairment

2017
Loans 463 1,138,385 689 1,138,159
Debt Securities - 107,478 - 107,478
OBS exposures - 291,616 - 291,616
Total 463 1,537,479 689 1,537,253
2016
Loans 1,823 1,183,083 940 1,183,966
Debt Securities - 40,708 - 40,708
OBS exposures = 251,468 - 251,468
Total 1,823 1,475,259 940 1,476,142

Table 16: Changes of defaulted loans and debt sedligs

Carrying values (£'000)

Defaulted loans and debt securities at 30 June 2017 2,466
Loans and debt securities that have defaulted siveckast reporting period 452
Returned to non-defaulted status (2,348)
Amounts written off -
Other changes (107)
Defaulted loans and debt securities at 31 Decemb2017 463
Defaulted loans and debt securities at 30 June 2016 1,756
Loans and debt securities that have defaulted $ireckast reporting period 355
Returned to non-defaulted status (288)
Amounts written off -
Other changes -
Defaulted loans and debt securities at 31 Decemb2016 1,823

Movements highlight:

» The above changes defaulted exposures relateddibloans only. There was no default

arising from debt securities.

» The defaulted amount £2.5M in June 2017 relaveti3tresidential mortgages and some

credit cards.

 After June there was one retail loan recovery @neésidential mortgages reverted to

non-defaulted status.

5 The amount is the gross exposure of any crediversion factors (CCF) or credit risk mitigation (@Rtechniques,

but after deduction of write-offs.
% The defaulted exposure refers to the non-perfagraitposure.
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Credit Quality Step (CQS) Analysis

In the assessment of credit risk under Standardigmoroach, the Bank uses ratings
assigned by the PRA'’s recognised External Cred#geAsment Institutions to determine
risk weight and RWA.

Rated and unrated counterparties under the stasddrdapproach governing rule, each
exposure must be assigned to one of the six cetelits if a rating is available. After
assignment to a quality step, exposure class artdrityaare then used to determine the
risk weight percentage. Where a credit rating i$ aailable, a default treatment is
applied as specified by regulatory guidance.

The Bank has not used any export credit agencregfmg purposes. The bank follows
the provision of the CRD IV where external ratimgsinot be obtained.

The breakdown of credit risk exposures under staligizd approach by asset class and

risk weight, corresponding to the riskiness attigloiuto the exposure.

Table 17: Credit exposures by asset classes andkrigeights

) ) Total credit

Risk weight 0% 20% 35% 50% 75% 100% 150% 250% | exposures (post
Asset classes CCF&CRM)
2017(£'000)
Central governments or 337,882 337,882
central banks
Corporate 18,411 489,631 508,043
Institutions 2,415 2,415
Retail 873 873
Secured by mortgages of
immovable property 665,067 9.284 674,350
Short term claims on 19,597 3,671 23,268
institutions and corporate]
Past due items - 2,478 2,47
Other items 1,33( 11,996 - 562 13,887
Total 339,211 22,012 665,067| 31,366 873 | 501,627 2,478 562 1,563,196
2016(£'000)
Central governments or
B ] A s 248,098 248,098
Corporate 14,753 600,494 615,247
Institutions 36,081 36,081
Retail 917 917
SRR b OGRS 6) 568,886| 9,991 621 579,498
immovable property
Short term claims on
institutions and corporate| AR 2 A,
Past due items - 210 210
Other items 1,847 10,660 - 425 12,932
Total 249,945 21,426| 568,886| 63,013 1,538| 611,154 210 425 1,516,596
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Exposure values for each of the standardised cristiexposure classes associated with
each credit quality step are presented in belovesab

Table 18: Credit risk exposure by CQS

2017 (£'000) wili‘:]l?mt (Csrgg’tsgatlngs Exposure values RWA
CQSs for Central governments or central banks 337,882 -
1 0% AAA to AA- 337,882 -
CQS for Corporate 508,043 497,628
2 50% A+ to A- 18,411 9,205
3 100% BBB+ to BBB- 86,943 86,943
4 100% BB+ to BE- 55,86t 55,86¢
Unrated 346,822 345,614
CQS for Institutions 2,415 483
2 20% A+ to A- 2,415 483
CQS for Short term claims on institutions and corpoate 23,268 5,755
1 20% A-1+to A1 19,59: 3,91¢
2 50% A-2 3,671 1,836
CQS for Secured by mortgages on immovable property 674,350 236,310
Unrated 674,350 236,310
Retail 873 613
Past due items 2,478 3,716
Unrated 2,478 3,716
Other items 13,887 13,401
Grand Total 1,563,196 757,906
2016 (£'000) wzlisgﬁt (Csrztg:’tsgatlngs Exposure values RWA
CQS for Central governments or central banks

1 0% AAA to AA- 248,098 -
CQS for Corporate

2 50% A+ to A- 14,753 7,377
3 100% BBB+ to BBB- 67,488 67,488
4 100% BB+ to BB- 3,019 3,019
Unrated 529,987 523,105
Total 615,247 600,989
CQS for Institutions

3 50% BBB+ to BBB- 24,728 12,364
Unratec 11,35¢ 5,67¢
Total 36,081 18,040
CQS for Short term claims on institutions and corpeoate

Unrated 23,614 5,379
Total 23,614 5,379
CQS for Secured by mortgages on immovable proper

Unrated 579,498 203,382
Total 579,498 203,382
Retail 917 629
Past due items

Unrated 210 314
Total 21C 314
Other items 12,932 11,722
Grand Total 1,516,596 840,455

Note: Exposure value is the amount after applyirgdit conversion factors (CCF) to off balance sheet
exposures in accordance with the PRA regulatomssrul
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Credit Risk Mitigation (CRM)

CRM is a key aspect of effective risk managemehe Bank uses a range of approaches
to mitigate credit risk.

» Collateral: in the Bank’s retail residential androoercial real estate businesses, a
mortgage over the property is always taken to geclaims. Physical collateral is
also taken in various forms of specialised lendgugh as aircraft leasing.

* Financial guarantee: for some corporate lendingaricial guarantees such as
standby letter of credit are taken to cover unfeeesrisks.

Table 20 demonstrates the extent of use of CRIVhigqaks on credit exposures.

Table 19: Credit exposure overview of CRM

Exposures unsecured:

Exposures secured

Exposures secured

Exposures secured by

£'000 carrying amount by collateral by financial guarantees| credit derivatives
2017

Loans 428,064 676,548 33,547
Debt securities 107,478 - -
Total 535,542 676,548 33,52
Of Which Defaulted - 459 -
2016

Loans 581,317 569,713 32,936
Debt securities 40,708 - -
Total 622,025 569,713 32,936
Of Which Defaulted - 1,817 -

The exposures of £676.5M are to mortgages, fulljuse by 1st charge over
residential properties and commercial real esg2e3\1).
The exposures of £33.5M consisted of 3 bilaterahsowhich were 100% guaranteed
by standby letter of credit.
The defaulted exposure of £0.5M related to 3 mogega

The defaulted exposure of credit card is not careid here.

The effect of CRM on Standardised Approach capiggjuirements’ calculations is
illustrated in below table. RWA density which isettiotal RWA as a percentage of
exposure post CCF and CRM, provides a syntheticenat riskiness of each portfolio.
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Table 20: CRM effects on credit exposures and RWA

Exposure before Exposure post RWA
CCF & CRM CCF & CRM RWA density
Asset classes
On-balance Off-balance On-balance Off-balance RWA RWA
sheet amount sheet amount| sheetamount sheetamount density

2017(£'000)
Central governments or central banks 337,882 - 337,882 - 0%
Corporate 380,279 273,119 380,279 127,763 497,628 98%
Institutions - 2,506 - 2,415 483 20%
Retail 873 4,756 873 4 613 70%
Secured by mortgages on immovable property 673,789 2,805 673,789 2,805 236,310 35%
Short term claims on institutions & corporate 113,901 61 113,901 61 5,755 25%
Higher-risk categories 3,040 - 3,040 | 5121 168%
Other items 13,326 - 13,326 11,996  90%
Total 1,543,090 283,247 1,432,396 130,800 757,906 48%
2016(£'000)
Central governments or central banks

9 248,098 - 248,098 - - 0%
Corporate 582,753 251,414 489,540 125,707 | 600,989 98%
Institutions 34,989 2,371 34,989 1,092 | 18,040 50%
Retalil 917 4,305 917 - 629 69%
Secured by mortgages on immovable prope 578,877 1,242 578,877 621 | 203,382 35%
Short term claims on institutions & corporate 91,988 1,694 23,275 339 5,379 23%
Higher-risk categories 635 - 635 - 1,377 217%
Other items 12,507 - 12,507 - 10,660 85%
Total 1,550,764 261,026 1,388,838 127,759 | 840,456 55%

Higher-risk categories refer to assets with riskgleat 150% or higher reflecting higher
risks associated with RWA density of 168% (20167%). As required by the Basel
Framework, the Bank discloses the higher-risk caieg that are not in other regulatory
portfolios. As indicated on the above table, af #xposures on past due items (£2.48M)
are included in higher-risk category (E3M).
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6. Counterparty Credit Risk (CCR)

Counterparty credit risk refers to the risk thataanterparty to a transaction may default
prior to the satisfactory final settlement of ttesle flows of one of the following types of

the transactions: derivative instruments, secsribiecommodities lending, long settlement
transactions and margin lending transactions.

BOC UK uses Murex system for CCR measurement perpos

The derivative portfolio consisted of interest rateap, FX swap and FX spot. All the
transactions of the derivative contracts occurretivben internal BOC Group entities.
The Bank applies Standardised Approach and Staiseédr@VA to calculate its total CCR
capital charge

Composition of Collateral for CCR Exposure:

The Bank has not received nor provided collaterakspect of derivative contracts. As a
result, the impact of a downgrade of the Bank'slitreating and the resulting increase in
margin requirements is not expected.

Credit derivatives exposures:

The Bank does not hold any credit default swapsSor total return swaps (TRS) in
either banking book or trading book. Disclosuresdi@dit derivative transactions are not
applicable.

Exposures to central counterparties: the derivataesactions in the Bank’s portfolio do
not involve any qualifying or non-qualifying cent@unterparties. Therefore, there is no
exposure to central counterparties and no cagitadation is needed.

Pillar 3 Disclosures 2017 @ | Bank@iina (UK) Limited



CCR Exposure by Standardised Approach (SA-CCR)

The Bank previously applied Current Exposure Mettwodalculate the default risk capital
charge for CCR. Basel Ill in a paper issued in daan@015 requires banks to provide a
comprehensive view of the methods used to calc@&® regulatory requirements and
the main parameters used within each method. Taed8tdised Approach (“SA”) for
measuring CCR exposure at default (EAD) was intceduby Basel 11l in March 2015 to
replace Current Exposure Method and Standardisétidde The Standardised Approach
was in force from 1 January 2017.

The limitations of Current Exposure Method are tiiatloes not differentiate between
margined and unmargined transactions, and the ngemy of netting benefits is too
simplistic. The weaknesses of Standardised Methed that the relationship
misrepresentation between current exposure anatptéuture exposure, and inadequacy
to provide a true non-internal model alternativedalculating EAD.

In order to address the deficiencies of the Curiexjposure Method and Standardised
Method, the Basel Committee’s formulated the SA-G@R main objectives to devise an
approach that is suitable to be applied to a wiaéety of derivatives transactions (both
margined and unmargined, as well as bilateral éeated). The SA-CCR applies to OTC
derivatives, exchange-traded derivatives and latesnent transactions. The Bank holds
unmargined OTC derivatives only.

SA-CCR takes two components the replacement co§l) @&hd the potential future
exposure (PFE) to calculate the EADhe total SA-CCR EAD is derived from the sum of
RC and PFE.

The RC is obtained by marking the contracts to etarkhe PFE is reflected by add-on
factors, which is an estimate of the total notiopahciple amount split by residual
maturity. The PFE consist of a multiplier that alfofor the partial recognition of excess
collateral and an aggregate add-on, which is ddrivem add-ons developed for each
asset class. The mechanics for calculating addkonges on the key concept of a
“hedging set”, which is a set of transactions withisingle netting set within which partial
or full offsetting is recognised.

" Mathematically: SA-CCR EAD= * (RC+PFE)a=1.4, which is set by the Basel Committee.
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Table 21: Analysis of CCR exposure under Standardesl Approach by contract type

£'000 2017

Interest rate swap -
FX Swap -
FX Spot -
Total

Table 22: Analysis of CCR exposure by approach

£'000 Replacement | Potential | EEPE | o for EAD RWA
cost future regulatory | post-
exposure EAD CRM
2017
SA-CCR (for derivatives) 1 14 -

IMM (for derivatives & SFTs) -
Simple Approach for CRM (for SFTs)
Comprehensive Approach for CRM (for SFTS
VaR for SFTs
Total

Table 23: CCR exposure under Standardised Approachy counterparty and risk weight

Risk weight

0%  10% 20% 50% 75% 100% 150% Others |Ow credit
- exposure
Regulatory portfolio £

2017
Institutions - - - - R
Total - - - - R

Under CRR, the Bank applies a 0% risk weight toagstoup transactions. Intragroup
transactions have been taken into account whenlasltg the total risk exposure for
Credit Valuation Adjustment (CVA). See table 24.
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Credit Valuation Adjustment (CVA)

The CVA capital requirement was introduced by Béiseh December 2010 and then also
adopted by CRD IV. In addition to the default capitequirements for CCR based on
Standardised or IRB Approaches, Basel Il requio@sks to add a capital charge to cover
the unexpected risk of mark-to-market losses onettygected counterparty risk to OTC
derivatives. In this context, CVA of an OTC derivatportfolio with a given counterparty
is the market value of the credit risk due to asijufe to perform on agreements with that
counterparty.

There are two methodologies for calculating the CW¥apital charge, the Advanced
Approach and Standardised Approach. The Standdrdipproach was adopted by the
Bank in 2015, which incorporates the key driverstlid CVA risk weight, effective
maturity and discounted EAD. The CVA risk weighbmssed on the external credit rating
of the counterparty. The effective maturity is thetional weighted average maturity.
Discounted EAD is the total EAD after applying disating factof.

The Bank’s CVA for derivative portfolio is not heslty The CVA breakdown is displayed
in the table below.

Table 24: CVA breakdown by Advanced and Standardied Approach

£'000 2017 2016
EAD post-CRM  RWA | EAD post-CRM RWA
Portfolio subject to Advanced CVA - - -
i) VaR component - - -
i) Stressed VaR component - - -
Portfolio subject to Standardised CVA 2,359 2,526 4,076 2,366
Total subject to CVA capital charge 2,359 2,526 4,076 2,366

Total CCR Capital Requirement

According to Basel Ill, the Bank’s total CCR capitharge is determined as the sum of
Standardised Approach capital charge and the stdisdd CVA risk capital charge.

Table 25: Total CCR Capital Requirement

£'000 2017

RWA Capital
Standardised Approach (SA) - -
CVA 2,526 202
Total 2,526 202

8 Discounting factor is defined as [1-exp (-0.05*M)].05*M), M is the effective maturity.
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7. Market Risk

Market risk is defined as the risk that movementmarket risk factors, including interest
rates, foreign exchange rates, commodity pricesdicispreads and equity prices, will
reduce the bank’s income or the value of its gssetolio.

The Bank does not undertake any proprietary tradutyities. All trading activities are
client driven and need to be promptly squared. Maiarce of market risk trading book
relates to foreign exchange risk, little residuasipon in the trading book and the accrual
of interest income in foreign currency.

The Bank has identified Key Risk Indicators (KRFey the purpose of monitoring,
reporting and managing the market risk in the book.

Table 26: Market risk capital requirement under Standardised Approach

£'00C 2017 2016
RWA Capital December Capital
Requirement Requirement

Outright products
Interest rate risk (general & specific) - - -
Equity risk (general & specific) - - -
Foreign exchange risk 9,694 7 11,206 896
Commodity risk - - - -
Options
Simplified approach - - -
Delta-plus method - - -
Scenario approach - - -
Securitisation - - - -
Total 9,694 776 11,206 896

Foreign Exchange (FX) Risk

Foreign exchange risk is the risk that movementsaimous currencies could materially

impact on the financial statements. FX is monitoreddedicated FX gross position limits

and covers both banking and trading book, exclutlegaccounting base currency GBP.
FX risk arises from the foreign currency Profit/koacross all business lines and FX
financial instruments. In order to manage this,rible Bank squares the foreign currency
Profit/Loss on a regular basis and uses FX findmesaruments.

Table 27: Foreign exchange position

£000 US Dollar Euro CNY AUD Other
31 December 2017 885 290 (415) 682 41
31 December 2016 157 (16) (481) 492 17
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Interest Rate Risk in Banking Book (IRRBB)

The objective for IRRBB risk management is to miisienthe sensitivity of the bank’s
earnings and economic value to market rate fluiost

IRRBB mainly stems from the re-pricing mismatchaséets and liabilities. The sources of
interest rate risk include re-pricing risk, yieldree risk, basis risk and embedded option
risk. Interest rate risk is managed based on tpdcieg of the underlying investments.
There are no assumptions made on loan prepayments.

The Bank mainly utilizes the interest rate sengjtigap to analyse the re-pricing risk on a
static basis from both in the near term earningspeetive and the long term earnings
perspective. Interest-generating assets, inteesstiriy liabilities and the positions of off-
balance sheet business are classified into diffeiere buckets; interest rate-sensitive
liabilities in each time bucket are subtracted frilv® corresponding interest rate-sensitive
assets to produce a re-pricing gap for that tinekéu

The Bank adopts a key risk indicator for the puepas monitoring, reporting and
managing the IRRBB: the NIl Movement R&tidhe limit is presented as a percentage
ratio in terms of net income volatility for an iease in interest rate.

The Bank also monitors the One-year Cumulative Rarg Gap Ratio without defining a
specific limit for all currencies, expressed inrkie.

The table below shows the sensitivity to a 100dpange in interest rates, with all other
variables held constant, of the Bank’s income siatd.

Table 28: Impact of 100 bps parallel shift on inteest risk

£'000 100 bps parallel increase 100 bps parallel decrease
Sensitivity of projected net interest income at

31 December 2017 1,913 (1913)

31 December 2016 (1,245) 1,245

Sensitivity of reported equity to interest rate
movements at
31 December 2017 - -

31 December 2016 100 (100)

Interest rate movements affect reported equithéfollowing ways: 1) retained earnings;
arising from increases or decreases in net intenestme and the fair value changes
reported in profit or loss and 2) fair value ressrvarising from increases or decreases in
fair values of available for sale financial instrembs reported directly in equity.

 An instrument that measures the maximum levetekese variation of net interest income affected Ispecified interest rate change
on the book.
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8. Operational Risk

Operational risk is defined as any instance wheeee is a potential or actual impact
to the Bank resulting from inadequate or failecern@al process, people, systems, or
from an external event. The impact to the Bank loarfinancial, including losses or

an unexpected financial gain, as well as non-firllnguch as customer detriment,

reputational or regulatory consequences.

Operational risks are inherent in the Bank’s bussnactivities. It's not cost effective
to eliminate all operational risk and in any evéntvould not be possible to do so.
Small losses from operational risks are expectegctur and are accepted as part of
the normal course of business activities. The Bsadks to reduce the likelihood of
operational risk in line with the risk appetite.

The Operational Risk comprises the following keyks: fraud, transaction
operations, people, premises, system and legapradctice, the Bank’s operational
risk management extends beyond the key risks.

The Bank has a comprehensive Operational Risk Frariein line with the CRD
IV, Basel guidelines ‘Sound Practices for Managememd Supervision of
Operational Risk 2011".

The Bank continues to use Basic Indicator Appro@acbalculate the operational risk

capital requirement, which is 15% of the averagauah gross income over the

previous three years. The losses, stress testiagasos and effective controls are
taken into consideration when calculating capitéde Bank accumulates loss data to
build the foundation for more advanced approach.

Table 29: Operational risk capital requirement usirg BIA

£'000 RWA Capital Allocation
31 December 2017 161,079 12,886
31 December 2016 148,088 11,847
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Operational Risk Management

The Bank is committed to the measurement and manege of operational risk.
The ORC was set up to monitor and manage operdtiasl activities. The

committee meet quarterly and reports to the BRG Bhank uses the following tools
to identify, assess, monitor, report and contrarapional risk:

* Control self-assessment: the Bank assesses allegges underlying in its
department/business lines against a library of meakthreats and vulnerabilities
and considers the potential impact. The Contrdiagtessment process evaluates
inherent risk, the effectiveness of the controliemvment and residual risk.

The Bank conducts Control self-assessment anna&ilgss all departments and
remedial actions are derived with cooperation dévant departments in order to
mitigate risk occurrence in future.

» KRIs: are risk metrics and/or statistics that pd®vregular insights into a Bank’s
risk exposure. The aim is to ensure that all thgomask exposures are captured
by KRIs in each department. The Bank has a wekldshed list of KRIs for
different departments which are reviewed annuatig approved by the ORC and
BRC. KRIs are collected monthly and reported quéyten a R-A-G flag basis.

e Operational Risk Loss Event/ Data: Operational Riséss Data provides
meaningful information for assessing the Bank’sasyre to operational risk and
effectiveness of internal controls. All events alassified in one of the 7 Basel Il
loss event categories.

The Operational Risk Loss Event data is collectadaomonthly basis from all
departments irrespective of the amount. The Ban&rds all losses actual, potential
or near miss. Operational Risk team then condutticalr events analysis and
recommend actions plan in agreement with the cpor$ent department. The
summary of Operational Risk Loss Event is reportpdarterly to the Senior
Management, ORC and BRC.

« Control Affirmation Process: where the departmergassess existing controls
and affirm the effectiveness in mitigating the riskd review if controls are still
applicable. The Bank conducts Control Affirmatioro®ess annually. The
findings of Control Affirmation Process are presshtannually to the ORC and
BRC for recommendations and approvals.

e Stress Testing and Scenario Analysis: a processbtdining expert opinion of
business line/departments to identify potentialrapenal risk events and assess the
potential outcome. The Bank has developed variqesational risk scenarios that
provide potential sources of significant operatlomnsk and the need for additional
risk management controls or mitigation solutions.

e The Bank uses Group Operational Risk Monitoring &nadysis Platform
(ORMIS) for risk reporting purposes.
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9. Remuneration

In alignment with the Capital Requirements Regalat{CRR) remuneration disclosure
requirements, the FCA’s General Guidance on Prapwatity: The Remuneration Code
(the Code) (SYSC 19) and the PRA’s LSS8/13, “Rematien Standards: the Application
of Proportionality”, the Bank has been classifisthgproportionality Level Two firm.

The following constitutes the Bank’s remuneratiascthbsure under Pillar 3 and sets out
the details required under the Code and Pillar &clbsures on Remuneration as they
apply to the Bank for the year ended 31 Decemb#&v 20

Remuneration Policy - Governance

The Remuneration Committee (‘RemCo’) of the Bank rssponsible for the
implementation of effective remuneration governararel related risk management
practices. The RemCo met quarterly throughout 201¥its primary purpose is to:

* Review and recommend local Executive Directors’ uparation aligned to
external/internal salary bandings to the Boardéetew and Head office for approval.

 Review expatriate Executive Directors’ remuneratiatigned to appropriate
external/internal salary bandings.

* Recommend and monitor remuneration structures éoorsd tier management and
defined material risk takers/code staff (as definader the Code and the European
Banking Authority’s (EBA) Remuneration Guidelines).

» Set the principles and parameters of the Remuoer&wlicy.

* Undertake annual independent review of the RemtinarRolicy and framework.

* Review and approve people related policies reggraecruitment, learning and
development, assessment and performance appraisal.

The Terms of Reference of the RemCo were lastwadeand updated in March 2017.

Composition of the Remuneration Committee

The RemCo comprises four members, being:

» Dr Gerard Lyons - Independent Non Executive DinrectGhairman of the
Remuneration Committee;

* Mr Charles Hardy — Independent Non Executive Doect

* Mr Yu Sun — Chief Executive Officer and Directonda

* Ms Tracey Rutherford — Head of Human Resources.
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Role of Relevant Stakeholders

The RemCo is supported by the Bank’s Board Risk @itaee on risk related matters
including the specific measures and wider issukimg to risk and business protection
and also by the Legal and Compliance departmenisikrand performance related issues.

In no case is any person present when their ownmenation is discussed.

In performing its duties, the RemCo has soughtraateadvice from PwC in relation to
the application of the FCA Remuneration Code, fretmst & Young regarding

application of EBA Regulatory Technical Standar@3$) and Material Risk Takers and
from McLagans in relation to remuneration benchnmykncluding market practice and
peer group methodology.

Remuneration Policy

The RemCo is guided by the overarching principlethe Bank’s Remuneration Policy;
the objective of the policy is to clearly documéme practices of the Bank in regards to
the remuneration of its employees.

The Bank’s Remuneration Policy recognises and supploe fact that appropriate levels
of remuneration and compensation are necessartri@cta retain and motivate high
quality people required to lead, manage and sdreeBank in a competitive financial
services environment whilst complying with all ned@t regulatory requirements.

The Bank has a robust framework in place to enthatethe level and composition of
remuneration:

. Is reasonable and both clearly and measurablydit&gerformance;

. Is appropriate for results achieved,;

. Encourages behaviour consistent with the Bank’s competency model and core
values which leads to excellence and the appreprizdlance in financial
performance, governance, controls, risk managemamgiomer service, people
management, brand and reputation management.
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Remuneration Framework
The composition of remuneration and benefits cosepri

. Basic salary which is determined by having regaréxternal market remuneration
benchmarking data and other relevant information;

. Benefits which are also determined by having regéod external market
benchmarking data and the requirements of the Baekiployees as part of a
flexible benefit scheme;

. Discretionary Bonus which is performance basedaéei remuneration determined
by the outcome and achievement of performance messnd competences applied
to employees within a balance scorecard framework.

Discretionary awards as referred above qualify\asiable remuneration” as defined in
the Code.

The RemCo discuss and review Risk and ComplianoedEé&lanagement employee’s
remuneration on an annual basis to ensure theyemnenerated independently of the
businesses they oversee. This process is compteted 1st quarter annually to align to
annual remuneration reviews.

Independent Non Executive Code Staff do not pgie in variable pay arrangements.

Link between Pay and Performance

The Bank’s remuneration policies are designed konvathe Bank to attract and retain
talented individuals needed to deliver the busirstsstegy. The Bank manages the risk
implications of its remuneration arrangements number of ways, including:

. Striking the optimal balance between ‘fixed’ elenseaf pay (base salary, benefits
and pension), and ‘variable’ pay (annual discretrgrbonus) to ensure variable pay
overall and on an individual-by-individual basisn&ns an appropriate proportion
of total pay;

. Ensuring performance for all variable pay planmeasured by reference to a range
of factors including non-financial objectives, whictake into account risk,
sustainability of performance and the Bank’s caympetences and values in order
to take a rounded view of performance;

. Retaining the requirement to effect clawback andlumaprovisions of the
Remuneration Policy in relation to any deferred usorlements. Clawback and
malus will be initiated and enforced in line withetBank’s Risk Management risk
adjustment and performance adjustment assessmenthanBank’s disciplinary
procedure; and
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. Ensuring that any discretionary bonus scheme wall e applied unless the Bank
achieves performance objectives as determinedeabdginning of each financial
year.

Risk and Performance Adjustments
The Risk and Performance Adjustment consideratioatsare applied by the Bank are:

. Consideration of the ongoing performance of thek&aat could be impacted by an
individual, including profitability, specific losseincurred or written off and any
new provisions made during any variable award plerio

. That during any variable award period investigatidny external auditors and
regulators are without material qualification osaose undue risk (taken by an
individual);

. That future risks to be considered for Credit andridt Risk include through the
non performing loans (NPLSs) ratio and VaR; and

. That any misstatement or misconduct or breach dty®r procedure by any
individual be considered accordingly with Complian©perational Risk, Internal
Audit or any other internal reports to be consideas appropriate.

Application of Code Staff/Material Risk Takers

Under the definition provided by the EBA’'s RTS Elg@dulation No 604/2014, the Bank
currently considers the following categories offfsta be material risk takers (previously
referred to as Code Staff):

. Staff who perform significant influence functiorw the Bank (as defined within the
FCA Handbook);

. Staff with responsibility for management and susgon, and who report directly to
the governing body, a member of the governing bothe CEO, or a
Deputy/Assistant General Manager responsible fgriicant business lines;

. Staff whose total remuneration takes them into #Haene bracket as Senior
Management; and

. Staff whose professional activities could have deni@ impact on the firm’s risk
profile including market, credit and interest ratisk, and funding, liquidity,
reputational and operational risk, with particufacus on risk in relation to the
Bank’s capital.

It is recognised that in applying the EBA’s extethdgcope of Capital Requirements
Directive IV in relation to remuneration that RT@&ve been established and define
specific criteria to further identify categories employees whose activities have a
material impact on institutional risk (material kiigakers); the Bank reviewed their
application of Material Risk Takers when RTS cante force.
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Annual Discretionary Bonus Award for Code Staff/Maerial Risk Takers

Code Staff/Material Risk Takers participate in #mnual discretionary bonus scheme that
aims to recognise and reward an employee’s persmmfibution to the success of the
Bank. As referred to above, contribution and sssas typically based on the measure of
a mix of corporate and personal pre agreed obgstior the year which results in a
performance rating for the individual.

For the majority of Code Staff/Material Risk Takedsscretionary bonus awards will be
paid from a discretionary bonus pool which is deieed following the end of the
financial year based on corporate performance. Ehigaid as a cash award in March
following the end of the financial year. The lee¢lfunding for the pool based scheme is
related to the financial performance of the Bank.

Individual discretionary bonus awards will be regldavhere the Bank becomes aware of
any action by an individual who has exposed thekBanany form of unplanned risk
(including, but not limited to, regulatory, legal @putational risk).

The Bank’s Remuneration Policy enables deferraldistretionary bonus awards in
alignment with the regulatory requirements.

The Bank’'s Remuneration Policy does not allow festing of variable remuneration
deferral elements.

The deferral of variable remuneration applies tiingel code staff/material risk takers
only who fall outside of the current “de minimigiles.

The Bank did not pay any guaranteed bonuses orosigawards during the 2017 financial
year.
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Remuneration Awarded

The EBA requirements on remuneration state thaabkr pay shall not exceed 100% of
fixed pay of total remuneration (can be increased200% subject to shareholder

approval).

Table 30: 2017 variable remuneration awarded

31 Dec 2017

Number of staff receiving variable remuneration aiva 437
Total fixed pay (£) 21,595,878
Total variable pay (including discretionary bonwsaed, i

) 8,382,007
allowances and overtime) (£)
Total deferred remuneration paid out — previousy/€g) 584,261
Total non deferred variable remuneration paid 8yt ( 6,562,345
Total outstanding deferred remuneration (to be gaitB- 2024) (£ 881,858
Total severance payments made 14,035
Total Remuneration (£) 38,020,384
Variable pay/fixed pay ratio 39%

Table 31: Analysis of remuneration amount betweeniXed and variable pay for code staff

31 Dec 2017 (£) Management Body Senior Others Total
Managers

Number of Code 10 19 69

Staff

Fixed Pay 2,105,198 2,401,837 2,864,878 7,371,913

Variable Pay 803,403 862,489 1,171,055 2,836,947

All remuneration payments were made by cash. ThekBdoes not have non-cash

vehicles.

The Bank paid severance payments to the value408% in 2017. There are no staff at
the Bank who were paid over £888K (equivalent th%?). The highest paid Director was

paid £396K (equivalent to €446K) in 2017.

0 Converted to Euros using the exchange rate ate212D17 1£= €1.1256

Pillar 3 Disclosures 2017 @ | Bank@iina (UK) Limited



@) Yt
BANK OF CHINA
Bank of China (UK) Limited

1 Lothbury
London, EC2R 7DB
United Kingdom

www.bankofchina.com/uk/

Pillar 3 Disclosures 2017 @ | Bank@iina (UK) Limited



