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BUSINESS DEVELOPMENT BRIEFING

In 2022, Macau's economy experienced the most difficult period after its handover due to multiple adverse factors
such as recurrence of the pandemic. Bank of China Limited Macau Branch (“the Branch”) encountered serious
challenges in its business development consequently. Faced with these challenges, the Branch has accelerated its
digital transformation, deepened reforms in all aspects and pursued high-quality development to help maintain the
overall stability of Macau’s financial system.

To stabilise Macau's financial order and people's livelihood, the Branch worked to ensure uninterrupted services during
the pandemic by coordinating relevant prevention and control policies with its business development, and fully
cooperated with the SAR government to combat the pandemic with governance measures, so as to support the stable
operation of Macau's financial market. Additionally, comprehensive financial service plans were introduced in a timely
manner to support the sustainable business development of large, medium-sized and small enterprises in Macau,
protect market players and stabilise market expectations. Relief measures were continuously provided to individual
customers to combat the pandemic and overcome difficulties together with the community. In active response to the
national strategy of the Greater Bay Area, the Branch coordinated with domestic institutions, and promoted
intraregional connectivity, which facilitated Macau residents' consumption and payment and investments in property
in the Chinese mainland. In addition, the Branch actively supported the development of the high-tech industry in the
Guangdong-Macau In-Depth Cooperation Zone in Hengqin and assisted the Branch of China Group in signing the
Memorandum of Cooperation on Collaborative Development of Science, Technology and Innovation with the SAR
government. To advance the development of modern finance in Macau, the Branch, as the Chairman of the Macau
Association of Banks, promoted the establishment of Modern Finance Development Committee, Committee on the
Prevention of Financial System Risks, Green Finance Committee, Sino-Portuguese Financial Services Development
Committee and other committees to support the development of the SAR's modern financial industry.

Bank of China (Macau) Limited was successfully opened in 2022 under the deployment of the Head Office, and this
marks that Bank of China (“BOC”) has formed a dual-license operation pattern of "branch + subsidiary" in Macau. In
the future, BOC will always stick to the customer-centric approach, and provide broader and more convenient services
of higher-quality to the Macau community and citizens. Besides, the Branch continued to deepen the implementation
of its development strategy and consolidate its leading position in the local market for the advancement of its own
business. In terms of personal business, the Branch adhered to the customer-centric approach and accelerated the
transformation and development of outlets and innovation of online service models. Furthermore, the Branch actively
supported the electronic consumption voucher scheme of the SAR government and continuously diversified the
functions of mobile banking. The number of mobile banking customers, transaction volume and monthly active user
rate all maintained a leading position in the market, which demonstrated local recognition of our mobile payment
brand. In terms of corporate business, the BOC’s “Business Continuity Plan for SMEs” was launched to alleviate the
financial pressure on enterprises under the pandemic, assist SMEs in promoting their goods and services and revitalise
the community economy. In terms of financial market business, the Branch, as the exclusive global coordinator,
completed the issuance of all mainstream bond products after the launch of MCSD, and supported the development of
the bond market in Macau with high-quality services.

In 2023, the Branch will continue to provide high-quality financial services to citizens under the mission of "Rooted
in Macau, Steadfast in Serving". By playing an active part in the construction of the Greater Bay Area and the "Belt
and Road", the Branch will firmly support the development of the SAR's economy, and help maintain the economic
and financial stability of the SAR, making new contributions to a moderate and diversified economy in Macau.



INDEPENDENT AUDITOR’S REPORT ON THE SUMMARY FINANCIAL STATEMENTS
TO THE MANAGEMENT OF BANK OF CHINA LIMITED MACAU BRANCH

The accompanying summary financial statements of Bank of China Limited Macau Branch (the “Branch”) set
out on pages 4 to 7, which comprise the summary balance sheet as at 31 December 2022, the summary statement
of profit and loss, and summary comprehensive income statement for the year then ended, and related notes, are
derived from the audited financial statements of the Branch for the year ended 31 December 2022. We expressed
an unmodified audit opinion on those financial statements, from which the summary financial statements are
derived, in our report dated 30 March 2023. Those financial statements, and the summary financial statements,
do not reflect the effects of events that occurred subsequent to the date of our report (30 March 2023) on those
financial statements.

The summary financial statements do not contain all the disclosures required by Financial Reporting Standards
issued by the Government of the Macao Special Administrative Region. Reading the summary financial statements,
therefore, is not a substitute for reading the audited financial statements of the Branch.

Management’s Responsibility for the Summary Financial Statements

Management is responsible for the preparation of the summary financial statements in accordance with Article 76
of Macau Financial System Act and AMCM Circular No. 006/B/2022-DSB/AMCM.

Auditor’s Responsibility

Our responsibility is to express an opinion on the summary financial statements based on our procedures and to
report our opinion solely to you, as a body, and for no other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this report. We conducted our audit in accordance with
International Standard on Auditing 810 “Engagements to Report on Summary Financial Statements”, which is
included in the Auditing Standards, issued by the Professional Committee of Accountants of the Government of the
Macao Special Administrative Region.



INDEPENDENT AUDITOR’S REPORT ON THE SUMMARY FINANCIAL STATEMENTS
(CONTINUED)

TO THE MANAGEMENT OF BANK OF CHINA LIMITED MACAU BRANCH (CONTINUED)
Opinion

In our opinion, the summary financial statements derived from the audited financial statements of the Branch for
the year ended 31 December 2022 are consistent, in all material respects, with the audited financial statements,
in accordance with Article 76 of Macau Financial System Act and AMCM Circular No. 006/B/2022-DSB/AMCM.

Ng Wai Ying
Certified Public Accountant

PricewaterhouseCoopers

Macao, 4 May 2023
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SUMMARY FINANCIAL INFORMATION

STATEMENT OF PROFIT AND LOSS

FOR THE YEAR ENDED 31 DECEMBER 2022

Interest income
Interest expense

Net interest income

Fee and commission income

Fee and commission expense

Net fee and commission income

Net trading income

Dividend income from equity investments

Gain on trading of financial investments
Other income - net

Operating income

Employee benefits
Depreciation and amortisation

General administrative and operating expenses
Net provision for impairment losses on loans and other assets

Operating expenses
Operating profit
Income from investments in an associate

Profit before taxation
Taxation

Profit for the year

2022 2021
MOP’000 MOP’000
17,961,952 14,032,731
(11,076,568) (6,539,696)
6,885,384 7,493,035
1,933,452 3,021,489
(453271) (471,830)
1,480,181 2,549,659
111,864 297,702

36 36

435 221,706
137,955 50,234
250,290 569,678
8,615,855 10,612,372
(1,751,517) (1,899,809)
(239,146) (259,276)
(629,960) (716,425)
(503,275) (900,168)
(3,123,898) (3,775,678)
5,491,957 6,836,694
(20,482) 680
5,471,475 6,837,374
(641,207) (813,980)
4,830,268 6,023,394




BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
SUMMARY FINANCIAL INFORMATION

COMPREHENSIVE INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2022

Profit for the year

Items that may be reclassified subsequently to statement of profit and loss:

Debt instruments at fair value through other comprehensive income:
Changes in fair value
Changes in impairment allowances
Deferred tax

Available-for-sale securities:
Changes in fair value
Deferred tax

Share of other comprehensive income of the investee accounted for using

equity method

Other comprehensive losses for the year, net of tax

Total comprehensive income for the year

2022 2021
MOP’000 MOP’000
4,830,268 6,023,394

(2,739,532) Not applicable
148,183 Not applicable
313,721 Not applicable

(2,277,628) Not applicable

Not applicable (1,584,169)
Not applicable 190,100
Not applicable (1,394,069)
(1,837) (2,492)
(2,279,465) (1,396,561)
2,550,803 4,626,833




BANK OF CHINA LIMITED MACAU BRANCH
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SUMMARY FINANCIAL INFORMATION

BALANCE SHEET
AS AT 31 DECEMBER 2022

ASSETS

Cash and deposits with banks

Deposits with Monetary Authority of Macau
Placements with banks

Financial investments

Derivative financial instruments

Macau SAR certificates of indebtedness
Loans and advances

Investment in an associate

Other investments

Properties and equipment

Investment properties

Intangible assets

Other assets

Deferred tax assets

TOTAL ASSETS

Liabilities

Macau SAR currency notes in circulation

Deposits from banks

Derivative financial instruments
Deposits from customers
Certificates of deposit issued
Debt securities issued

Other liabilities

Deferred tax liabilities

Tax provision

31 December

31 December

2022 2021
MOP’000 MOP’000
(Restated)

57,220,719 216,296,074
10,911,805 11,870,883
241,506,061 266,372,585
93,836,390 92,289,156
3,830,942 2,483,539
11,522,813 11,441,182
306,369,171 438,202,106
56,889 79,208

- 1

650,127 705,632
58,896 63,265
33,145 46,499
976,693 6,657,334
342,115 -
727,315,766 1,046,507,464
11,990,689 11,302,695
284,142,007 402,401,045
3,182,462 2,557,324
319,337,840 505,244,685
79,868,140 79,585,530
18,237,550 30,554,051
3,393,331 6,755,148

- 27,589

848,457 813,399
709,009,787 1,027,938,771
721,000,476 1,039,241,466




BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
SUMMARY FINANCIAL INFORMATION

BALANCE SHEET(CONTINUED)
AS AT 31 DECEMBER 2022

Operating fund and reserves

Operating fund
Undistributed profits
Revaluation reserve
General regulatory reserve
Other reserves

Total liabilities, operating fund and reserves

Approved for issue by management of the Branch on 28 April 2023

Li Guang Jiang Lu
President Chief Accountant

31 December

31 December

2022 2021
MOP’000 MOP’000
(Restated)

1,032,600 1,032,600
6,056,028 6,023,394
(1,956,633) 212,496
1,187,624 Not applicable
(4,329) (2,492)
6,315,290 7,265,998
727,315,766 1,046,507,464




BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2022

Profit before taxation

Adjust for:

- Depreciation and amortisation

- Amortisation of discount and premium of bonds

- Amortisation of discount of debt securities issued

- Interest income from financial assets available-for-sale and held for
trading, and held-to-maturity bonds

- Interest of financial assets at fair value through profit or loss and through
other comprehensive income and bonds at amortised cost

- Evaluated profit/loss of bonds measured at fair value through profit or
loss

- Gain or loss from the trading of bonds

- Interest expenses from debt securities issued

- Net gain on disposal of properties and equipment

- Dividend income

- Losses on investments in an associate

- Net provision for losses on loans and other assets

- Long-term equity investments

- Effect of foreign exchange rate changes

Changes in the operating assets:

- Placements with banks

- Deposits with Monetary Authority of Macau (excluding minimum
deposits)

- Monetary bills of Monetary Authority of Macau

- Loans and advances

- Macau SAR certificates of indebtedness

- Derivative financial assets

- Other assets

Changes in the operating liabilities:

- Deposits from banks

- Deposits from customers

- Macau SAR currency notes in circulation
- Derivative financial liabilities

- Other liabilities

- Certificates of deposit issued

Net cash from operating activities
Macau complementary tax paid

Net cash (outflow)/inflow from operating activities

2022 2021
MOP’000 MOP’000
5,471,475 6,837,374
239,146 259,276
(356,035) (355,862)
21,721 30,511
Not applicable (2,504,771)
(2,301,384) Not applicable
102,188
Not applicable
(435) (221,706)
635,163 828,512
526 )
(36) (36)
(6,556) 2,490
503,275 900,168
29,099 (3,170)
2,829,882 (703,551)
7,168,029 5,069,233
11,595,591 (29,406,436)
3,517,110 (256,344)
(2,504,929) 2,878,467
135,636,875 (37,810,548)
(81,631) (326,187)
(1,347,403) 325,711
2,328,983 3,045,619
149,144,596 (61,549,718)

(118,546,756) 243,311,982
(187,157,169) 28,039,002
687,994 13,386
625,138 (888,775)
(1,942,150) (1,773,117)
263,370 8,193,464
(306,069,573) 276,895,942
(144,285,473) 220,415,457
(813,399) (757,728)
(150,570,347) 219,657,729




BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION

CASH FLOW STATEMENT(CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2022

Net cash (outflow)/inflow from operating activities

Investing activities

Dividends received
Proceeds from disposal of fixed assets
Interest received on financial assets available-for-sale and held
for trading, and held-to-maturity bonds
Interest received on financial assets at fair value through profit
or loss and through other comprehensive income and bonds
at amortised cost
Additions of properties and equipment
Additions of intangible assets
Additions of financial assets available-for-sale and held for
trading, and held-to-maturity bonds
Additions of financial assets at fair value through profit or loss
and through other comprehensive income and bonds at
amortised cost
Proceeds from disposal of financial assets available-for-sale
and held for trading, and held-to-maturity bonds
Proceeds from disposal of financial assets at fair value through
profit or loss and through other comprehensive income and
bonds at amortised cost

Net cash outflow from investing activities

Financing activities

Proceeds from debt securities issued
Redemption of debt securities due
Interest paid on debt securities issued

Funds contribution to the Head Office

Net cash outflow from financing activities

(Decrease)/Increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Effect of exchange rate changes on cash and cash
equivalents

Cash and cash equivalents at 31 December

2022 2021
MOP’000 MOP’000
(150,570,347) 219,657,729
36 36
- 2
Not applicable 2,172,401
2,364,445 Not applicable
(141,838) (156,080)
(24,606) (50,225)
Not applicable (41,860,884)
(54,462,553) Not applicable
Not applicable 36,429,848
51,988,548 Not applicable
(275,968) (3,464,902)
7,263,093 6,122,896
(19,712,380) (16,830,315)
(688,660) (849,136)
(4,614,831) (5,644,346)
(17,753,278) (17,200,901)
(168,599,593) 198,991,926
320,453,603 120,758,126
(2,829,882) 703,551
149,024,128 320,453,603




BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION

CASH FLOW STATEMENT(CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2022

Analysis of the balances of cash and cash equivalents

Cash and balances

Maturity on demand

- Deposits with Monetary Authority of Macau (excluding minimum deposits)
- Deposits with banks

Original maturity date of the agreement within 3 months (inclusive)

- Deposits with banks

- Monetary bills of Monetary Authority of Macau

-10-

2022 2021
MOP’000 MOP’000
1,249,240 4,847,774
6,000,260 3,442,211
55,957,117 211,448,317
85,817,511 99,715,434
- 999,867
149,024,128 320,453,603




BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION

OFF-BALANCE-SHEET EXPOSURES
AS AT 31 DECEMBER 2022

As at 31 December 2022, the Branch’s contingent liabilities and outstanding commitments were as follows:
Bullion endorsement and agreements

Bullion endorsement and agreements as well as customers’ responsibility for such endorsement and
agreements are not included in the balance sheet:

MOP’000
Direct credit substitutes 22,177,444
Transaction-related contingencies 18,492,246
Trade-related contingencies 1,166,284
Other commitments
- With an original maturity of up to one year 37,191,065
- With an original maturity of over one year 12,688,799
- That are unconditionally cancellable 61,084,426
152,800,264

If there is evidence that bullion endorsement and agreements cannot be fully recovered, the Branch will make
specific provision for contingencies losses.

Derivatives
Contract/ Credit Fair value
Notional risk-weighted

amounts amount Assets Liabilities
MOP’000 MOP’000 MOP’000 MOP’000
Exchange rate derivatives 252,875,426 3,584,126 3,713,410 3,064,912
Interest rate derivatives 7,194,401 55,654 117,532 117,550
Stock derivatives - - - -
260,069,827 3,639,780 3,830,942 3,182,462

-11-



BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Statement of compliance

The financial statements of the Branch have been prepared in accordance with the Financial Reporting
Standards (“the new Financial Reporting Standards”) approved by the Secretary of the Secretariat for
Economy and Finance on 17 March 2020, as promulgated by the Macau SAR in accordance with Order No.
44/2020. This disclosure of financial information has been prepared in accordance with the Circular No.
006/B/2022-DSB/AMCM - Guidelines on the Disclosure of Financial Information issued by the AMCM.

Basis of preparation of the financial statements

Bank of China Limited Macau Branch ("the Branch") was established in Macau on 21 June 1950, and its
registered office and principal place of business are located at Bank of China Building, Avenida Doutor Mario
Soares, Macau. The Branch is one of the branches of Bank of China Limited ("Head Office"), a joint-stock
commercial bank incorporated in the People's Republic of China.

The Branch offers a full range of banking and financial services.

In response to the business development requirements of the Head Office and to better serve the Macau
community, the Branch works in full cooperation with Bank of China (Macau) Limited (“BOC Macau
Subsidiary”), complements each other’s strengths to maximise the synergy of Bank of China’s presence in
Macau. The Branch transferred the financial services for personal customers to BOC Macau Subsidiary on
20 November 2022. Such transfer represents the recapitalisation of the business, which did not result in any
change in the substance of the business, or any change to any management or ultimate controlling shareholder.
The transfer was therefore made at the carrying amount of the assets and liabilities.

The financial statements have been prepared under the historical cost convention, except for financial assets
at fair value through other comprehensive income, financial assets and financial liabilities (including
derivative financial instruments) at fair value through profit or loss. Where an asset is impaired, an impairment
allowance is required in accordance with relevant requirements.

The preparation of financial statements under the new Financial Reporting Standards in Macau requires
management to make certain critical accounting estimates and assumptions. This also requires management
to exercise its judgement in the application of the Branch’s accounting policies. Areas involving high
judgement or high complexity, or areas where assumptions and estimates are material to the financial
statements, are disclosed in “Accounting estimates and judgements”.

The financial statements of the Branch are prepared on a going concern basis.

-12 -
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BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION

AS AT 31 DECEMBER 2022
ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year
beginning on 1 January 2022

The Financial Reporting Standards (“the new Financial Reporting Standards™) was approved by the
Directive No. 44/2020 of the Secretary for Economy and Finance on 17 March 2020. The new Financial
Reporting Standards is effective from 28 March 2020 and replaces the Macau Financial Reporting Standards
from that date. The new Financial Reporting Standards adopts all the standards of the 2015 version of the
International Financial Reporting Standards (“IFRSs”).

ASSETS

Cash and deposits
with banks

Deposits with
Monetary Authority
of Macau

Placements with
banks

Financial investments

Derivative financial
instruments

Macau SAR
certificates of
indebtedness

Loans and advances

Investment in an
associate

Other investments

Properties and
equipment

Investment properties

Intangible assets
Other assets
Deferred tax assets

TOTAL ASSETS

Liabilities

Macau SAR currency
notes in circulation

Deposits from banks

Derivative financial
instruments

Deposits from
customers

Certificates of deposit
issued

Debt securities issued

Other liabilities

Deferred tax
liabilities

Tax provision

Setup of
31 December 31 December regulatory 1 January
2021 IAS 40 2021 IFRS 9 reserve 2022
MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000
(Original
accounting
policies) (Restated)
216,296,074 - 216,296,074 178,976 - 216,475,050
11,870,883 - 11,870,883 - - 11,870,883
266,372,585 - 266,372,585 418,917 - 266,791,502
92,289,156 - 92,289,156 (9,770) - 92,279,386
2,483,539 - 2,483,539 - - 2,483,539
11,441,182 - 11,441,182 - - 11,441,182
438,202,106 - 438,202,106 4,295,944 - 442,498,050
79,208 - 79,208 - - 79,208
1 - 1 - - 1
768,897 (63,265) 705,632 - - 705,632
- 63,265 63,265 - - 63,265
46,499 - 46,499 - - 46,499
6,657,334 - 6,657,334 (3,219,270) - 3,438,064
- - - 27,752 27,752
1,046,507,464 - 1,046,507,464 1,692,549 - 1,048,200,013
11,302,695 - 11,302,695 - - 11,302,695
402,401,045 - 402,401,045 287,718 - 402,688,763
2,557,324 - 2,557,324 - - 2,557,324
505,244,685 - 505,244,685 1,250,324 - 506,495,009
79,585,530 - 79,585,530 19,240 - 79,604,770
30,554,051 - 30,554,051 159,236 - 30,713,287
6,755,148 - 6,755,148 (1,316,308) - 5,438,840
27,589 - 27,589 (27,589) - -
813,399 - 813,399 206,608 - 1,020,007
1,039,241,466 - 1,039,241,466 579,229 - 1,039,820,695
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BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year
beginning on 1 January 2022(Continued)

Setup of
31 December 31 December regulatory
2021 1AS 40 2021 IFRS 9 reserve | January 2022
MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000
(Original
accounting
policies) (Restated)
Operating fund and
reserves
Share
capital/Operating
fund 1,032,600 - 1,032,600 - - 1,032,600
Undistributed profits 6,023,394 - 6,023,394 1,004,821 (1,968,846) 5,059,369
Revaluation reserve 212,496 - 212,496 108,499 - 320,995
General regulatory
reserve - - - - 1,968,846 1,968,846
Other reserves (2,492) - (2,492) - - (2,492)
7,265,998 - 7,265,998 1,113,320 - 8,379,318
Total liabilities,
operating fund
and reserves 1,046,507,464 - 1,046,507,464 1,692,549 - 1,048,200,013

-14 -
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BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES
Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year
beginning on 1 January 2022(Continued)

Based on the Branch’s analysis and assessment, the standards contained in the new Financial Reporting
Standards are not expected to have a material impact on the Branch’s financial statements except as set out
below.

IAS 1 “Presentation of Financial Statements” set out in the new Financial Reporting Standards

According to the International Accounting Standards No. 1 “Presentation of Financial Statements”
(“IAS 17), all non-owner changes in equity are required to be presented in the comprehensive income
statement or statement of profit and loss and other comprehensive income. IAS 1 requires an entity
to present a statement of financial position for the earliest comparative period when changes in
accounting policy, retrospective restatement or reclassification occur. These requirements will affect
the presentation of the Branch’s financial statements.

IFRS 9 “Financial Instruments” set out in the new Financial Reporting Standards

The International Financial Reporting Standards No. 9 Financial Instruments (“IFRS 9’) were issued
by the International Accounting Standards Board as an active and comprehensive response to the
financial crisis. IFRS 9 includes a logical model for classification and measurement, a single,
forward-looking “expected loss” impairment model and a substantially-reformed approach to hedge
accounting with enhanced disclosures about risk management activity. IFRS 9 requires retrospective
adjustments but comparatives are not required to be restated, except for hedge accounting which
generally adopts forward-looking adjustments. The Branch adopts IFRS 9 from 1 January 2022 and
will not restate comparatives.

The 2021 comparatives of financial instruments within the scope of the new financial instruments
standards are not restated. Therefore, the information in the financial statements is not comparable
to 2021 comparatives presented according to the accounting policies under the old financial
instruments standards. Differences arising from the adoption of IFRS 9 have been directly reflected
in the statement of changes in operating fund/share capital and equity as at 1 January 2022.

-15-



(C))

BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES
Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year
beginning on 1 January 2022(Continued)

Amendments to each part from IFRS 9 are detailed as follows:

- Classification and measurement

Financial assets shall be classified into one of the following measurement categories: (1)
subsequently measured at amortised cost, (2) subsequently measured at fair value through
other comprehensive income (FVOCI) (all financial assets other than accrued interest,
amortisation and impairment allowances are recognised in other comprehensive income at
changes in fair value), or (3) subsequently measured at fair value through profit or loss
(FVPL) The classification of financial assets shall be determined at transition and
subsequently at initial recognition. The classification depends on the entity’s business
model for managing its financial instruments and the contractual cash flow characteristics
of the instruments, or the election of fair value option.

For the classification and measurement of financial liabilities, changes in fair value of
financial liabilities from their changes in credit risks shall be presented in other
comprehensive income. While the remaining portion is included in the statement of profit
and loss. The amounts presented in other comprehensive income cannot be subsequently
reclassified to the statement of profit and loss, but can be transferred to equity. To
eliminate or significantly reduce a measurement or recognition inconsistency, financial
instruments can be continued to be designated at fair value through profit or loss at initial
recognition under IFRS 9.
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BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year beginning on 1 January 2022(Continued)
IFRS 9 “Financial Instruments” set out in the new Financial Reporting Standards (continued)

The Branch has analysed financial assets and financial liabilities in detail at transition (1 January 2022). The original and new accounting classifications under accounting policies in
prior years and under IFRS 9 are as follows.

Original classification Original gross carrying
under accounting  New classification amount under accounting New gross carrying
Financial assets policies in prior years under IFRS 9 policies in prior years Reclassification Remeasurement amount under IFRS 9
MOP’000 MOP’000 MOP’000 MOP’000
Cash and deposits with banks L&R AC 216,296,074 285,055 (106,079) 216,475,050
Deposits with Monetary Authority of Macau L&R AC 11,870,883 - - 11,870,883
Placements with banks L&R AC 266,372,585 458,602 (39,685) 266,791,502
Financial investments 92,289,156 12,171 (21,941) 92,279,386
- Held-to-maturity bonds HTM AC 11,957,667 (11,957,667) - -
HTM FVPL 1,032,060 (1,032,060) - -
- Financial assets available-for-sale and
held for trading AFS FVOCI 79,299,429 (79,299,429) - -
- Debt securities investments at amortised
cost HTM AC - 11,969,838 95) 11,969,743
- Financial assets at fair value through
other comprehensive income AFS FVOCI - 79,299,429 (32,801) 79,266,628
- Financial assets at fair value through
profit or loss HTM FVPL - 1,032,060 10,955 1,043,015
Derivative financial instruments FVPL FVPL 2,483,539 - - 2,483,539
Macau SAR certificates of indebtedness L&R AC 11,441,182 - - 11,441,182
Loans and advances 438,202,106 2,463,442 1,832,502 442,498,050
L&R AC 438,202,106 (4,796,168) 1,878,126 435,284,064
L&R FVOCI - 825,381 4,035 829,416
L&R FVPL - 6,434,229 (49,659) 6,384,570
Other investments FVPL FVPL 1 - - 1
Other assets L&R AC 6,099,136 (3,219,270) - 2,879,866
Total financial assets 1,045,054,662 - 1,664,797 1,046,719,459
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BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION

AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year beginning on 1 January 2022(Continued)

IFRS 9 “Financial Instruments” set out in the new Financial Reporting Standards (continued)

Original gross

Original carrying amount
classification under New  under accounting New gross
accounting policies  classification policies in prior carrying amount
Financial liabilities in prior years  under IFRS 9 years Reclassification Remeasurement under IFRS 9
MOP’000 MOP’000 MOP’000 MOP’000

Macau SAR currency notes in

circulation AC AC 11,302,695 - - 11,302,695
Deposits from banks AC AC 402,401,045 287,718 - 402,688,763
Derivative financial instruments FVPL FVPL 2,557,324 - - 2,557,324
Deposits from customers 505,244,685 1,250,324 - 506,495,009
AC AC 505,244,685 (2,213,367) - 503,031,318
AC FVPL - 3,463,691 - 3,463,691
Certificates of deposit issued AC AC 79,585,530 19,240 - 79,604,770
Debt securities issued AC AC 30,554,051 159,236 - 30,713,287
Other liabilities AC AC 6,148,786 (1,716,518) 400,210 4,832,478
Total financial liabilities 1,037,794,116 - 400,210 1,038,194,326

Notes:

FVPL Financial assets/liabilities at fair value through profit or loss
FVOCI Financial assets/liabilities at fair value through other comprehensive income

AC Amortised cost

AFS Available-for-sale
HTM  Held-to-maturity
L&R  Loans and receivables
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ACCOUNTING POLICIES
Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year beginning
on 1 January 2022 (continued)

IFRS 9 “Financial Instruments” set out in the new Financial Reporting Standards (continued)
- Impairment

IFRS 9 introduces a new expected credit losses ("ECL") impairment model to recognise ECL
in a more timely manner, which regulates the financial instruments subsequently measured at
amortised cost, debt instruments measured at FVOCI, impairment allowances of irrevocable
loan commitments and financial guarantee contracts. Specially, IFRS 9 requires entities to
assess credit risks and ECL in a fair and probability-weighted manner, consider both past events
and all available information, including current and expected future economic conditions, as
well as discount the time value of money. The Branch will include financial instruments in
Stage 1 at initial recognition and account for their ECL within the next 12 months. The Branch
will include financial instruments in Stage 2 when there have been significant increases in credit
risk since initial recognition, and recognise the ECL over their entire lives in a timely manner.
When there is objective evidence that the financial instruments are impaired, the Branch will
include them in Stage 3 and recognise the ECL over their entire lives. Interest income will then
be accrued net of the impairment amount of the respective Stage 3 financial assets.

31 December 2021

(Original accounting 1 January 2022
policies) Remeasurement (IFRS 9)
MOP’000 MOP’000 MOP’000
Loans and advances
measured at amortised
cost 5,831,245 (1,882,161) 3,949,084
Cash and deposits with
banks - 106,079 106,079
Placements with banks - 39,685 39,685

Debt securities

investments at

amortised cost - 95 95
Loans and advances

measured at fair value

through other

comprehensive income - 4,035 4,035
Financial assets at fair

value through other

comprehensive income - 151,510 151,510
Other liabilities - 400,210 400,210
5,831,245 (1,180,547) 4,650,698
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AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES
Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year beginning
on 1 January 2022 (continued)

IFRS 9 “Financial Instruments” set out in the new Financial Reporting Standards (continued)

- The following table shows the reconciliation of the ending balance as at 31 December 2021 and the
opening balance as at 1 January 2022 under IFRS 9 for equity component.

Impact of the
adoption of IFRS 9
on 1 January 2022

MOP’000

Regulatory reserve
Ending balance under original accounting policies (31 December

2021) -
Transfer from undistributed profits 1,968,846
Opening balance under IFRS 9 (1 January 2022) 1,968,846
Revaluation reserve
Ending balance under original accounting policies (31 December

2021) 212,496
ECL of loans and advances measured at fair value through other

comprehensive income 4,035
ECL of financial assets at fair value through other comprehensive

income 151,510
Remeasurement of financial assets at fair value through other

comprehensive income (32,801)
Related taxes (14,245)
Opening balance under IFRS 9 (1 January 2022) 320,995
Undistributed profits
Ending balance under original accounting policies (31 December

2021) 6,023,394
Remeasurement of financial assets at fair value through profit or loss 10,955
Remeasurement of loans and advances measured at fair value through

profit or loss (49,659)
ECL recognised under IFRS 9 1,180,547
Transfer to regulatory reserve (1,968,846)
Related taxes (137,022)
Opening balance under IFRS 9 (1 January 2022) 5,059,369
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DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES
Basis of preparation of the financial statements (Continued)

Standards, amendments and interpretations that are initially adopted for the accounting year beginning
on 1 January 2022 (continued)

1AS 40 “Investment Properties” set out in the new Financial Reporting Standards

IAS 40 “Investment Properties” (“IAS 40”) regulates the accounting treatment and disclosure of
investment properties. The comparative figures shall be restated at initial adoption under IAS 40. The
Branch believed that the effect was insignificant after assessment, and thus did not present the third
statement of financial position for the opening balance of the prior period. The Branch reclassified the
non-owner-occupied portion from properties and equipment to investment properties at initial adoption
of IAS 40, and measured the present value of investment properties using the cost method.

Setup of regulatory reserve

Pursuant to the Notice No. 012/2021-AMCM issued by Monetary Authority of Macau, the Branch shall
calculate and set up the regulatory reserve. The reserve is the amount of impairment or losses on credit
and other financial investments as defined by the Monetary Authority of Macau, the portion of which is
set and adjusted in accordance with the Financial Reporting Standards is referred to as the accounting
reserve and provided for by annual operating expenses. While the amount of the reserve calculated in
line with the requirements of the Notice is known as the regulatory reserve. Where the accounting reserve
of an asset is insufficient for the regulatory reserve, the regulatory reserve is set up with an appropriation
from accumulated surplus based on the difference between the accounting reserve and the regulatory
reserve. The regulatory reserve shall not be distributed.

The regulatory reserve is categorised into specific and general reserves. Specific reserve is the regulatory
reserve calculated on the basis of non-performing assets (i.c., assets classified as substandard, doubtful
and loss). General reserve is the regulatory reserve calculated on the basis of all credit asset accounts not
classified as non-performing (i.e., credit assets classified as normal and special-mentioned), with a
provision ratio of no less than 1%.
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DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Foreign exchange currency

(1)

(i)

Functional and presentation currency

Items included in the financial statements of the Branch are measured using the currency of the primary
economic environment in which the entity operates (the “functional currency”). The financial statements
are presented in Macau Pataca, which is the Branch’s functional and presentation currency.

Transactions and balances

Foreign currency transactions of the Branch are translated into functional currency at the exchange rates
prevailing at the dates of the transactions or a spot exchange rate which is approximate to the spot
exchange rate of the transaction date at initial recognition. Exchange gains or losses arising from the
settlement of such foreign currency transactions are included in the statement of profit and loss.

At the financial reporting date, monetary assets and liabilities dominated in foreign currencies are
translated at the exchange rates prevailing at the financial reporting date, and exchange gains or losses
are directly recognised in the statement of profit and loss. Difference arising from foreign currency
translation of monetary securities denominated in foreign currency classified as fair value through other
comprehensive income are analysed between translation differences resulting from changes in the
amortised cost and other changes in the carrying amount of the securities. Translation differences related
to changes in the amortised cost are recognised in the statement of profit and loss, and other changes in
the carrying amount are recognised in “other comprehensive income”.

Non-monetary items denominated in foreign currencies that are measured at historical costs are
translated using the spot exchange rates at the date of the transactions. Non-monetary items denominated
in foreign currencies that are measured at fair value are translated using the spot exchange rates on the
date when the fair value is determined. Translation differences on non-monetary financial assets
classified as fair value through other comprehensive income are recognised in “other comprehensive
income”. Translation differences on non-monetary financial assets and financial liabilities at fair value
through profit or loss are recognised in “net trading gain” in the income statement.

The effect of exchange rate changes on cash and cash equivalents is presented separately in the cash flow
statement.
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BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)
Income tax

Income tax comprises current and deferred taxes. Tax is recognised in the statement of profit and loss, except to
the extent that it relates to items recognised directly in equity. In this case, the tax is also recognised in equity.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the
balance sheet date in the regions where the Branch operates and generates taxable income. Management
periodically evaluates positions taken in tax returns with respect to situations in which applicable tax regulation
is subject to interpretation, and sets up provisions where appropriate on the basis of taxes expected to be paid to
the tax authorities.

Deferred income tax is provided in full, using the liability method, on temporary differences between the tax bases
of assets and liabilities and their carrying amounts in the financial statements. However, the deferred income tax
is not accounted for if it arises from initial recognition of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred tax
is determined using tax rates (and laws) that have been enacted or substantively enacted by the balance sheet date
and are expected to apply when the related deferred income tax asset is realised or the deferred income tax liability
is settled. Deferred income tax assets are recognised only to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilised.

Financial assets

Policies after 1 January 2022

Classification and measurement of financial assets

The Branch classifies its financial assets into one of the following measurement categories at initial recognition
as subsequently measured at: fair value through profit or loss (“FVPL”), amortised cost and fair value through
other comprehensive income (“FVOCI”). The classification depends on the entity’s business model for managing
its financial instruments and the contractual cash flow characteristics of the instruments, or the election of fair
value option. All financial assets are recognised initially at fair value. Except for financial assets at FVPL, all
transaction costs of other financial assets are included in their initial carrying amounts.

Business model

Business model reflects how the Branch generates cash flows from managing financial assets, for example,
whether the Branch holds such financial assets for solely collecting the contractual cash flows or for both
collecting contractual cash flows and selling financial assets. If neither of these is applicable, then the financial
assets are classified as part of “other” business model. The business model is assessed at the financial asset
portfolio level and is determined based on the circumstances occurred that are believed to be reasonable. Factors
considered include how cash flows of the group of assets were collected in the past, how the performance of the
group of assets is evaluated and reported to key management personnel, how the risks are assessed and managed,
and how business management personnel are compensated.
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ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Financial assets (continued)

Policies after 1 January 2022 (continued)

Contractual cash flow characteristics

The contractual cash flow characteristics are assessed to identify whether the contractual cash flows are solely
payments of principal and interest on the principal amount outstanding. Principal is the fair value of the financial
assets at initial recognition and may change over the life of the financial asset due to prepayments and others.
Interest consists of consideration for the time value of money, for the credit risk associated with the principal
amount outstanding during a particular period of time and for other basic lending risks and costs, as well as a
profit margin.

(1) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets designated at fair value through profit or loss at
inception, or financial assets mandatorily required to be measured at fair value through profit or loss,
including those held for trading.

A financial asset which has been acquired or incurred principally for the purpose of selling in the short term
or is part of a portfolio of identified financial instruments that are managed together and for which there is
evidence of a recent actual pattern of short-term profit-taking is classified as held for trading. All derivative
financial instruments are classified as held for trading unless they are designated as effective hedging
instruments.

A financial asset, other than those held for trading or mandatorily measured at fair value, will be designated
as a financial asset at FVPL, if it eliminates or significantly reduces a measurement or recognition
inconsistency (sometimes referred to as “an accounting mismatch”) that would otherwise arise from
measuring the financial assets or recognising the gains and losses on them on different bases, and is so
designated by management.

These assets are recognised initially at fair value, with transaction costs taken directly to the statement of
profit and loss, and are subsequently re-measured at fair value.

Gains and losses from changes in the fair value of such assets (excluding the interest component) are reported
in net trading gain/loss. The interest component is reported as part of the interest income. Dividends on
equity instruments of this category are also recognised in net trading gain/loss when the Branch’s right to
receive payment is established.

-24 -



()

BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Financial assets (continued)

Policies after 1 January 2022 (continued)

Classification and measurement of financial assets (continued)

(@)

3)

Financial assets subsequently measured at amortised cost

Financial assets are classified as subsequently measured at amortised cost if both of the following conditions
are met: (i) the financial assets are held within a business model with the objective to hold financial assets
in order to collect contractual cash flows (“hold-to-collect” business model), and (ii) the contractual terms
of the financial asset give rise to cash flows that are solely payments of principal and interest on the principal
amount outstanding on specified dates. They are initially recognised at fair value plus any directly
attributable transaction costs and are subsequently measured at amortised cost using the effective interest
method less impairment losses. Interest income which includes the amortisation of premium or discount is
calculated using the effective interest method and is recognised in the statement of profit and loss. Any gains
or losses are recognised in profit or loss when the asset is derecognised, modified or impaired.

Financial assets at fair value through other comprehensive income

Financial instruments are classified as subsequently measured at FVOCI if both of the following conditions
are met: (i) the financial assets are held within a business model with the objective of both holding to collect
contractual cash flows and selling, and (ii) the contractual terms of the financial assets give rise to cash flows
that are solely payments of principal and interest on the principal amount outstanding on specified dates.

Financial assets at FVOCI are initially recognised at fair value plus any directly attributable transaction costs,
and are subsequently measured at fair value. Unrealised gains or losses arising from changes in the fair value
of the financial assets are recognised directly in other comprehensive income, until the financial asset is
derecognised or impaired at which time the accumulated gain or loss previously recognised in equity should
be transferred to the statement of profit and loss. However, interest income which includes the amortisation
of premium or discount is calculated using the effective interest method and is recognised in the statement
of profit and loss.

For equity investments, an irrevocable election can be made at initial recognition to recognise unrealised
and realised fair value gains or losses in other comprehensive income without subsequent reclassification of
fair value gains or losses to the statement of profit and loss even upon disposal. Dividends on equity
instruments classified as FVOCI are recognised in “dividend income from equity investments” when the
Branch’s right to receive payment is established. Equity instruments designated at FVOCI are not subject to
impairment assessment.

The treatment of translation differences on FVOCI securities is detailed in Note 2(b).
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ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Financial assets (continued)

Policies before 1 January 2022

The Branch classifies its financial assets into five categories by purposes of holding: held-to-maturity bonds,
available-for-sale bonds, bonds held for trading, loans and advances, certificates of deposit held, equity
investments and other receivables.

(M

2)

)

Held-to-maturity bonds

The debt securities that the Branch has the positive intention and ability to hold to maturity are classified as
held-to-maturity bonds.

Held-to-maturity bonds are carried at amortised cost less impairment losses, if any (Note 2(i)). Any amount
of premium or discount arising from the purchase of such investment bonds is amortised in the statement of
profit and loss using the effective interest rate method over the period from the purchase date to the maturity
date. The amortisation of discount and premium is recorded in “interest income”. The difference between
the net sale income and the carrying amount is included in profit or loss for the current period when the held-
to-maturity bonds are sold.

Available-for-sale bonds

Available-for-sale bonds are recorded in the balance sheet at fair value. Changes in fair value are recognised
directly in equity as a revaluation reserve when incurred. If it is an interest-bearing instrument, the interest
calculated using the effective interest rate method is charged to profit or loss for the current period in
accordance with policies set out in Note 2(q)(i). The accumulated gains or losses are reclassified from equity
to profit or loss on derecognition of these instruments or impairment (Note 2(i)).

Bonds held for trading

Bonds held for trading are acquired or incurred principally for the purpose of selling in the short term or is
part of a portfolio of identified financial instruments that are managed together. These bonds are recognised
initially at fair value, with transaction costs taken directly to the statement of profit and loss, and are
subsequently re-measured at fair value. Gains and losses from changes in the fair value of such bonds
(excluding the interest component) are reported in net trading gain/loss. The interest component is
recognised in interest income.
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Basis of preparation of the financial statements (Continued)

Financial assets (continued)

Policies before 1 January 2022(continued)

(4) Loans and advances
Loans and advances are presented after deducting specific and general provisions for bad debts.

All advances with principal or interest overdue for more than 3 months are classified as non-performing loans
and advances in accordance with the regulations of Monetary Authority of Macau. In addition, if there is evidence
that loans and advances cannot be fully recovered, the Branch will classify relevant portion as non-performing
loans and advances.

If there is no reasonable expectation of recovery, the loans will be written off. The amounts recovered from write-
off loans are recognised as income in the statement of profit and loss.

Interest income is no longer accrued on non-performing loans. Their interest income is recorded in memorandum
accounts. Subsequent amounts received will be firstly offset against the outstanding principal of loans. While the
remaining amount received is recognised as interest income when the principal has been paid off.

In collecting non-performance loans, the Branch can repossess the mortgaged assets as the compensation through
court proceedings or voluntary actions by the borrowers. The mortgaged assets acquired in lieu of advances are
reclassified to other accounts to achieve orderly realisations. Assets acquired are recorded at the carrying amount
of advances sold at the replacement date. Where necessary, the Branch will make provision for the difference
between the estimated fair value and the carrying amount of assets acquired.

(5) Certificates of deposit held

Certificates of deposit held are designated as available-for-sale non-derivative financial assets, including financial
assets that are scheduled to be held on an indefinite basis but may be sold due to liquidity needs or changes in
market conditions.

Certificates of deposit held are carried at fair value. Unrealised profits and losses arising from changes in fair
value are recognised in equity as revaluation reserves and separately accumulated in equity, except for foreign
exchange gains and losses which are recognised in the statement of profit and loss.

The profit or loss of sold certificates of deposit held comprises the difference between the net proceeds from sales
and the carrying amount. The cumulative fair value adjustments previously recognised in revaluation reserve is
reclassified from equity to the statement of profit and loss.

(6) Equity investments

Equity investments that the Branch has no significant influence, control and joint control over the investees are
accounted for using the cost method. In other words, they are carried at initial investment cost, and impairment
allowances, if any, is made based on the financial positions (Note 2(i)). Investment income is recognised when
the investees declare cash dividends or profit distributions.

The difference between the actual proceeds from disposal of equity investments and the carrying amount is
recognised in profit or loss for the current period.

Where the Branch has significant influence on the investees, the equity investments of associates are accounted
for using the equity method (Note 2(k)).
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Basis of preparation of the financial statements (Continued)

Financial assets (continued)

Policies before 1 January 2022 (continued)

(7) Other receivables

Other receivables are initially recognised at fair value and subsequently recorded at amortised cost using the
effective interest rate method, less impairment allowances (if any) ?Note 2(1)).

Financial liabilities

Policies after 1 January 2022

The Branch classifies its financial liabilities under the following classes: liabilities held for trading, financial
liabilities designated at fair value through profit or loss, deposits, debt securities and certificates of deposit in
issue and other liabilities. All financial habulities are classified at inception and recognised initially at fair value,
and in the case of financial liability not at fair value through profit or loss, plus or minus transaction costs.

(1) Liabilities held for trading

A financial liability is classified as held for trading if it is incurred principally for the purpose of repurchasing
in the short term._All derivative financial instruments are classified as held for tra?in unless they are
designated as effective hedging instruments. A liability held for trading is measured at fair value and any
gains and losses from changes in fair value are recognised in the statement of profit and loss.

(2) Financial liabilities designated at fair value through profit or loss

A financial liability can be designated at fair value through profit or loss if it is so designated at inception.
Financial liabilities under this category comprise certain structured deposits from customers of embedded
derivative financial instruments. A financial liability is so designated if it meets one of the following criteria:

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

- applies to a group of financial assets, financial liabilities or both that is managed and its performance
is evaluated on a fair value basis, in accordance with a documented risk management or investment
strategy, and information about the Branch is provided internally on that basis to the key
management; or

- relates to financial liabilities containing one or more embedded derivative financial instruments that
significantly modify the cash flows resulting from those financial liabilities.

Financial liabilities designated at fair value through profit or loss are measured at fair value and any gain/loss
from changes in fair Va%ue is recognised in the statement of profit and loss, except for fair value changes
arising from own credit risks are recognised as other comprel?ensive income and subsequently reclassif%ed
to the undistributed profits upon derecognition.

(3) Deposits, debt securities and certificates of deposit in issue and other liabilities

Other deposits, debt securities and certificates of deposit in issue and other liabilities, other than those
classified as liabilities held for trading or designated at fair value through profit or loss are carried at
amortised cost. Any difference (if available) between proceeds net of transaction costs and the redemption
value is recognised in the income statement over the period using the effective interest method. The Branch’s
structured deposits are designated as financial liabilities at fair value through profit or loss as a whole.
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Basis of preparation of the financial statements (Continued)
Financial liabilities (continued)

Policies before 1 January 2022

The Branch classifies its financial liabilities under the following classes: deposits from customers, debt securities
and certificates of deposit in issue and other liabilities.

(1) Deposits from customers, debt securities and certificates of deposit in issue

Deposits from customers, debt securities (including bonds and commercial bills) and certificates of deposit

in issue are carried at amortised cost. Deposits from customers are recognised in the statement of profit and

loss over the period using the effective interest method. Transaction costs on debt securities (including bonds

and commercial bills) and certificates of deposit in issue are presented in initial costs of liabilities and

amortised in the statement of profit and loss on a straight-line basis over the period. Structured deposits

S(()l;lprise principal and derivatives, and corresponding accounting policies of derivatives are set out in Note
r).

(2) Other payables

Other payables are initially recognised at fair value and subsequently recorded at amortised cost, or, where
the discount impact is insignificant, at cost.

Financial guarantee contracts and loan commitments

A financial guarantee contract is a contract where the issuer is obliged to make specified payments to reimburse
the contract holder for the loss arising from a specified debtor’s failure to make payment when due in accordance
with the contractual terms. The Branch provides banks, financial institutions and other entities with financial
guarantee contracts to guarantee loans, overdrafts and other banking facilities for customers.

Financial guarantee contracts are initially recognised at fair value on the date when the guarantee becomes
effective. They are subsequently measured at the higher of the amortised value of the contracts and the amount
of impairment allowances determined under the ECL model at the financial reporting date. The increase in
liabilities related to the contracts is recorded in the income statement for the current period.

Loan commitments are commitments under which, over the duration of the commitment, the Branch provides a
loan with pre-specified terms to the customer. Loan commitments are provided for impairment based on the ECL
model. Impairment allowances of financial guarantee contracts and loan commitments are presented in “other
liabilities”.
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Basis of preparation of the financial statements (Continued)

Recognition, derecognition and write-off of financial instruments
Recognition and derecognition

Purchases and sales of financial assets subsequently measured at FVPL, securities measured at FVOCI and
amortised costs are recognised on the trade date, the date on which the Branch purchases or sells the assets. Loans
and advances and other financial assets (excluding investment securities that are not quoted in an active market)
are recognised when cash is advanced to the counterparties. Financial assets are derecognised when the rights to
receive cash flows from the financial assets have expired or where the Branch has transferred substantially all
risks and rewards of ownership. When the Branch neither transfers nor retains substantially all the risks and
rewards of ownership of the financial asset, the Branch either continues to recognise the transferred financial asset
to the extent of its continuing involvement if control remains or derecognise it if there is no retained control.

Liabilities held for trading, financial liabilities designated at FVPL and debt securities and certificates of deposit
in issue are recognised on the trade date. Deposits that are not designated at FVPL are recognised when money is
received from customers, other liabilities are recognised when such obligations arise. Financial liabilities are
derecognised from the balance sheet when and only when the obligation specified in the contract is discharged,
cancelled or expires. If the Branch purchases its own debt, it is removed from the balance sheet, and the difference
between the carrying amount of a liability and the consideration paid is included in profit or loss, except changes
in the own credit risk component for those designated at FVPL.

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

“Repos” or securities lending are initially recognised as deposits from banks at the actual amount of cash received
from the counterparty. Financial assets given as collateral for repurchase agreements are not derecognised and
are recorded as financial assets at FVOCI or financial assets at FVPL. “Reverse repos” or securities borrowings
with a “hold-to-collect” business model and contractual cash flow of solely payments of principal and interest on
the principal outstanding are initially recognised in the balance sheet as deposits with banks or loans and advances,
at the actual amount of cash paid to the counterparty. Financial assets received as collateral under reverse
repurchase agreements are not recognised on the balance sheet. The difference between the sale and the repurchase
price is recognised as interest income or interest expense over the life of the agreements using the effective interest
method.

Werite-off

When a financial asset is unrecoverable, it is written off against the gross carrying amount and related allowances
for impairment after all the necessary procedures have been completed and the amount of the loss has been
determined. Such written-off assets are still subject to write-off activities. Amounts recovered after write-off are
recognised in the income statement against impairment losses.

Fair value measurement principles

The fair value of financial instruments is based on the quoted market price at the balance sheet date, before
deducting any estimated future costs to sale. Financial assets are priced at the prevailing purchase price, while
financial liabilities are priced at the prevailing selling price.

Where the discounted cash flow analysis is applied, it is expected that the future cash flows are based on
management’s best estimate using a discount rate at the market rate applicable to instruments with similar terms
and conditions at the balance sheet date. Where other pricing models are used, the market data at the balance sheet
date will prevail.
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ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Provision for impairment of financial assets

Policies after 1 January 2022

The Branch assesses and recognises the ECL on the following items at the financial reporting date: (i) financial
assets measured at amortised cost, (ii) debt instrument investments measured at FVOCI, and (iii) loan
commitments and financial guarantee contracts issued not measured at FVPL.

Financial assets measured at fair value, including units in bond funds, equity securities measured at FVPL, equity
securities designated at FVOCI (non-recycling) and derivative financial assets, are not subject to the ECL
assessment.

Measurement of ECL

ECL refers to the weighted average of credit losses with the respective risks of a default occurring as the weights.
Credit loss refers to the difference between all contractual cash flows discounted at the original effective interest
rate and receivable under the contract and all cash flows expected to be received, which is the present value of all
cash shortfalls.

The Branch calculates the ECL by three stages according to the change of credit risk since the initial recognition
of financial instruments:

- Stage 1: Financial instruments with no significant increase in credit risk since initial recognition will be
included in Stage 1, and their impairment allowances will be measured according to the amount of ECL of
the financial instrument in the next 12 months;

- Stage 2: Financial instruments with significantly increased credit risk since initial recognition with no
objective evidence of impairment will be included in Stage 2 and their impairment allowances will be
measured according to the lifetime ECL of the financial instrument;

- Stage 3: Financial assets with objective evidence of impairment on the financial reporting date will be
included in Stage 3, and their impairment allowances will be measured according to the lifetime ECL of the
financial instrument.

For a financial instrument whose impairment allowance has been measured in the previous accounting period
according to the lifetime ECL amount of the financial instrument but it no longer conforms to the situation of
significant increase in credit risk since the initial recognition on the financial reporting date of the current period,
the Branch measures the impairment allowance of such financial instrument on the financial reporting date of the
current period according to the ECL amount in the next 12 months.

The ECL is remeasured at each reporting date to reflect changes in the financial instrument’s credit risk since
initial recognition. Any change in the ECL amount is recognised as an impairment gain/loss in profit or loss. The
Branch recognises an impairment gain or loss for all relevant financial instruments with a corresponding
adjustment to their carrying amount through a loss allowance account, except for investments in debt securities
that are measured at FVOCI, for which the loss allowance is recorded in the revaluation reserve.
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Basis of preparation of the financial statements (Continued)

Provision for impairment of financial assets (continued)

Policies after 1 January 2022 (continued)

Measurement of ECL(continued)

The way the Branch measures the ECL of financial instruments reflects:

an unbiased probability weighted amount determined by evaluating a range of possible outcomes;
time value of money;

reasonable and supportable information that is available without undue cost or effort about past events,
current situation and forecasting on future economic conditions.

It is not necessary to identify every possible situation when measuring the ECL. However, the Branch considers
that the risk or probability of the occurrence of credit loss has reflected the possibility of the occurrence and non-
occurrence of credit loss, even though the possibility of credit loss is very low.

Interest income is calculated based on the gross carrying amount of the financial asset unless the financial asset
is credit-impaired (Stage 3), in which case interest income is calculated based on the amortised cost (i.e., the gross
carrying amount less loss allowance) of the financial asset.

The Branch evaluates the ECL based on forward-looking information, and uses models and assumptions in the
measurement of ECL. These models and assumptions involve future macro-economic conditions and the credit
record of the borrower (e.g., possibility of default by customers and losses therefrom).

The Branch uses the following judgements, assumptions and estimates in ECL measurement according to the
requirements of accounting standards:

Criteria to identify significant increase in credit risk
Definition of credit-impaired assets

Modification of contractual cash flows

Parameters for the measurement of ECL

Forward-looking information
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Basis of preparation of the financial statements (Continued)
Provision for impairment of financial assets (continued)

Policies after 1 January 2022 (continued)

Criteria to identify significant increase in credit risk

The Branch assesses at each financial reporting date whether the credit risk of relevant financial instruments has
increased significantly since the initial recognition. In determining whether the credit risk has increased
significantly since the initial recognition, the Branch gives consideration to reasonable and supportable
information that is available without undue cost or effort, including qualitative and quantitative analysis, external
credit risk rating and forward-looking information based on the Branch's historical data. The Branch, based on
individual financial instruments or group of financial instruments with similar credit risk characteristics,
determines the changes in risk of default of financial instruments within the expected lifetime by comparing the
risk of default on the financial reporting date with that at the initial recognition date.

The Branch believes that the credit risk of financial instruments has increased significantly when one or more of
the following quantitative, qualitative criteria or limit indicators are triggered:

Quantitative criteria

e At the reporting date, the remaining lifetime probability of default (“PD”) rises by more than a certain
percentage from initial recognition.

Qualitative criteria

o Significant adverse change in debtor’s operations or financial status;
e Special mention under the five categories;

e Early-warning customer list.

Backstop

e The payment of the debtor according to the contract (including principal and interest) has been overdue for
more than 30 days.
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Basis of preparation of the financial statements (Continued)

Provision for impairment of financial assets (continued)

Policies after 1 January 2022 (continued)

Definition of credit-impaired assets

Under IFRS 9, in order to determine whether credit impairment occurs, the identification criteria adopted by the
Branch are consistent with the internal credit risk management objectives for relevant financial instruments, both
of which incorporate quantitative and qualitative indicators. When assessing whether credit impairment occurs,
the Branch usually considers the following factors:

Loans and advances

e significant financial difficulty incurred by the debtor;

e abreach of contract by the debtor, such as a default or delinquency in interest or principal payment;

o the creditor, for economic or legal reasons related to the debtor's financial difficulty, grants to the debtor a
concession;

e probable that the debtor will become bankrupt or undergo other financial reorganisation;

e the purchase or origination of a financial asset at a deep discount that reflects the incurred credit losses;

e any of the debtor’s principal, advances, interest or corporate bonds invested due to the Branch are overdue for
more than 90 days.

Bonds

e credit impairment has occurred to the issuer’s loans and advances in the Branch;

e the rating of bonds is D;

e the disappearance of an active market for that financial asset because of financial difficulties faced by the
issuer;

e any of the issuer’s principal, interest or corporate bonds invested due to the Branch are overdue for more than
1 day.

Financial assets may be credit-impaired due to the joint effect of multiple events rather than separately identifiable
events. For credit-impaired financial assets, the Branch mainly analyses the expected future cash flows (including
the realisable value of the collateral held) under different circumstances on the basis of individual financial assets,
and recognises the difference between the present value discounted at the original effective interest rate and the
carrying amount as impairment losses or gains in profit or loss for the current period.

Modification of contractual cash flows

The Branch modifies or renegotiates contracts with counterparties, which resulted in changes in contractual cash
flows other than derecognition of financial assets. Such contractual modifications include loan extensions,
modifications to repayment schedules and changes in settlement methods. When a contract modification does not
result in a material change nor derecognition of the original financial asset, the Branch continues to compare with
the risk of default at initial recognition under the original contract terms when assessing the risk of default of the
modified asset at the reporting date, and recalculates the book balance of the financial asset and recognises the
related gains or losses in profit or loss for the current period. The recalculated book balance of the financial asset
is determined based on the present value of the contractual cash flows to be renegotiated or modified discounted
at the original effective interest rate of the financial asset.

The Branch monitors the follow-up situation of the assets after the modification of contractual cash flows.
According to its judgements, the credit risk of the assets after the contract modification has been significantly
improved. Therefore, the relevant assets are transferred from Stage 3 or Stage 2 to Stage 1, and the basis for
calculating the loss provision is changed from the lifetime ECL to 12-month ECL.
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ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)
Provision for impairment of financial assets (continued)

Policies before 1 January 2022

Loans and advances

If there is evidence that loans and advances cannot be fully recovered, the Branch will make specific provision
for bad debts. Specific provision for bad debts is made based on the difference between the carrying amount of
loans and advances and the recoverable amount. The recoverable amount includes the cash estimated from the
guarantor and from sales of loan collaterals. The Branch appropriates 1% of the general provision for loans as
prescribed by the Monetary Authority of Macau, and 40%, 80% and 100% of the specific provision for loans
according to the overdue terms of more than 3 months but less than or equal to 12 months, more than 12 months
but less than or equal to 18 months and more than 18 months, respectively. Changes in provision are recognised
in profit or loss for the current period.

Other financial assets

The Branch reviews the carrying amount of financial assets at the end of each reporting period to determine
whether there is any indication that these assets may be impaired. The carrying amount of assets is reduced to the
recoverable amount when the recoverable amount is estimated to be below the carrying amount. The recoverable
amount of assets (e.g., bonds) subject to impairment assessment is determined on the basis of the market price of
the transaction.

Impairment losses are recognised in profit or loss for the current period on a real-time basis. The reversal of
impairment losses is subject to the carrying amount of assets that should have been determined assuming that no
impairment losses were recognised in prior years. The impairment losses reversed are recognised in profit or loss
for the current period in the year in which the reversal is recognised.

Offsetting financial instruments
Financial assets and financial liabilities are offset and the net amount is reported in the balance sheet when there

is a legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis, or
realise the asset and settle the liability simultaneously.
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Basis of preparation of the financial statements (Continued)
Investments in associates

An associate is the entity over which the Branch has significant influence but no control or joint control, generally
accompanying a shareholding of between 20% and 50% of the voting rights.

The Branch uses the equity method to account for investments in associates, which are initially measured at the
initial investment cost and subsequently adjusted according to its shares of owners' equity of the investee. The
share of gains or losses is recognised in the statement of profit and loss, and the share of movements in reserves
is recognised in reserves. The accumulated movements subsequent to acquisition of associates are adjusted against
the cost of the investment.

Unrealised gains on transactions between the Branch and its associates are eliminated to the extent of the Branch’s
interest in the associates. Unrealised losses are also eliminated unless the transaction provides evidence of
impairment of the asset transferred. Where necessary, appropriate adjustments will be made to the accounting
policies of associates in preparing the financial statements to ensure that they are consistent with those adopted
by the Branch.

The share of losses in an associate will be recognised at the carrying amount of investments, unless the Branch
has incurred obligations or made payments on behalf of the associate. The difference between the actual proceeds
from sales or transfer of investments in associates and the carrying amount is recognised in profit or loss for the
current period.

The Branch determines, on the financial reporting date, whether there is any indication that equity investments in
associates may be impaired. Once there is indication of impairment, an impairment assessment is performed. The
excess of carrying amount of equity investments in associates over their recoverable amount is recognised as
impairment losses. The recoverable amount is the higher of fair value of equity investments in associates less the
cost of disposal and the present value of the expected future cash flows.

Investment properties

Properties that are held for long-term rental gains or for capital appreciation or both are classified as investment
properties.

Investment properties are recognised initially at cost. After initial recognition, investment properties are measured
at cost less accumulated amortisation.
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ACCOUNTING POLICIES

Basis of preparation of the financial statements (Continued)

Properties and equipment and depreciation

Properties and equipment are stated in the balance sheet at cost less accumulated depreciation. Properties and
equipment are depreciated after write-off of the costs on a straight-line basis over their estimated useful lives. The
depreciation rates are as follows:

- Bank properties 2% to 10% per annum
- Renovation projects and deferred maintenance 33.33% per annum
- Office furniture and equipment 5% to 50% per annum
- Vehicles 20% per annum

Freehold land is not subject to any provision for depreciation. Profit or loss on the sales of properties and
equipment is determined by the difference between the net proceeds from sales and their carrying amount and
recognised in profit or loss for the current period when incurred.

Bank properties consist of owner-occupied portion and leased portion.
Intangible assets

Intangible assets are identifiable non-monetary assets without physical substance owned and controlled by the
Branch, including computer software and other intangible assets.

Computer software and other intangible assets are presented at the actual cost on acquisition net of accumulated
amortisation and impairment allowances and are amortised on a straight-line basis over their estimated useful
lives, which are recorded in the income statement for the current period. The amortisation and depreciation rate
is as follows:

- Computer software 33.33% per annum

The Branch performs impairment assessment for intangible assets at the financial reporting date. The carrying
amount of an intangible asset is reduced to the recoverable amount when there are signs that the recoverable
amount is below the carrying amount.

The recoverable amount of an intangible asset is the higher of its fair value less the cost of disposal and the present
value of the future cash flows expected to be derived from it.

Employee benefits

Salaries, annual bonuses, paid annual leave and obligation for contributions to defined contribution provident
fund schemes are recognised as expenses in profit or loss for the current period in the year in which the employee
provides the relevant services.

The expected cost of bonus payments is recognised as a liability when the Branch has a present legal or

constructive obligation as a result of services rendered by employees and a reliable estimate of the obligation can
be made.
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Basis of preparation of the financial statements (Continued)
Impairment of non-financial assets of investments in associates

The Branch reviews the carrying amount of non-financial assets at the end of each reporting period. The carrying
amount of the assets is reduced to the recoverable amount when there are signs that the estimated recoverable
amount is below the carrying amount. The recoverable amount of an asset is the higher of its fair value less the
cost of disposal and the present value of the future cash flows expected to be derived from it. Impaired assets are
reviewed for possible reversal of the impairment at the end of each reporting period. For investments in associates,
their recoverable amounts are determined by management's valuations on an appropriate valuation basis.

Impairment losses are recognised in profit or loss for the current period on a real-time basis. The reversal of
impairment losses is subject to the carrying amount of assets that should have been determined assuming that no
impairment losses were recognised in prior years. The impairment losses reversed are recognised in profit or
loss for the current period in the year in which the reversal is recognised.

Income and expense recognition
(1) Interest income and expense

Policies after 1 January 2022

Interest income and expense are recognised in the income statement for all financial assets carried at
amortised cost and fair value through other comprehensive income, and financial liabilities using the
effective interest method. Similar interest income and expense arising from non-derivative financial assets
carried at fair value through profit or loss are determined using similar method, but excluding their
transaction costs.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial
liability and of allocating the interest income or interest expense over the relevant period. The effective
interest rate is the rate that exactly discounts estimated future cash flow payments or receipts through the
expected life of the financial instrument or, when appropriate, a shorter period to the net carrying amount of
the financial asset or financial liability. When calculating the effective interest rate, the Branch estimates
future cash flows considering all contractual terms of the financial instrument (e.g. prepayment options or
incentives relating to residential mortgage loans) but does not consider future credit losses. The calculation
includes fees, premiums or discounts and basis points paid or received between parties to the contract, and
directly attributable origination fees and costs which represent an integral part of the effective yield.

For all hedge transactions where interest rate is the hedged risk, interest income or interest expense from
hedged instruments such as fixed rate debt securities or fixed rate subordinated notes are disclosed on a net
basis together with net interest income/expense arising from the hedging instrument such as interest rate
swap.

Policies before 1 January 2022

Interest income from monetary bills of Monetary Authority of Macau is recognised at the discount paid and
the effective interest rate.

The accumulated interest income from held-to-maturity bonds, available-for-sale bonds, bonds held for
trading and certificates of deposit held is recognised, and reconciliation of amortisation is made for premiums
at the time of purchase so that rate of return for the period from the purchase date to the maturity date remains
unchanged.

Other than non-performing loans (Note 2(d)), the accumulated other interest income is recognised in the
statement of profit and loss.
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Income and expense recognition(continued)

@

Non-interest income and expense

Policies after 1 January 2022

Income from service is recognised when the Branch fulfils its performance obligation, either over time or at
a point in time on a basis when a customer obtains control of the service.

Fee income from the service is recognised over time at a fixed or variable price on a systematic basis over
the life of the agreement when the contract requires services to be provided over time such as account service
and credit card fees, or recognised at a point in time under transaction-based arrangements when service has
been fully provided to the customer such as broking services and loan syndication arrangement.

Dividend income from financial assets is recognised when the right to receive payment is established.

Non-interest expenses are charged to profit or loss during the reporting period in which they are incurred.

Policies before 1 January 2022

Income from service is recognised when the Branch fulfils its performance obligation, either over time or at
a point in time on a basis when a customer obtains control of the service.

Fee income from the service is recognised over time at a fixed or variable price on a systematic basis over
the life of the agreement when the contract requires services to be provided over time such as account service
and credit card fees, or recognised at a point in time under transaction-based arrangements when service has
been fully provided to the customer.

Dividend income is recognised when the right to receive payment is established.

Non-interest expenses are charged to profit or loss during the reporting period in which they are incurred.

Derivatives

Derivatives mainly include the Branch’s spot, forward, swap and option transactions in the foreign exchange,
equity and interest rate markets.

Certain derivative financial instruments embedded in financial liabilities are treated as separate derivatives when
their economic characteristics and risks are not closely related to those of the host contract and the host contract
is not carried at fair value through profit or loss. These embedded derivative financial instruments are measured
at fair value with changes in fair value recognised in the statement of profit and loss.

Derivatives are initially recognised at fair value on the date the derivative contract is entered into and are
subsequently measured at fair value. Gains or losses arising from derivatives subsequently measured at fair value
are included in profit or loss for the current period. All derivative financial instruments are carried as assets when
fair value is positive and as liabilities when fair value is negative.
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Basis of preparation of the financial statements (Continued)

Cash and cash equivalents

Cash and cash equivalents include cash and balances and demand deposits at banks. For the purposes of the cash
flow statement, cash equivalents are short-term (maturing at the original maturity date of 3 months or less from
the date of acquisition) and highly liquid investments, which can be converted into known amounts of cash on
demand and are subject to an insignificant risk of changes in value.

Related parties

For the purposes of the financial statements, the following parties may be deemed to be related parties of the
Branch:

(i) asubsidiary and an associate of the Branch, controlled by the Branch or controlling the Branch;

(i1) the main director or senior management of the Branch and the corresponding person of associates;

(iii) a company directly or indirectly controlled by the person mentioned in the above item (ii);

(iv) a company to which the Branch’s director and/or supervisor belongs; and

(v) aperson who directly or indirectly holds qualified equities in the Branch and a company directly or indirectly
controlled by such person.

Provisions

Provisions are recognised when the Branch has a present legal or constructive obligation as a result of past events,
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation,
and a reliable estimate of the amount of the obligation can be made.

Contingent liabilities

A contingent liability is a possible obligation that arises from past events and whose existence will only be
confirmed by the occurrence or non-occurrence of one or more uncertain future events not wholly within the
control of the Branch. It can also be a present obligation arising from past events that is not recognised because it
is not probable that an outflow of economic resources will be required or the amount of obligation cannot be
measured reliably.

A contingent liability is not recognised as a provision but is disclosed in the notes to the financial statements.
When a change in the probability of an outflow occurs so that outflow is probable, it will then be recognised as a
provision.

Operating leases
Leases in which the lessor assumes the majority of the risks and rewards associated with all rights are classified
as operating leases. Operating lease payments are recognised in profit or loss for the current period in each

accounting year, and contingent rentals are recognised as expenses in the current period. If the Branch is the lessor,
the rental income from operating leases is recognised on a straight-line basis over the lease term.
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ACCOUNTING ESTIMATES AND JUDGEMENTS

The Branch makes accounting estimates and judgements that generally affect the carrying amounts of assets and
liabilities within the next accounting year. Accounting estimates and judgements are continually evaluated and
are based on historical experience and other factors, including expectations of future events that are believed to
be reasonable under the circumstances.

In making critical accounting estimates and judgements in the implementation of accounting policies, the Branch
has considered the impact of the economic environment in the industry and region in which the Branch operates.

The main areas where the carrying amounts of assets and liabilities are affected by accounting estimates and
judgements are listed below. Actual future results may be significantly different from the accounting estimates
and judgements described below.

Measurement of ECL

Complex models and numerous assumptions are used in measuring the ECL of financial assets measured at
amortised cost, debt instrument investments measured at fair value through other comprehensive income, as well
as loan commitments and financial guarantee contracts. These models and assumptions involve future macro-
economic conditions and the credit behaviours of the customers (e.g., possibility of default by customers and
losses therefrom).

It requires a lot of significant judgements to measure ECL under relevant accounting standards, such as:

— Classification of financial assets for measuring ECL, with the exposures that have similar credit risk
characteristics classified into the same group;

—  Selection of appropriate models and assumptions for measuring ECL;

— Determination of criteria to identify significant increase in credit risk, default and credit-impaired assets;

—  Economic indicators, economic scenarios and weighting used in the forward-looking measurement for
different types of products; and

— Estimation of future cash flows for impaired loans that are assessed on an individual basis.

Fair value of financial instruments

The fair value of financial instruments traded in an active market is determined at the quoted market price; and
the fair value of those not traded in an active market is determined by the Branch using valuation techniques.
These valuation techniques include recent quoted market prices used, observable prices of similar financial
instruments, and commonly used market pricing models. Where possible, the Branch's valuation models for the
fair value of derivative financial instruments and other financial instruments use observable market data. The fair
value calculated using valuation techniques is verified based on industry practice and the prices of the same or
similar financial instruments in current observable market transactions.

Taxation

The Branch is subject to Macau complementary tax. Critical judgements are required in determining the provision
for Macau income tax. There are many transactions and calculations for which the ultimate tax determination is
uncertain. The Branch recognises liabilities for anticipated tax issues based on estimates of whether additional
taxes will be due. Where the final tax outcome of these matters is different from the amounts that are initially
recorded, such differences will impact the provision for income tax and deferred tax in the period in which such
determination is made.

Depreciation of properties and equipment

The Branch makes estimates and assumptions on the useful lives of properties and equipment. Internal and
external information is investigated on each balance sheet date to assess whether the useful lives of properties and
equipment are appropriate and relevant. If there is a material change in the expected economic benefit pattern of
such properties and equipment, the depreciation method must be changed to reflect the changed pattern, and such
change shall be recorded as a change in accounting estimates and depreciation expenses for the current and future
periods shall be adjusted accordingly.
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Transactions with key management personnel

During the year, the Branch issued credit to key management personnel and companies controlled or significantly
influenced by such personnel. The credit is granted according to daily operations while there is no significant

difference between the agreed terms and those entered into in comparable transactions with personnel with equal
credit level or other employees, as applicable.

MOP’000
As at 1 January 29,125
Increase during the year 3,737
Repayment during the year (1,205)
Adjustment during the year -
Transfer of transferred business to BOC Macau Subsidiary (Note) (31,657)

As at 31 December -

Note: The financial services for personal customers were transferred to BOC Macau Subsidiary on 20 November
2022.

The Branch did not record impairment losses on balances with key management personnel during the year or
make special provision for bad debts regarding balances with key management personnel at the end of the year.
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SIGNIFICANT RELATED PARTY TRANSACTIONS(CONTINUED)

Transactions with group members

During the year, the Branch entered into transactions with related parties according to daily bank business,
including loans, acceptances, deposits with banks, agent banking transactions and issuance of guarantees, and

pricing is determined based on relevant market prices at the time of the transaction. The Branch pays for the Head
Office’s information service at cost.

Amount from
transactions with

Amount from

Amount from

the Head Office and  transactions with  transactions with
overseas branches associates group members Total
MOP’000 MOP’000 MOP’000 MOP’000
Interest income 2,674,888 - 798,619 3,473,507
Interest expenses (2,410,603) ) (518,197) (2,928,805)
General and administrative expenses (75,075) - - (75,075)
Commissions from agent business 4,549 - 298,636 303,185
Other fee and commission income 5,430 3,077 52,014 60,521
Outsourcing income - - 79,268 79,268
Other fee and commission expense (61,071) (3,744) (69,941) (134,756)
Amount from
transactions with
the Head Office Amount from Amount from
and overseas  transactions with  transactions with
branches associates group members Total
MOP’000 MOP’000 MOP’000 MOP’000
Deposits with banks 125,365,429 - 66,548,814 191,914,243
Debt securities investments at - - - -
amortised cost
Financial assets at fair value through
profit or loss and through other - - 3,090,000 3,090,000
comprehensive income
Loans and advances - - 1,030,000 1,030,000
Deposits from banks (149,039,632) - (82,351,314) (231,390,946)
Deposits from customers - (6,369) (5,613,324) (5,619,693)
(23,674,203) (6,369) (17,295,824) (40,976,396)
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CREDIT RISK

Credit risk is the risk of loss that a customer or counterparty is unable to or unwilling to meet its contractual
obligations. Credit risk exists in the banking book, and from on- and off-balance sheet transactions of the Branch.
It arises principally from lending, trade finance and treasury businesses.

Credit risk management framework

The Branch has formulated a comprehensive set of credit risk management policies and procedures to manage
and control credit risk that may arise. These policies and procedures are regularly reviewed and updated to reflect
changes in markets and business strategies.

The Branch’s organisation structure establishes a clear set of authority and responsibility for monitoring
compliance with policies, procedures and limits.

The Risk Director takes charge of all aspects of credit risk management. Various units of the Branch have their
respective credit risk management responsibilities. Business units act as the first line of defence in risk
management. The Risk Management Department and the Credit Management Department are independent of the
business units. The Risk Management Department is responsible for credit granting approval and related due
diligence, and carries out credit risk related work with the internal rating system of the parent bank. The Credit
Management Department is responsible for providing an independent due diligence through identifying,
measuring, monitoring and controlling credit risk to ensure the truthfulness, accuracy and stability of credit asset
quality and impairment allowances. These two departments draft, review and update various risk management
policies and procedures in accordance with their respective functions. Back offices are responsible for credit
administration, providing operations support and supervision on the implementation of prerequisite terms and
conditions of credit facilities.

For inclusive credit business, the Head Office delegates credit approval authority to the Risk Director. The Risk
Director can further delegate to the subordinates within his limit authorised by the Head Office. For corporate
credit business, the professional approver approves under the credit approval authorities delegated by the Head
Office. The Branch sets the limits of credit approval authority according to the credit business nature, rating, the
level of transaction risk, and the extent of the credit exposure.

Credit risk measurement and control

In view of the rapidly changing market conditions, the Branch has been continuously revisiting its credit strategies
and conducting rigorous reviews on the concerned portfolios.

Loans

Different credit approval and control procedures are adopted according to the level of risk associated with the
customer, counterparty or transaction. The Credit Assessment Committee is an important organisational structure
of the Branch's credit decision-making mechanism, whose members are appointed among the senior/middle
management and professionals in the Branch. Retail internal rating systems are deployed in the risk assessment
of retail credit transactions, including residential mortgage loans under retail exposures, personal loans and credit
cards, etc. The credit applications under non-retail exposures are subject to the independent review and objective
assessment by the risk management units. Debtor ratings (based on PD) and facility ratings (based on loss given
default) are determined to support the credit approval. Loan grades, debtor and facility ratings as well as loss
estimates (if applicable) are used to support credit approval.

The Branch also uses loan grades, debtor ratings and loss estimates (if applicable) to support credit monitoring,
reporting and analysis of credit risk information. In respect of non-retail exposures, the Branch performs more
frequent and closer monitoring on high-risk customers.

The Credit Management Department provides regular credit management information reports and ad hoc reports
to the presidents of the Head Office and the Branch for the continuous monitoring of credit risk.
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Credit risk measurement and control (continued)
Loans (continued)

In addition, the Branch identifies credit concentration risk by industry, geography, customer or counterparty. The
Branch monitors changes to every counterparty credit risk, quality of the credit portfolio and credit risk
concentrations, and reports regularly to the Branch’s management.

The Branch classifies the credit assets by risk with reference to the Monetary Authority of Macau’s regulations,
as below:

“Pass” represents that the debtor is able to perform the contract, there is no objective evidence that the principal
and interest cannot be repaid in full and on time, and there are no signs of credit impairment of the assets.

“Special Mention” represents that the debtor is currently capable of repaying the principal and interest, etc., and
the assets have not suffered credit impairment, but there are some factors that may adversely affect the
performance of the contract.

“Substandard” represents that the debtor displays a definable weakness in its ability to repay, it is no longer able
to fully repay the principal and interest by relying on its normal income, and the assets have suffered credit
1mpairment.

“Doubtful” represents that the debtor has been unable to fully repay the principal and interest, etc., and the assets
have suffered significant credit impairment.

“Loss” represents that only a minor portion of the assets can be recovered or all of the assets cannot be recovered
after all possible measures or all necessary legal procedures have been taken.

Debt securities and derivatives

For investments in debt securities, the debtor ratings or external credit ratings and credit limits setting on
customer/security issuer basis are used for managing credit risk associated with the investment. For derivatives,
the Branch sets customer limits to manage the credit risk involved and follows the same approval and control
processes as applied for loans. On-going monitoring and stop-loss procedures are establishe(f

Settlement risk arises mainly from foreign exchange transactions with counterparties and also from derivative
transactions in any situation where a payment in cash, securities or equities 1s made in the expectation of a
corresponding receipt in cash, securities or equities. Daily settlement limits are established for each counterparty
or customer to cover all settlement risks arising from the Branch’s market transactions on any single day.

Financial instruments are in default when one or more events that have a detrimental impact on the estimated
future cash flows have occurred such as past due for more than 90 days or the borrower is unlikely to pay in full
for the credit obligations to the Branch.

Credit-impaired financial instruments are classified as Sta;Tre 3 and lifetime ECL will be recognised. Evidence that
a financial instrument is credit-impaired include observable data about the following events:

- Significant financial difficulty incurred by the borrower;

- A breach of contract, such as a default or delinquency in principal or interest payment;

- For economic or contractual reasons related to the borrower’s financial difficulty, the Branch has granted
to the borrower a concession that it would not otherwise consider;

- Probable that the borrower will become bankrupt or undergo other financial reorganisation; or

- Other observable data indicating that there is a measurable decrease in the estimated future cash flows
from such financial instruments.
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Credit risk measurement and control (continued)

Deposits with banks

For deposits with banks, the Branch mainly considers the scale, financial position and internal and external credit
risk rating results of other banks and financial institutions to determine the credit status of interbank customers.
During the business duration, comprehensive analysis and monitoring management are made on internal and
external factors that may affect the customer's ability to continue as a going concern and risk-taking capacity, and
corresponding control measures are implemented.

Measurement of ECL

The Branch evaluates the ECL based on forward-looking information, and uses several models and assumptions
in the measurement of ECL. These models and assumptions involve future macro-economic conditions and the
credit record of the borrower (e.g., possibility of default by customers and losses therefrom). The Branch uses the
following judgements, assumptions and estimates in ECL measurement according to the requirements of
accounting standards:

- Measurement of ECL on the group basis with reference to credit risk characteristics
—  Criteria to identify significant increase in credit risk

—  Definition of default and credit-impaired assets

—  Parameters for the measurement of ECL

-  Forward-looking information

(1) Measurement of ECL on the group basis with reference to credit risk characteristics

The Branch has classified exposures with similar risk characteristics when measuring ECL on the group basis.
When determining the groups, the Branch has obtained sufficient information to ensure their statistical reliability.
Among them, the Branch measures retail loans on the group basis, considering credit rating ranges, product types
and customer types.

(2) Criteria to identify significant increase in credit risk

The Branch assesses at each financial reporting date whether the credit risk of relevant financial instruments has
increased significantly since the initial recognition. In determining whether the credit risk has increased
significantly since the initial recognition, the Branch gives consideration to reasonable and supportable
information that is available without undue cost or effort, including qualitative and quantitative analysis, external
credit risk rating and forward-looking information based on the historical data. The Branch, based on individual
financial instruments or group of financial instruments with similar credit risk characteristics, determines the
changes in risk of default of financial instruments within the expected lifetime by comparing the risk of default
on the financial reporting date with that at the initial recognition date.

The Branch believes that the credit risk of financial instruments has increased significantly when one or more of
the following quantitative, qualitative criteria or limit indicators are triggered:

Quantitative criteria

At the financial reporting date, the credit risk is deemed to increase significantly when the remaining lifetime PD
is higher than a certain level and rises by more than a certain range from initial recognition, reflected as drop in
credit rating by corresponding number of levels according to the different PD at initial recognition for products.
If the PD at initial recognition for corporate customers is higher than a certain threshold value, such as 1%, in
most cases, when the credit rating drops by 4 levels, the credit risk is deemed to increase significantly.
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Measurement of ECL (continued)

(2) Criteria to identify significant increase in credit risk(continued)
Qualitative criteria

- Significant adverse change in debtor’s operations or financial status;
—  Special mention under the five categories;
— Incorporated in the Branch’s early-warning customer list.

Backstop

—  The payment of the debtor according to the contract (including principal and interest) has been overdue for
more than 30 days.

The Branch has made arrangements on deferred repayment of principal and interest for debts of some debtors
affected by the COVID-19 pandemic. For the above-mentioned loans subject to deferred repayment of principal
and interest, the Branch classifies the loan risks according to the actual situation of the borrower and the
substantial risk judgement of the business, but will not take the arrangement on deferred repayment of principal
and interest as the basis for automatically triggering a significant increase in the debtor's credit risk.

(3) Definition of default and credit-impaired assets

When a financial asset is credit-impaired, the Branch defines the financial asset as in default. To determine

whether credit impairment occurs, the identification criteria adopted by the Branch are consistent with the internal

credit risk management objectives for relevant financial instruments, both of which incorporate quantitative and

?ualitative indicators. When assessing whether credit impairment occurs, the Branch usually considers the
ollowing factors:

Loans and advances

— significant financial difficulty incurred by the debtor;

— abreach of contract by the debtor, such as a default or delinquency in interest or principal payment;

- the creditor, for economic or legal reasons related to the debtor's financial difficulty, grants to the debtor a
concession;

—  probable that the debtor will become bankrupt or undergo other financial reorganisation;

— the purchase or origination of a financial asset at a deep discount that reflects the incurred credit losses;

— any of the debtor’s principal, advances, interest or corporate bonds invested due to the Branch are overdue
for more than 90 days.

Bonds

— credit impairment has occurred to the issuer’s loans and advances in the Branch;

— the rating of bonds is D;

- the disappearance of an active market for that financial asset because of financial difficulties faced by the
issuer;

— any of the issuer’s principal, interest or corporate bonds invested due to the Branch are overdue for more than
1 day.

Financial assets may be credit-impaired due to the joint effect of multiple events rather than separately identifiable
events.
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Measurement of ECL (continued)

(4) Parameters for the measurement of ECL

The Branch measures the impairment allowances of different assets based on the 12-month ECL or the lifetime
ECL by taking into consideration whether the credit risk has increased significantly and whether the credit
impairment has occurred. Key parameters for measuring the ECL include PD, loss given default and exposure at
default. Based on the Basel New Capital Accord system used in current risk management, the Branch, in
accordance with the requirements of IFRS 9, establishes the PD, loss given default and exposure at default model
by taking into account the quantitative analysis of historical statistics (such as counterparty rating, guarantee
method and collateral category) and forward-looking information. Relevant definitions are as follows:

—  PD refers to the likelihood that a debtor will be unable to meet its debt obligations in the next 12 months or
throughout the remaining lifetime.

- Loss given default refers to the Branch's expectation of the extent of the losses caused by exposure at default .
Loss given default varies according to the type of counterparty, the manner and priority of recourse, and the
different types of collateral.

- Exposure at default refers to the amount that the Branch should be repaid in the event of default in the next
12 months or throughout the remaining lifetime.

For credit-impaired financial assets with amounts that are individually significant, the Branch mainly analyses
the expected future cash flows (including the realisable value of the collateral held) under different circumstances
on the basis of individual financial assets, and recognises the difference between the present value discounted at
the original effective interest rate (the credit-adjusted effective interest rate for purchased or originated credit-
impaired financial assets) and the carrying amount as impairment losses or gains in profit or loss for the current
period. For impaired loans that are individually assessed for the measurement of ECL, estimation of future cash
flows plays a vital role. Factors affecting this estimate include, among other things, the financial position of
specific borrowers, risk mitigation methods, industry trends and future operating performance of specific
borrowers, and cash flows from the sales of collateral.

(5) Forward-looking information

The assessment of significant increase in credit risk and the calculation of ECL involve forward-looking
information. For the assessment of ECL as at 31 December 2022, the Branch considered the impact of changes
in the current economic environment on the ECL model, including the debtor’s operating conditions and financial
position as well as its exposure to the COVID-19 pandemic, the impact of environmental and climate changes,
and the risks of specific industries affected by the COVID-19 pandemic.

The Branch relies on the analysis of historical data to identify the main macro-economic indicators affecting the
credit risk and ECL of each business type, such as the Gross Domestic Product (“GDP”) in the relevant country
or region, completed fixed-asset investment, Producer Price Index (“PPI”), the residential housing price index
and Consumer Price Index (“CPI™).

The impact of these economic indicators on PD and loss given default varies among different business types. The
Branch applies expert judgements in this process. Based on the results of expert judgements, the Branch considers
the actual situation of each region, regularly forecasts these economic indicators, such as GDP growth rate,
unemployment rate and inflation, and determines the impact of these economic indicators on the PD and loss
given default through regression analysis.

The Branch takes leverage of statistical analysis and the results of expert judgements to determine economic
forecasts and their weights under a variety of scenarios, including “benchmark”, “favourable” and “unfavourable”
economic scenarios, while considering the situation under pressure conditions. The Branch measures the relevant
impairment allowances based on the ECL weighted by different scenarios.
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Measurement of ECL (continued)
(6) Management underlay

The Branch applies management underlay to address factors that were not fully considered in the ECL model
when determining the final measurement of ECL. The methods and related assumptions of ECL and management
underlay are in compliance with IFRS 9 and have been evaluated and approved by the internal control mechanism.

Collateral held as security and other credit enhancements

The valuation and management of collateral have been documented in the credit risk management policies and
procedures which cover acceptance criteria, validity of collateral, loan-to-value ratio, haircut ratio, valuation and
insurance, etc. The collateral is revalued on a regular basis, though the frequency and the method used varies with
the type of collateral involved and the nature and the risk of the underlying credit. Collateral is insured with the
Branch as the primary beneficiary. In the personal loan sector, the main types of collateral are real estate, cash
deposits and securities. In the commercial and industrial loan sector, the types of collateral include real estate,
securities, cash deposits, vessels and aircraft.

For loans guaranteed by a third party, the Branch will assess the guarantor’s financial condition, credit history
and ability to meet obligations.
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Geographical analysis of loans and commitments, debt investments and derivatives

Loans and commitments, debt investments (including AMCM Monetary Bills) and derivatives equal to 10% of
total credit exposure or above and by geographical areas.

Loans and Debt
Region commitments investments Derivatives

MOP’000 MOP’000 MOP’000
Macau SAR 138,282,599 21,964,722 571,563
in which:
- banks 1,733,850 3,914,978 532,468
- governments 30,000 7,500,505 3,599
- public sector entities - - -
- others 136,518,749 10,549,239 35,496
Hong Kong SAR 66,429,679 14,849,640 1,896,326
in which:
- banks 362,053 217,795 1,107,829
- governments - 7,740,382 -
- public sector entities - - -
- others 66,067,626 6,891,463 788,497
Mainland China 174,930,499 52,644,109 1,272,213
in which:
- banks 33,406,082 38,304,713 1,059,463
- governments 503,928 710,575 -
- public sector entities - 2,717,887 -
- others 141,020,489 10,910,934 212,750
Others 39,783,266 4,300,594 90,840
in which:
- banks 2,376,845 - 90,840
- governments - 4,300,594 -
- public sector entities - - -
- others 37,406,421 - -
Total 419,426,043 93,759,065 3,830,942
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Geographical analysis of loans and advances

Distribution of loans and advances equals to 10% of total loans or above and by geographical areas.

Gross loans and Overdue loans Impairment

Region advances and advances allowances
MOP’000 MOP’000 MOP’000

Macau SAR 115,060,790 2,858,269 1,743,010
Hong Kong SAR 26,160,003 428,245 443,667
Mainland China 141,219,275 234,658 715,916
Others 26,021,685 167,314 465,120
Total 308,461,753 3,688,486 3,367,713

The above geographical analysis is classified by location of the borrowers after taking into account the transfer
of risk. In general, risk transfer applies when a loan is guaranteed by a party situated in an area different from the
counterparty.
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Industry distribution on loans and advances

Fishery and agriculture
Mining
Manufacturing
- Food and beverage
- Garment
- Other textiles
- Leather products
- Furniture
- Paper, printing and
publishing
- Toys
- Machinery, electrical
appliances and
electronic products
- Artificial flowers
- Others (not mentioned
above)
Electricity, gas fuels and
water
Construction & public
projects
Wholesale and retail trade
Restaurants, hotels and
related industries
Transportation, warehousing
and communication
Non-monetary financial
institutions
Gaming
Exhibition
Education
Information technology
Others

Gross loans to customers

Impairment

Impairment allowances -

Gross loans to Gross  Gross overdue allowances - Stage 1 and
customers impaired loans loans Stage 3 Stage 2
MOP’000 MOP’000 MOP’000 MOP’000 MOP’000
4,202,099 - - - 11,037
8,869,323 140,539 140,539 30,494 40,166
1,349,223 - 1,016 - 4,563
126,068 7,426 7,426 7,054 2,876
4,090 791 791 751 7

2,583 - - - 8

6,613 - - - 38
384,312 1,518 922 1,263 656
25,702 1,060 1,060 1,007 133
8,374,735 - 122 - 24,737
224 - 224 - 10
9,505,802 - - - 316,000
9,059,540 202,376 202,376 202,376 19,226
50,821,628 166,245 2,135,132 118,487 401,271
42,112,506 571,951 732,794 539,155 74,569
22,164,421 17,881 116,898 15,493 478,354
10,534,273 381,264 33,927 194,083 158,623
120,129,414 19,406 48,246 19,406 172,835
903,034 - - - 1,454
562,053 - 137 - 3,657
215,129 1,229 2,722 1,168 1,089
19,108,981 69,823 264,154 30,487 495,180
308,461,753 1,581,509 3,688,486 1,161,224 2,206,489
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Maturity analysis on assets and liabilities

The tables below analyse the Branch’s assets and liabilities as at 31 December into relevant maturity groupings based on the remaining period at balance sheet date to
the contractual maturity date.

3to 12
Ondemand Upto 1 month 1 to3 months months 1to3 years  Over 3 years Indefinite Total
MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000
Assets

Cash and deposits with banks 57,206,357 - - - - - 14,362 57,220,719

Deposits with Monetary Authority of
Macau 10,903,453 - - - - - 8,352 10,911,805
Placements with banks - 99,217,747 22,340,232 71,498,872 30,081,185 16,708,053 1,659,972 241,506,061
Financial investments - 6,813,313 11,264,009 30,199,258 31,753,385 13,729,101 77,324 93,836,390
Derivative financial instruments - 620,440 1,292,504 1,087,549 797,827 9,565 23,057 3,830,942
Macau SAR certificates of indebtedness 11,522,813 - - - - - - 11,522,813
Loans and advances 63,178,637 17,346,188 22,489,069 52,982,009 81,245,758 71,235,137 (2,107,627) 306,369,171
Investments in an associate - - - - - - 56,889 56,889
Properties and equipment - - - - - - 650,127 650,127
Investment properties - - - - - - 58,896 58,896
Intangible assets - - - - - - 33,145 33,145
Other assets - - - - - - 976,693 976,693
Deferred tax assets - - - - - - 342,115 342,115
Total assets 142,811,260 123,997,688 57,385,814 155,767,688 143,878,155 101,681,856 1,793,305 727,315,766

-53-



BANK OF CHINA LIMITED MACAU BRANCH
DISCLOSURE OF FINANCIAL INFORMATION
AS AT 31 DECEMBER 2022

CREDIT RISK (CONTINUED)

Maturity analysis on assets and liabilities(continued)

On demand Upto 1 month 1 to3 months 3 to 12 months 1to3 years  Over 3 years Indefinite Total
MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000 MOP’000

Liabilities
Macau SAR currency notes in circulation 11,990,689 - - - - - - 11,990,689
Deposits from banks 69,275,819 102,401,453 36,471,439 37,135,605 32,927,704 4,872,130 1,057,857 284,142,007
Derivative financial instruments - 279,506 1,164,129 912,443 791,967 9,565 24,852 3,182,462
Deposits from customers 52,954,530 111,378,743 88,154,993 60,874,613 3,769,186 - 2,205,775 319,337,840
Certificates of deposit issued - 10,691,674 30,857,962 38,044,041 - - 274,463 79,868,140
Debt securities issued - - - 6,563,130 8,020,858 3,541,997 111,565 18,237,550
Other liabilities - - - - - - 3,393,331 3,393,331
Tax provision - - - - - - 848,457 848,457
Total liabilities 134,221,038 224,751,376 156,648,523 143,529,832 45,509,715 8,423,692 7,916,300 721,000,476
Net liquidity gap 8,590,222 (100,753,688) (99,262,709) 12,237,856 98,368,440 93,258,164 (6,122,995) 6,315,290
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Overdue loans and advances

The gross amount of loans overdue for more than three months is analysed as follows:

Percentage of
gross loans

Amount to
MOP’000 customers
Gross loans to customers which have been overdue for:
- six months or less but over three months 32,932 0.01%
- one year or less but over six months 213,152 0.07%
- over one year 801,428 0.26%
Loans overdue for over three months 1,047,512 0.34%
Impairment allowances made on overdue loans and advances 901,988
MOP’000
Current market value of collateral held against the covered portion of such loans
to customers 944,019
Covered portion of such loans to customers 101,010
Uncovered portion of such loans to customers 946,502

Collateral held against overdue or impaired loans is principally represented by charges over business assets such
as commercial, residential premises and vessels for corporate loans and mortgages over residential properties for
personal loans.

As at 31 December 2022, there were no trade bills and loans to banks and other financial institutions overdue for
more than three months.
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Overdue other assets

Percentage of

Amount gross loans to
MOP’000 customers
Other assets which have been overdue for:
- six months or less but over three months 468 0.16%
- one year or less but over six months 930 0.32%
- over one year 2,855 0.98%
Total 4,253 1.46%
Impairment allowances made on overdue other assets 3,681

During the year, there were no overdue loans and advances and placement due from other credit institutions.
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Credit quality analysis under regulatory asset classification

Advances to customers

-Pass

-Special Mention
-Substandard
-Doubtful

-Loss

Trade bills

-Pass

-Special Mention
-Substandard
-Doubtful

-Loss

Advances to banks
-Pass

-Special Mention
-Substandard
-Doubtful

-Loss

Impairment allowances

Total

The value of collateral in respect of such assets

Stage 1 Stage 2 Stage 3 Total
MOP’000 MOP’000 MOP’000 MOP’000
293,092,245 1,795,339 - 294,887,584
191,433 9,704,821 - 9,896,254

- 7,963 500,278 508,241

- - 192,097 192,097

- - 889,134 889,134
293,283,678 11,508,123 1,581,509 306,373,310
3,299,328 - - 3,299,328
3,299,328 - - 3,299,328
64,246 . . 64,246
64,246 - - 64,246
296,647,252 11,508,123 1,581,509 309,736,884
(1,020,433) (1,186,056) (1,161,224) (3,367,713)
295,626,819 10,322,067 420,285 306,369,171
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Credit quality analysis under regulatory asset classification(Continued)

Stage 1 Stage 2 Stage 3 Total
MOP’000 MOP’000 MOP’000 MOP’000
Debt securities
-Pass 91,463,601 2,295,464 - 93,759,065
-Special Mention - - - -
-Substandard - - - -
-Doubtful - - - -
-Loss - - - -
91,463,601 2,295,464 - 93,759,065
Impairment allowances (167,089) (107,828) - (274.917)
Total 91,296,512 2,187,636 - 93,484,148
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MARKET RISK

Market risk refers to the risk of losses to on- and off-balance sheet businesses of the Branch arising from
unfavourable movements in market prices (including interest rates, exchange rates, stock prices and commodity
prices). The objective of market risk management is to obtain reasonable balance between the risk and return, and
promote business development by effectively managing market risk, optimising the allocation of market risk
capital and controlling the market risk within a reasona%le range acceptable to tﬁe Branch based on the overall
risk appetite determined by the Board of Directors of the Brancﬁ.

In accordance with the requirements of the Head Office, the Risk Manage and Internal Control Committee, senior
management and functional departments perform their duties and responsibilities to manage the Branch’s market
risk. The Market Risk Management Department is responsible for identifying, measuring, monitoring, controlling
and reporting market risk, and the business departments are responsible for monitoring and reporting the market
risk otpthe banking book under their management.

The Branch establishes market risk management policies to standardise its market risk management. At the same
time, the Branch sets VaR and stress test limits, and carries out uniform allocation and supervises the use based
on business needs and risk tolerance. In line with the requirements set in the Group’s policy, BOC Macau Branch
formulates the detailed policies and procedures and are responsible for managing their daily market risk.

The Branch sets up market risk indicators and limits to identify, measure, monitor and control market risk. Major
risk indicators and limits include but are not limited to VaR, stop loss, open position, stress test and sensitivity
analysis. Major risk indicators and limits are classified into three levels, and approved by the Head Office.
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Interest rate refers to the risk of loss to the overall income and economic value of the Branch arising from
movements in interest rate and term structures of asset and liability positions. The Branch’s interest rate risk
results mainly from the mismatch between the maturity date or repricing term of the assets and liabilities of the
bank accounts, and the inconsistent movements in the benchmark interest rates applicable to the assets and those
applicable to liabilities.

The Branch’s risk management framework also applies to interest rate risk management. Pursuant to the
Management Measures for Interest Rate Risk in the Banking Book Management Policy of BOC Macau Branch
approved by the Asset and Liability Management Committee (ALCO), the Asset and Liability Committee is the
highest decision-making body for the interest rate risk in the banking book. Assuming the responsibility for the
supervision and management of the interest rate risk in the banking book, the Asset and Liability Management
Department is responsible for, including but not limited to, formulating management policies and procedures,
identifying and monitoring daily risks, supervising the implementation of policies and limits, and reporting to
senior management and the Asset and Liability Management Committee.

The Branch uses interest rate repricing gaps on a monthly basis to analyse and manage the interest rate risk in the
banking account and measure the impact of interest rate changes on net interest income and economic value, with
relevant measures taken to hedge or reduce interest rate risk. Key risk indicators and limits include net interest
income sensitivity ratio (NII) and economic value sensitivity ratio (EVE). The former assesses the impact of
interest rate movement on net interest income as a percentage to the projected net interest income for the year.
The latter assesses the impact of interest rate movement on a bank's economic value. Risk-taking business units
are required to conduct their business within the boundary of the interest rate risk limits. Before launching a new
product or business in the banking book, the relevant departments are required to go through a risk assessment
process, including the assessment of underlying interest rate risk, to ensure that the interest rate risk is consistent
with the Branch's risk appetite.

The Branch uses scenario analyses and stress tests to assess the interest rate risk in the banking book under adverse
circumstances. Scenario analysis and stress test are used to test the impact of interest rate sensitive assets, interest
rate sensitive liabilities, and off-balance sheet business on the economic value of the Branch under specific
scenarios.
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OPERATIONAL RISK

The Branch carries out operational risk management by establishing and maintaining an organisational system
that covers the Branch and is commensurate with its business scale and complexity. The Branch has established
operational risk policies and systems to provide methods and standards for the implementation of professional,
refined and standardised operational risk management, which mainly includes three aspects: (1) standardising
classification of operational risk to unify management language; (2) establishing systematic management methods
based on the management cycle of risk identification, risk assessment, risk mitigation, risk monitoring and risk
reporting; and (3) standardising the management structure and working mechanism in terms of new products,
business outsourcing and business continuity.

The Branch continues to improve the operational risk management system, refine the application of operational
risk management tools, and apply three tools, namely the Risk and Control Assessment (RACA), the Key Risk
Indicator (KRI) monitoring and the Loss Data Collection (LDC), to carry out operational risk identification,
assessment and monitoring. The implementation of the three tools is reviewed to further optimise the tool methods
and organisational implementation methods, the operational risk management information system and the system
function. The reporting system is also refined to integrate various reports about internal control and operational
risk management.

The Branch keeps following up significant operational risk loss events among domestic and foreign peer
institutions, analyses risk prevention and control issues reflected by external events and enhances its risk
prevention capability. The Branch conducts internal control inspection on business areas with high risks and
records all issues related to risk control from internal and external inspections. Centralised management and
follow-ups are applied to the rectification working mechanism of internal control to promote the continuous
improvement of risk control.

CURRENCY RISK

The Branch’s assets and liabilities are denominated in major currencies, particularly Macau Pataca, HK Dollar
and US Dollar, with low impact from exchange rate fluctuations under the linked exchange rate system. The
Branch minimises potential currency mismatches by rationally arranging the source and use of foreign currency
funds; Foreign exchange funds mainly come from foreign currency deposits, placements from banks and other
institutions and foreign exchange swaps. The Branch manages exchange rate risk by controlling net foreign
exchange exposure, avoiding significant impact from exchange rate fluctuations.

The table below is prepared with reference to the completion instructions for the return of Monetary Authority of
Macau relating to foreign exchange and summaries the Branch’s major foreign currency risk levels.

Equivalent in MOP’000
Other foreign  Total foreign
USD HKD RMB currencies currencies
Spot assets 327,605,265 130,008,782 184,745,352 27,843,953 670,203,352
Spot liabilities (322,257,192)  (118,229,044) (181,710,646) (23,604,657)  (645,801,539)
Forward purchases
and sales (2,731,682) 10,729,418 (3,090,200) (4,247,282) 660,254
Net options position 2) - (1,808) - (1,810)
Net long/(short)
position 2,616,389 22,509,156 (57,302) (7,986) 25,060,257
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LIQUIDITY RISK

Liquidity risk is the risk that banks may not be able to obtain sufficient and timely funding at a reasonable cost to
meet their obligations as they fall due. The Branch maintains a sound liquidity risk appetite to provide stable,
reliable and adequate sources of cash to meet liquidity needs under normal circumstances and stressed scenarios.

The Asset and Liability Management Department is responsible for the daily management of liquidity risk to
ensure the business operations of the Branch are in line with the risk appetite and policies as set by the Head
Office, and performing liquidity management function.

The Branch’s liquidity risk management objective is to effectively manage the liquidity of on- and off-balance
sheet items with a reasonable cost based on the liquidity risk appetite of the Head Office to achieve sound
operation and sustainable profitability. Deposits from customers are the Branch’s primary source of funds. To
ensure stable and sufficient sources of funds are in place, the Branch actively attracts new deposits, keeps the core
deposit and obtains supplementary funding from the interbank market and by issuing bills in the capital market.
According to different term maturities and the results of funding needs estimated from stressed scenarios, the
Branch adjusts its asset structure (including loans, debt securities investments, placements with banks and other
financial institutions, etc.) to maintain sufficient liquid assets which provide adequate funds in support of normal
business needs and ensure its ability to raise funds at a reasonable cost to serve external claims in case of
emergency. The Branch is committed to diversifying the sources, tenors and use of funding to avoid excessive
concentration of assets and liabilities; and prevents triggering liquidity risk due to the break of funding strand
resulting from over-concentration of sources and use of funding in a particular area where problems occur. In
order to manage such risk, the Branch has established internal liquidity control indicators. Whenever necessary,
the Branch could improve the liquidity position by taking mitigation actions including, but not limited to obtaining
funding through interbank borrowings or repos in the money market, selling bonds in the secondary market or
retaining existing and attracting new customer deposits. Apart from increasing the funding, the Branch would
maintain good communication with the counterparties, the Head Office and the regulators to enhance mutual
confidence.

The Branch has established internal liquidity risk management guidelines, which cover the requirements for the
monitoring, reporting and control of liquidity risk, and has formulated corresponding contingency plan for
liquidity risk.

The Branch has established liquidity risk management indicators and limits to identify, measure, monitor and
control liquidity risk on a daily basis, including but not limited to liquidation reserve and debt service ratio. The
Branch applies a cash flow analysis to assess the liquidity condition under normal conditions and also performs a
liquidity stress test (including institution specific crisis, general market crisis and combined crisis) and other
methods at least monthly to assess the Branch’s capability to withstand various severe liquidity crises. The Branch
manages liquidity risk by adopting the liquidity supervision reporting system of Bank of China together with
other auxiliary systems which provide data and assist in the preparation of regular management statements.

In the liquidity stress test, institution specific risk, general market crisis and combined crisis scenarios have been
set up, a combined crisis scenario is a combination of institution specific risk and general market crisis to assess
the Branch’s capability to withstand a more severe liquidity crisis, with a more stringent set of assumptions being
adopted. Stress test assumptions include loss rate of deposits from customers and interbank deposits, loan
recovery rates, discount rates of placements from banks and securities. As at 31 December 2022, the Branch was
able to maintain a net cash inflow under the three stressed scenarios, indicating that the Branch has the ability to
meet financing needs under stressed conditions. In addition, the Branch has established a contingency plan which
details the conditions to trigger the plan based on stress test results and early warning indicators, the action plans
and relevant procedures and responsibilities of relevant departments.

The Branch’s liquidity risk management also covers new products or business developments. Before launching a
new product or business, the relevant departments are required to go through a risk assessment process, which
includes the assessment of underlying liquidity risk and consideration of the adequacy of the current risk
management mechanism.
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LIQUIDITY RISK (CONTINUED)

Average liquidity
MOP’000
Minimum weekly demand for cash in hand 10,789,992
Average weekly balance of cash in hand 18,783,990

The average weekly liquidity is calculated by multiplying the basic liabilities by the specified ratios in line
with the regulation of Monetary Authority of Macau.

Average liquidity ratio

One-month average liquidity ratio 66%
One-month average liquidity ratio 59%

The average liquidity ratio is calculated as the simple average of the ratios of specific assets to liabilities in
the last week of each month in line with the regulation of Monetary Authority of Macau.

Liquid assets

MOP’000
Liquid assets 240,122,594
Related liabilities 469,891,238
Ratio of liquid assets to related liabilities 51%

The ratio of liquid assets to related liabilities is calculated as the simple average of the balance on the Branch’s
last business day of each month in line with the regulation of Monetary Authority of Macau.
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OPERATING LEASE COMMITMENTS

Lease receivables under non-cancellable operating leases are as follows:

MOP’000
- Not later than one year 32,628
- One to five years (inclusive) 12,374
45,002
Lease payables under non-cancellable operating leases are as follows:
MOP’000
- Not later than one year 53,466
- One to five years (inclusive) 144,045
- Later than 5 years 8,380
205,891

The Branch leases a number of properties under operating leases ranging from 1 to 10 years initially with options
to renew the lease and re-negotiate all terms upon expiry. None of the leases includes contingent rentals.

The Branch is one of the branches of Bank of China Limited (“BOC”). Therefore, it is not required to prepare
consolidated financial statements. The details of consolidated capital adequacy ratio, consolidated capital and
reserves, consolidated balance sheet and consolidated income statement of BOC are published on the website
https://www.bankofchina.com/en/investor/ir3/.
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