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CORPORATE PROFILE
17 @i ot

Our Vision

To be the trusted and preferred banking partner in

Greater China and beyond.

ﬁ/\’ \

Our Mission

BORBRPEREMBER FEEREBEVRITBME

To ensure every customer experience is positive.

We achieve this by providing best-in-class financial

(EdT)

products and services.

RUELERENTRERRRY  BRSBAUFFRAZHR

BONIRISEEER -

Incorporated in 1918, The Bank of East Asia, Limited is a leading
Hong Kong financial services group with total consolidated assets
of HK$808.9 billion (US$103.5 billion) as of 31st December,
2017. Listed on The Stock Exchange of Hong Kong, the Bank is a
constituent stock of the Hang Seng Index.

BEA provides comprehensive corporate banking, personal banking,
wealth management, and investment services to customers
throughout Greater China and beyond.

The Bank maintains one of the largest retail networks of any bank
in Hong Kong, with full-service branches, SupremeGold Centres for
high net-worth customers, and innovative, extended hour i-Financial
Centres conveniently located throughout the city.

In Mainland China, BEA's wholly-owned subsidiary, The Bank of East
Asia (China) Limited operates more than 100 outlets in 44 cities —
one of the most extensive networks of any foreign bank in China.

Overseas, the Bank maintains an active presence in Southeast Asia,
the United Kingdom, and the United States. Worldwide, BEA serves
customers through more than 200 outlets and offers rewarding and
challenging career opportunities to approximately 10,000 employees.

The BEA Group's subsidiaries further broaden the Bank’s product
offering to meet the increasingly diverse and sophisticated needs of
a burgeoning customer base. BEA's wholly-owned subsidiaries, BEA
Life Limited and Blue Cross (Asia-Pacific) Insurance Limited, serve as
the Bank'’s life insurance and general insurance arms, respectively,
and provide a comprehensive range of insurance solutions for
individual and corporate customers.

The BEA Group strives to be a positive, enabling force in the
communities it serves and is committed to long-term sustainable
development. The Group integrates social, environmental, ethical,
employee, and customer concerns into its business and operations
with the aim of aligning the interests of its stakeholders and the
society at large.

For more information on BEA, please visit your nearest BEA branch
or visit the Bank’s homepage at www.hkbea.com.
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FINANCIAL HIGHLIGHTS
M %=

03

2017 2016
HKS$ Million HK$ Million Change # &)
BEEET BEEET % BO=E
Profitability 2 &t
Total operating income from continuing operations
KB FHER S ET 2 WA 15,953 14,7141 +8.4
Profit attributable to owners of the parent from
continuing operations
KB FHEEEER 2 v BN AN E B IR E A 6,298 3,505 +79.7
Profit attributable to owners of the parent
A] 5 B A 7 B B A BR O A 9,347 3,723 +151.1
Balance Sheet Strength EE& &R
Total loans and advances to customers and trade bills
BFERRBREE S RIBEE 487,686 466,182 +4.6
Total assets
BEMRE 808,942 765,706 +5.6
Total deposits
(EE 608,150 564,646 +7.7
Total equity
PR R M R 4B R 101,214 86,636 +16.8
Earnings Per Share and Dividends Per Share
BRENREREE
Basic earnings from continuing operations
KEFFBREEB 2 EARRT HK$2.09 HK$1.12 +86.6
Basic earnings
RN HK$3.21 HK$1.21 +165.3
Dividends
A& 2 HK$1.28 HK$0.56 +128.6
Key Ratios= Z Lt &
Return on average assets
TR E @ K 1.1% 0.4%
Return on average equity
IR R A an E R 10.3% 4.1%
Cost-to-income ratio from continuing operations
KB FHREEE 2 A S A L& 50.6% 55.8%'
Loan to deposit ratio
EREERL X 77.9% 80.4%
Impaired loan ratio
BB E R & 1.1% 1.5%
Average liquidity coverage ratio  -first quarter HE—FE 150.7% 151.3%
FHRE RS X -second quarter 5 —ZFF 129.5% 141.2%
-third quarter F=ZF% 136.5% 133.5%
-fourth quarter SEMNZE=E 151.7% 137.2%
Common Equity Tier 1 capital ratio
R R E AR 13.2% 12.1%
Tier 1 capital ratio
—RENRLL = 15.1% 13.5%
Total capital ratio
AR & 17.8% 17.4%

! Restated E#f
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FIVE-YEAR FINANCIAL SUMMARY
SEMBEH=

TOTAL EQUITY

101,214

LOANS AND ADVANCES TO CUSTOMERS / TOTAL DEPOSITS / TOTAL ASSETS
EFERRBN / FRAE/ EEARE

808,942

795,891
753,954 AL 765,706

608,150

577,900 592,582 578,020 564,646

473,776

443,287 454,242

405,357 441,506

‘ Loans and Advances to Customers 2 F B3R 5 ‘ Total Deposits fF 54258 ‘ Total Assets EEEEE
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FIVE-YEAR FINANCIAL SUMMARY (CONTINUED)
SEMBHRE (F)

PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT
T 55 B AN R B A SR A

FIVE-YEAR COMPARISON
5 b8

2013 2014 2015 2016 2017

HK$ Million HK$ Million HK$ Million HK$ Million HK$ Million
BEEET BEEET BEEET BEEET BEHET
68,234 73,444 85,641 86,636 101,214
577,900 592,582 578,020 564,646 608,150
405,357 443,287 441,506 454,242 473,776
753,954 795,891 781,364 765,706 808,942
70% 75% 76% 80% 78%

6,613 6,661 5,522 3,723 9,347
HK$2.78 HK$2.72 HK$1.95 HK$1.21 HK$3.21

HK$1.11 HK$1.11 HK$0.88 HK$0.56 HK$1.28
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CHAIRMAN'S STATEMENT

The marketplace is becoming ever-more dynamic and
more complex, with new forms of competition and
new opportunities for growth emerging all the time.
Recognising that the operating environment is constantly
in flux, management regularly examines and reviews the
strategies of the Bank holistically in order to ensure that
forward planning remains conducive to the sustainable,
stable and healthy development of the Bank Group.

ASSET QUALITY

The global economy entered a Goldilocks phase in 2017,
neither too hot nor too cold, bringing welcome relief
from the credit pressures that the Bank faced in the
previous two years.

The improving economy, coupled with the measures that
BEA Hong Kong and BEA China introduced to mitigate
credit risk, helped to sustain a recovery in asset quality in
2017. As announced previously, these measures included
a more conservative approach to underwriting standards,
a reduction in exposure to stressed sectors and tighter
limits on loan growth. This strategy has been particularly
effective on the Mainland, where the impaired loan ratio
fell from 2.87% to 1.79% and credit costs declined by
117 basis points year on year. For the Group as a whole,
the impaired loan ratio fell from 1.49% to 1.09% and
credit costs declined by 38 basis points.

COST CONTROL

We maintained strict control over costs in 2017, in
the second year of a three-year cost-saving plan. The
programme targets three main areas: reposition the
branch network for today’s needs; enhance mid and
back-office productivity; and streamline the operating
structure on the Mainland.

In Hong Kong, BEA aims to achieve a 22.5% reduction
in branch floor area by the end of 2018. As of the end
of 2017, 19.6% had already been achieved. Mid and
back-office efficiency is being driven through operations
excellence programmes, aimed at simplifying procedures
and automating processes.

BEA China has reduced its branch footprint by 18% over
the past two years and in 2018 will further streamline
both the physical network and operating procedures.
In addition, BEA China is in the process of establishing
a regional management structure, in order to enhance
credit risk management and improve efficiency.

DIVIDENDS FOR THE LAST 5 YEARS iB1¥ 5 £ g 240 8%
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Following the sale of Tricor Services in early 2017, we
have stepped up efforts to generate more fee income
from our core banking business. To this end, in Hong
Kong we are focusing on innovation in personal
banking, launching convenient new mobile and online
services. We will also enhance our bespoke financial
solutions and wealth management services for high-net-
worth individuals.

In corporate banking, we will deepen our relationships
with strong local and Mainland corporations, marketing
BEA as a one-stop provider of services to finance their
business expansion and/or overseas acquisitions.

Development of new digital, mobile and Fintech solutions
are a priority for this Bank, as these solutions have the
potential to improve the customer experience while
raising both productivity and profitability. Online and
mobile services for individual and corporate customers
are being enhanced to align our digital services with
their every-day banking, lifestyle and business activities,
thereby encouraging active use of our digital platform.

In Hong Kong, our i-Payment Hub will reaffirm BEA’s
position at the forefront of developments in the industry.
This integrated platform allows customers and merchants
to pay, collect and settle payments via all channels,
including QR code. We offer ultimate flexibility, to cater
to all user preferences.

Meanwhile, we are strengthening our ability to identify
emerging trends — both risks and opportunities — by
applying new analytical tools to the data captured by
our expanding digital platform. As digital transactions
increase, we gain instant feedback on our full range of
services and solutions, and can adapt quickly to changing
market conditions.

With economic conditions improving on the Mainland,
we are actively developing new business areas that will
sustain our growth over the long term. In particular, BEA
China is expanding its consumer lending capability in
order to capture emerging demand as China transitions
to a consumer society.

We see strong potential in this area. System-wide, non-
mortgage retail lending grew by over 40% year-on-year
in 2017. This trend is expected to continue, outpacing the
increase in corporate lending.

We anticipate that this business will gradually gravitate to
the traditional banking sector in the future, as Mainland
authorities step up efforts to control unregulated lending.
BEA China aims to more than double its consumer loan
customer base by the end of 2020, increasing the share
of retail lending in its portfolio from 19% today to 30%
in 2020.

Meanwhile, we are positioning ourselves as a key service
provider within the Guangdong-Hong Kong-Macao
Bay Area. This dynamic area, combining China’s most
advanced financial and technology hubs, is attracting
the best and the brightest talent from throughout the
Mainland, and is primed to lead China’s development in
the decades to come.

In 2017, we received approval to establish a full-license
securities company (BEA shareholding, 49%) in Qianhai,
and we expect the company to be fully operational in 2018.

In addition to serving Hong Kong and Mainland clients,
we will also step up efforts to serve Chinese communities
abroad.

We will enhance collaboration between Hong Kong,
BEA China and our strategic partners to further develop
cross-border financing business, particularly for Chinese
corporations expanding their business and investments
overseas.

In addition, we will explore opportunities emerging from
the “Belt and Road” initiative, seeking to capture those
that offer strategic value to the Bank Group.
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Partnerships enable us to extend our reach, generating a
two way flow of new business and new relationships. Our
preferred partners are leaders in their respective markets
who choose to work with us due to our presence in key
growth markets, our online and offline networks, and our
full-service capability through the various financial licences
that we hold.

We are expanding our online presence on the Mainland
through collaboration with leading platform companies,
including WeBank and Ctrip. This provides a cost and
time-efficient means to build our consumer-finance
business on the Mainland.

At the heart of our partnership strategy are our cooperation
agreements with our strategic partners CaixaBank and
Sumitomo Mitsui Banking Corporation. We are continually
deepening these relationships in areas such as customer
referrals and cross-border business collaboration.

We ensure that the prevailing capital level is adequate
to meet regulatory requirements and enable the Bank to
operate effectively. In order to maintain a stable CAR for
the Bank Group, optimise asset growth and drive capital
efficiency, we focus on return on risk-weighted assets.
We regularly rebalance our assets in line with market
trends and risk profiles, in order to position the Bank
optimally at all times.

With our focus on risk-weighted returns, we have set a
priority to pursue business initiatives within the risk profiles
that we have established for the Bank Group.

For 2018, BEA will further enhance asset quality, expand
sources of fee income and carry out the third year of our
cost-reduction programme.

Over the medium term, we will align our business initiatives
in China with the economic policies set out in the Mainland’s
national development plans. We will also develop a new-
economy consumer banking business together with our
online partners.

In both Hong Kong and the Mainland, we will expand our
wealth-management business, with separate strategies
crafted for the high-net-worth and mass affluent markets.

In the long term, with a unique and enduring franchise
in Hong Kong and the Mainland, BEA is well-positioned
to serve the personal and business banking needs of local
and international clients.

In closing, | take great pleasure in thanking our Bank'’s
Board of Directors and the directors of our subsidiaries
and associated companies for their invaluable advice
and support during the past year. | also thank the
management and staff of BEA for their dedication and
commitment to providing the best possible service to all
our clients in line with our strategic goals.

The support of our overseas banking partners, in particular
CaixaBank and Sumitomo Mitsui Banking Corp, provides
us with a competitive advantage in the marketplace, and |
am very grateful to them for their close cooperation with
us. | also extend my grateful thanks to our shareholders
and clients for their long-standing loyalty and confidence
in this Bank.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 22nd February, 2018
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Financial Performance

For the year 2017, the Group earned a profit attributable
to owners of the parent of HK$9,347 million, representing
an increase of HK$5,624 million or 151.1%, compared
with the HK$3,723 million earned in 2016.

The result includes a net profit of some HK$3 billion
in respect of the disposal of Tricor Holdings Limited
and its subsidiaries, which the Bank has recorded
under profits attributable to owners of the parent from
discontinued operations.

Excluding net profit from discontinued operations, profit
attributable to owners of the parent from continuing
operations amounted to HK$6,298 million, representing an
increase of HK$2,793 million, or 79.7%, compared to 2016.

Basic earnings per share from continuing operations rose
from HK$1.12 in 2016 to HK$2.09 in 2017. Incorporating
discontinued operations, basic earnings per share rose
from HK$1.21 in 2016 to HK$3.21 in 2017.

Return on average assets rose from 0.4% to 1.1%, while
the return on average equity rose from 4.1% to 10.3%.

During 2017, the Group’s net interest income from
continuing operations increased by HK$734 million,
or 6.6%, to HK$11,832 million. Net interest margin
increased from 1.60% to 1.65%, and average interest
bearing assets increased by 3.3%.

Net fee and commission income from continuing
operations grew by HK$36 million, or 1.5%, to
HK$2,493 million. Commission income from securities
and brokerage, retail banking, and asset management
businesses grew, whereas income from trade finance and
loans and guarantees declined.

Net trading and hedging results from continuing
operations increased by HK$193 million to HK$559
million. Net insurance revenue from continuing operations
increased by HK$272 million, or 65.5%, to HK$687
million. Overall, non-interest income from continuing
operations grew by 14.0% to HK$4,121 million.
Operating income from continuing operations increased
by 8.4% to HK$15,953 million.

Total operating expenses from continuing operations fell
by 1.7% to HK$8,067 million. The cost-to-income ratio
improved from 55.8% in 2016 to 50.6% in 2017.

Operating profit before impairment losses from
continuing operations stood at HK$7,886 million, an
increase of HK$1,378 million, or 21.2%, when compared
with 2016.

Impairment losses on loans and receivables from
continuing operations fell by 49.7% to HK$1,742 million.
The Group’s impaired loan ratio fell to 1.09% at the end
of 2017, as compared to 1.49% at the end of 2016.
The impaired loan ratio for Hong Kong operations fell
from 1.03% to 0.91%, while that for Mainland China
operations fell from 2.87% to 1.79%.

Impairment losses on intangible assets from continuing
operations were HK$650 million, largely due to a decrease
in market value of the naming rights of a building
partially owned and occupied by BEA China on the
Mainland. The impairment charge reflects the diminution
in value following a recent change in government policy
regulating advertising billboards.

Operating profit after impairment losses from continuing
operations amounted to HK$5,429 million, an increase of
HK$2,384 million, or 78.3%.

Net profit on the sale of available-for-sale financial assets
from continuing operations increased by 1,046.5% to
HK$1,057 million. Upon transition to HKFRS 9 on 1st
January, 2018, any unrealised gains/losses of available-
for-sale financial assets that are required to be reclassified
as "fair value through profit or loss” as of 31st December,
2017 have to be transferred from revaluation reserve to
the opening balance of retained earnings at 1st January,
2018, and cannot be recycled to the profit and loss
account upon subsequent disposal. Hence, the Group
has chosen to dispose of such available-for-sale financial
assets before the end of 2017, as far as practicable.

Net profit on the disposal of assets held for sale from
continuing operations included a net gain of HK$192
million from the sale of a property in Hong Kong.

Valuation gains on investment properties from continuing
operations increased to HK$522 million.

The Group shared after-tax profits from associates of
HK$388 million from continuing operations, a decrease
of HK$43 million, or 10.1%, compared to 2016.

After accounting for income taxes, profit after taxation
from continuing operations rose to HK$6,370 million, an
increase of 80.7% compared to the HK$3,525 million
recorded in 2016.
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Financial Position

Total consolidated assets of the Group stood at
HK$808,942 million at the end of December 2017, an
increase of 5.6% compared to HK$765,706 million at the
end of 2016.

Gross advances to customers rose by 4.3% to HK$473,776
million, while trade bills negotiated grew by 16.5% to
HK$13,910 million.

Total equity attributable to owners of the parent increased
to HK$89,482 million, up 14.1%, mainly due to the net
profit of HK$9,347 million earned during 2017. Additional
equity instruments increased to HK$8,894 million, up
77.3%, due to an issue of US$500 million in Additional
Tier One Capital Instruments in May 2017.

Subordinated debts issued decreased to HK$12,413
million, down 39.8%, as a USD500 million issue of
subordinated notes was called on 4th May, 2017 and a
SGD800 million issue of subordinated notes was called on
13th September, 2017.

Debt securities issued decreased to HK$1,007 million,
down 85.9%.

Total deposits from customers grew by 6.7% to
HK$571,684 million. Of the total, demand deposits
and current account balances increased by HK$10,525
million, or 14.0%; savings deposits increased by
HK$7,507 million, or 5.9%; and time deposits increased
by HK$17,863 million, or 5.3%. Total deposit funds,
comprising deposits from customers and all certificates of
deposit issued, rose by 7.7% to HK$608,150 million.

The loan-to-deposit ratio stood at 77.9% at the end of
2017, compared to 80.4% at the end of 2016.

As at 31st December, 2017, the total capital ratio, tier
1 ratio, and common equity tier 1 ratio were 17.8%,
15.1%, and 13.2%, respectively. The average liquidity
coverage ratio for the quarter ended 31st December,
2017 was 151.7%, which was well above the statutory
limit of 80% for the year 2017.

S&P Global Ratings

The Bank of East Asia, Limited

Long-term Counterparty Credit A-
(local and foreign currency)

Short-term Counterparty Credit A-2
(local and foreign currency)

Outlook Stable

The Bank of East Asia (China) Limited

Long-term Counterparty Credit A-
(local and foreign currency)

Short-term Counterparty Credit A-2
(local and foreign currency)

Outlook Stable

Moody’s Investor Service

The Bank of East Asia, Limited

Long-term Bank Deposit A3
(local and foreign currency)

Short-term Bank Deposit Prime-2
(local and foreign currency)
Outlook Negative

The outlook is deemed negative by Moody’s for the
following reasons: (1) operating conditions may weaken;
and (2) the adoption of a “bail-in” resolution regime in
Hong Kong in 2017 may provide greater leeway for the
Government to allow a financial institution to fail, under
certain conditions.
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REPORT OF THE SENIOR MANAGEMENT (CONTINUED)

MAJOR RECOGNITION FEXEEFIE1H

1 3 5

The Bank of East Asia, Limited RIR{TERA T

1

10

11

12

13

“2017 Best Bank in Hong Kong”
- Global Finance Magazine

“Quamnet Outstanding Enterprise Awards 2016 — Outstanding
SME Service Provider (Bank)” (for the fourth consecutive year)
- Quam (H.K.) Limited

“2017 Best SME's Partner Award” (for the tenth consecutive year)
- The Hong Kong General Chamber of Small and
Medium Business

“CAPITAL Merits of Achievement in Banking and Finance 2017
— Cross-border Business Award” (for the first year)
- CAPITAL Magazine

“Qutstanding Import and Export Industry Partner Award” (for
the fourth consecutive year)
- The Hong Kong Chinese Importers” & Exporters’ Association

“Best Premium Commercial Card Program”, “Highest Growth
Outstanding Balance — 1st Runner Up” and “Highest Growth
Cardholder Spending — 1st Runner Up”

- Mastercard

“Highest Card Volume Growth (Credit Card) — Bronze
Award”, “Gold Award for 2016 highest number of Online
Payment merchants”, and “Silver Award for 2016 highest
Online Payment transaction volume for merchants”

- UnionPay International

“2016 E-commerce Efficiency-International”
- Visa Inc.

“2017 Best Bank Card Innovation”
- MoneyHero.com.hk

“Best Mobile Banking Application, Hong Kong 2016”
- International Finance Magazine

Excellent Award in “Digital Banking” and “Banking Security of
the Year” in the Financial Institution Awards 2017
- Bloomberg Businessweek Chinese Edition

“Most Innovative Banking Brand, Hong Kong in the Global
Brands Magazine Awards 2017"
- Global Brands Magazine

“Qutstanding Digital Branch Services in the Hong Kong Digital
Brand Awards 2017"
- Metro Broadcast / The Chamber of

Hong Kong Computer Industry

6 7
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2016 FEFRAKREE (EAK —BRXS)]
- Visa EIBR 4844

[2017 S8R4T REIFTALE]

- MoneyHero.com.hk
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The Bank of East Asia (China) Limited 3RZE$R1T (FE) HRA T

14

15

16

17

18

19

20

“2017 Foreign Bank of Excellent Competitiveness in the 2017
Financial Institutions of Excellent Competitiveness”
- China Business Journal

“Annual Foreign Bank of Excellent Competitiveness” in the
2016 - 2017 Financial Excellence Award
- The Economic Observer

“2017 Annual Best Foreign Bank in the 8th Golden Tripod
Award”
- National Business Daily

“2017 Institutional Contribution Award in the Annual
Shanghai Financial Institutions Awards Programme”
- Shanghai Banking Association

“Best 10 Innovation Institutions Award in 2017 YICAI China
Best Financial Planners”
- YICAI

“Best Brand-building Foreign Bank in the 2017 Golden-shell
Award of China”
- 21st Century Business Herald

“2017 Best Financial Planning Mobile APP for Customers in
the Top International Financial Planning Institution Selection”
- International Financial News

[2017 S ) BEETE — 2017 2B
FINE P HEIRTT
- (PEJAEER)

[2016-2017 RS WEEIEE — FEEHHRF N
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- (REEIERER )
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i
- (BN 2 R )

Blue Cross (Asia-Pacific) Insurance Limited B+ (ZEX) REBARA T

21

22

“The Most Favourite Travel Insurance Company Award 2017"
(for the thirteenth consecutive year)
- Weekend Weekly Magazine

“Hong Kong Digital Brand Awards 2017 — Outstanding Online
Travel Insurance Services”
- Metro Broadcast / The Chamber of

Hong Kong Computer Industry

2017 & X ECORERIE A B |GEESE 13FER)
- (FTIRAEG) 7t

(BRI R2017 — 8 R
S HNEL/EEEMES

BEA Union Investment Management Limited RIEHEREEEGRA A

23

“BENCHMARK Fund of the Year Awards 2017: Asia Fixed
Income within Mutual Funds’ House Awards — Best-In-Class”
- BENCHMARK magazine

[CEIE) 2017 FEER AL : R ATALDN
Bk es — FARE]
- (AR At

For the BEA Union Investment Asian Bond and Currency Fund BFRTEETHESREEES

24 "Best Bond Fund, Asia Pacific, Local Currency”

25

(for its 3-year performance)
- Lipper Fund Awards Programme 2017 Hong Kong

“Best Bond Fund, Asia Pacific, Local Currency”
(for its 5-year performance)
- Lipper Fund Awards Programme 2017 Hong Kong

[RIEDARGBEFES (AHEE)| (REBE
3FERIR)
- [BEHES EEFEE2017]

[RESARESES (AHER)| (REBHE

S5ERIE)
- [BiaES EEELE2017]
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Global economic growth picked up steam in 2017. The
United States economy enjoyed continued strength,
while economic conditions in Europe, China, Japan and
emerging markets generally improved.

With solid external demand, Hong Kong's exports jumped
by 8.0% in 2017. Growth in private consumption also
accelerated, as asset markets performed strongly and the
unemployment rate reached a 19-year low of 3.1% in
2017. In addition, a recovery in tourist spending led to a
2.2% increase in retail sales in 2017.

Hong Kong residential property prices rose by 14.8% in
2017. Meanwhile, transaction volume jumped by 14.8%
in 2017, following two consecutive years of decline.
Overall, the Hong Kong economy expanded at a strong
3.9% pace in the first three quarters of 2017.

On the Mainland, the export sector grew by a solid 7.9%
in 2017 on the back of stronger global demand. Consumer
spending stabilised, supported by improving economic
fundamentals. And the internet sector continued to shine,
with China now widely recognised as a global leader in
internet technologies.

The government took advantage of the improving
economic conditions to slow investment growth through
monetary tightening. Shadow banking also came under
greater government scrutiny. Meanwhile, the property
market entered a period of consolidation in late 2017,
after the government introduced new measures to
contain the rise in prices.

Looking ahead, the economic outlook for the near term
is considered benign. Consumer demand should remain
stable. The Chinese government will continue to focus on
structural issues, with the aim of encouraging sustainable
growth. The Chinese economy is likely to grow by 6.5%
in 2018, with inflation around 2.2%.

Turning to Hong Kong, the positive external environment
should sustain favourable economic conditions. However,
a number of global issues, including geopolitical
developments in North Asia, monetary tightening in the
US and the Brexit transition, require close monitoring.

Hong Kong's gross domestic product is forecast to grow by
2.8% in 2018, while the inflation rate will soften to 2.2%.

Business — Hong Kong

The aggregate value of all customer loans and trade
bills of BEA in Hong Kong was 2.7% higher at the end
of December 2017 than at the end of 2016. Customer
loans increased by 3.3% over the period, while debt
investments increased by 4.4% and customer deposits
rose by 5.4%.

Corporate and Commercial Banking

Corporate Banking faced sustained pressure in 2017.
Both net interest income and net fee and commission
income declined compared to the previous year.
Competition remained tight in the loan market, and there
were repayments as corporations turned to other sources
of funding such as issuing notes and bonds.

Following a robust period of growth in cross-border
lending during the early part of the decade, the Bank
has taken a more conservative stance since the 2015
market high. In 2017, Corporate Banking was selective
in its cross-border portfolio in light of tightened controls
on overseas investments and capital outflow. As a result
of this prudent approach, formation of non-performing
loans was significantly reduced. While impairment losses
saw an upturn, this was due to problem loans from the
previous year.

The existing portfolio is healthy, and the Bank is
therefore in a strong position to take advantage of new
opportunities as onshore liquidity tightens and Chinese
corporates return to Hong Kong to raise funds.
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In January 2017, approximately
650 corporate and personal
customers of the Bank attended
BEA's annual Economic and
Market Outlook seminar.
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In particular, Corporate Banking is working closely with
BEA China to solicit clients in Qianhai and the Guangdong-
Hong Kong-Macao Greater Bay Area, where there is
huge potential for growth. After the opening of the Hong
Kong-Zhuhai-Macao Bridge, economic activity in the area
is expected to rise, and the Bank has already brought in
a number of new clients in the real estate, leasing, light
industry and technology sectors. Continued efforts will
be made to develop new relationships in policy-favoured
industries and expand business opportunities.

Meanwhile, the Bank is reaching out to local SME clients
through its Hong Kong branch network, with the aim
of increasing transaction-fee income and diversifying its
customer base. The range of investment and insurance
products offered to corporate clients has been expanded
to meet growing demand for wealth-management
and financial-planning solutions. Demand for treasury
products is also expected to increase as interest rates rise.

Personal Banking

The Bank'’s retail operations continued to benefit from
converting to digital technology and services. Operating
income rose by 16.4% year-on-year in 2017, driven
by double-digit growth in both net interest income
and net fee and commission income. Retail sales of
investment and insurance products for the year reached
a record high. In addition, more "all-in-one” accounts
were opened, and average current and savings account
balances increased.

In November 2017, BEA announced plans to
launch the i-Payment Hub, a seamless integrated
payment platform for merchants and personal
customers in Hong Kong.

BEnERITIN 201711 A - st EIHEH — =X
BB A F 4 i-Payment Hub » STIBERE P RIEA
BF o

The branch transformation project was successfully
completed in 2017, with all 72 branches digitalised.
Penetration of the Bank’s online and mobile service
channels, which have significantly lower transaction
costs, has risen in tandem with this process. At the retail
level, the number of digital customers — those who use
the Bank’s Cyberbanking service or mobile application
regularly — increased by 30.5% year-on-year in 2017.

More and more retail customers are using the Bank's
digital channels to purchase investment products.
Income from sales of linked deposits through
Cyberbanking more than doubled in 2017. Following
a system enhancement in August, online mutual fund
subscriptions have risen strongly.

The Bank is continuing to improve its digital platform. The
recently revamped BEA App combines an attractive and
user-friendly interface with advanced big data capabilities.
Banking functions have been enhanced to encourage
frequent use, while sophisticated analysis of customer
behaviour allows the app to offer a personalised user
experience. With the upcoming “i-Planner” function,
customers will be able to make detailed plans and receive
tailored offers and recommendations. Initially focussed on
travel, future updates will cater to key life events such as
weddings, home purchases and retirement.
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During the year under review, BEA unveiled plans to
introduce the next generation of BEA App in early 2018
featuring the i-Planner, which will provide customers
with personalised services and offers.
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Wealth Management

Private Banking produced another solid performance
in 2017. Net interest income recorded a high single-
digit increase, while investment product revenue grew
significantly due to the buoyant global stock markets.
However, net fee and commission income declined
against an exceptionally strong result in 2016. Overall,
operating income was flat compared to the previous year.

Loans to Private Banking clients increased as customers
sought to leverage their investments in a rising market.
Assets under management grew by 24.0% due to higher
client activity in equity investments, as well as new clients
and funds coming on board.

Continual upgrades are being made to back-office
processes and frontline sales tools, enhancing efficiency
and improving the client experience. Meanwhile, Private
Banking has been working to optimise its client mix and
allocate marketing resources to targeted segments so as
to maximise returns.

Private Banking remains China focussed and, like
Corporate Banking, continues to work closely with the
Bank’s network in the Greater Bay Area to source new
clients and seize opportunities for growth. Mainland
clients now account for 47.1% of Private Banking'’s total
net income.

Insurance and MPF Services

BEA Life Limited, the Bank’s wholly-owned life insurance
arm, recorded growth of 30.0% in new premium income,
notwithstanding the high base set in 2016. Long-term
products with annuity and endowment features performed
well. BEA Life will continue to pursue sustainable growth
in both premium revenue and commission income for the
Bank by maintaining a balanced product mix.

In the general insurance market, competition remained
intense. Underwriting profits for the market as a whole
fell, as players cut rates to pursue top-line growth. Blue
Cross (Asia-Pacific) Insurance Limited, BEA’s wholly-
owned general insurance arm, maintained a disciplined
balance between growth and profitability, achieving
double-digit growth in underwriting profit despite a
slight drop in gross premium income. Online renewals
were extended to all relevant personal general insurance
products, and related premiums generated via digital
channels grew by 31.4%. Blue Cross will continue to
enhance its online capability, and will launch an e-claims
service for travel insurance in the first half of 2018.

Total membership in BEA’s Mandatory Provident Fund
schemes grew to 738,000 at the end of 2017, while AUM
increased by 23.2% to HK$25.5 billion. The MPF business
has become an important fee generator for the Bank, and
profits were boosted in 2017 by solid investment returns
and an effective drive to control costs by streamlining
operations.

Broking Operations

With the combination of improving market sentiment
and stringent cost control, the Bank’s securities
brokerage business experienced a strong rebound in
2017. Brokerage income rose some 40%, while pre-tax
profits more than doubled. In the year ahead, the Bank
will endeavour to increase customer loyalty by offering
incentives while it strives to expand its market share by
launching promotional campaigns and enhancing its
e-channel platform to attract young, affluent clients.

In December, BEA's 49%-owned securities joint venture
in Qianhai, East Asia Qianhai Securities Company Limited,
was granted a Securities and Futures Business License by
the China Securities Regulatory Commission. Being a fully
licensed securities company, EA Qianhai will capitalise on
opportunities arising from the growth of the Mainland’s
capital markets, and leverage online channels and physical
outlets to build its customer base.
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Business — China

The Mainland economy grew by 6.9% in 2017, slightly
faster than projected at the beginning of the year.
Growth was primarily driven by consumption, investment
and trade, as the Central Government maintained its
focus on supply-side structural reform and deleveraging.
In addition, the Government stepped up efforts to control
systemic financial risk. In line with the economic recovery,
the Renminbi rebounded against the US dollar, following
two years of decline.

BEA's China banking operations returned to profit in
2017, reversing a net loss of HK$462 million in 2016 to
post a HK$318 million gain. The turnaround was mainly
attributable to a reduction in provisions for impairment
losses and ongoing efforts to control operating, funding
and credit costs.

Underlying operating expenses for China banking
operations for 2017 were HK$2,955 million, down 7.0%
year-on-year, while the cost-to-income ratio fell to
63.0%, down 345 basis points year-on-year. Net interest
margin improved to 1.69%, an increase of 3 basis points
compared to the figure reported at the end of 2016. The
impaired loan ratio improved significantly, ending the year
at 1.79%, down 108 basis points year-on-year. Both the
impaired loan gross formation rate and special mention
loans declined.

Efficiency is being enhanced at BEA China through the
ongoing network repositioning programme. During the
year, a total of 12 sub-branches were merged with other
outlets. At the end of 2017, BEA China operated 30
branches and 77 sub-branches in 44 cities on the Mainland.

BEA China also took proactive measures to optimise its
asset and liability structure during the year, emphasising
quality over quantity. Largely due to this conservative
stance, total loans to companies and individuals for BEA's
China banking operations rose by a restrained 6.9% year-
on-year to HK$151,828 million. Total customer deposits
rose by 9.9% to HK$199,322 million.

Following the strategy direction established in 2016,
BEA China stepped up efforts to promote non-property
and consumer loans, cross-border business, and sales
of treasury and wealth management products in order
to diversify its asset and income portfolios. In addition,
BEA China launched innovative credit card and consumer
finance products in partnership with leading internet
platform companies, advancing the digital transformation
of its retail business.

Economic restructuring will remain a priority of the
Central Government for the foreseeable future. The 19th
Party Congress, held in October 2017, set out a roadmap
for the Mainland’s development over the next 30 years,
based on coordinated development of the real economy,
technological innovation and modernisation of finance.

BEA's China banking operations are well positioned to
serve the country’s new economic priorities and capitalise
on opportunities arising from national strategies,
in particular the Belt and Road Initiative and the
development of the Greater Bay Area.

Looking ahead, BEA China will further expand its
corporate banking business, focusing on promoting its
integrated transaction banking services, cross-border
financial solutions and advisory services. Meanwhile, sales
of treasury products will remain a key driver of fee income
for BEA China.

As for retail banking, BEA China will further develop
cooperation with internet platform companies, expand its
consumer finance business and seek to raise fee income
through tailor-made wealth management products,
mobile payment services and digital banking.

BEA China will also enhance efforts to improve capital and
operating efficiency by investing in technology, streamlining
the branch network, centralising operations and resolving
impaired assets. In addition, BEA China’s regional operating
structure will be realigned in order to better pool branch
resources and coordinate client marketing.

BEA is committed to facilitating business and promoting
opportunities for growth on the Mainland, serving the
needs of clients both on the Mainland and overseas.
As the country’s financial markets continue to develop,
becoming ever more efficient and better integrated
with global markets, BEA will be ready to capture new
opportunities as they emerge.
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Business — Macau and Taiwan

The recovery of Macau’'s gaming industry led to a sharp
rebound in the local economy following several lacklustre
years. BEA's Macau operations benefited from the more
favourable market conditions, with total loans and
deposits climbing by 15.7% and 13.3%, respectively,
from a year earlier.

BEA’'s Macau Branch successfully enlarged its customer base,
particularly among professionals and high-net-worth clients,
opening up new opportunities for cross selling of insurance
and investment products. Macau Branch therefore took
special steps to enhance its insurance and investment
product offerings during the year. Sales of investment fund
products helped boost the Branch’s fee income from unit
trusts by 48.4% year-on-year. Looking ahead, Macau Branch
will continue to widen its retail product range and enhance
its online retail banking platform.

BEA's operations in Taiwan continued to face headwinds,
with lending margins coming under pressure due to rising
funding costs and intense competition. The property
market remained stagnant, following cooling measures
introduced by the Government. Facing a tough operating
environment, Taiwan Branch will continue to prioritise
margins over loan growth and look for opportunities
to increase fee and commission income by actively
participating in the syndicated loan market, and acting as
arranger and facility agent.

Business — International

BEA’s US operations posted a 6.4% year-on-year rise in
operating profit and an 18.4% increase in net profit in
2017, in the face of ample liquidity and fierce competition
in the US market. Asset quality remained sound, backed
by prudent underwriting standards.

The US equity market captured the spotlight during the
year, with major indices climbing to new heights, thanks
to improving corporate earnings, favourable labour
market conditions and strong consumer confidence.
While interest rates are expected to rise in 2018, markets
remain buoyant on the back of the passage of the tax
reform package, ongoing deregulation and anticipated
support for infrastructure investment.

Looking ahead, BEA’s New York and Los Angeles
branches will diversify and expand their loan books,
targeting financially strong corporate borrowers in leading
market positions, industries with positive prospects as
well as high-quality real estate projects in gateway cities.

The Bank’s operations in the United Kingdom also
registered solid gains in 2017. Operating profit increased
by 13.1% and net profit by 19.9%, as compared to
2016, despite the uncertainty arising from the UK's
decision to leave the European Union. On the back of
the depreciation of the pound sterling, BEA’s branches
in the UK continued to cater to the strong demand from
overseas investors for quality assets in the UK, particularly
prime London properties.

Other than commercial and residential property lending,
the Bank’s UK branches will continue to diversify their
loan portfolio in non-property sectors and work with
other Mainland, Asian, and international banks to explore
lending opportunities to different industries.

Meanwhile, the operating environment in Singapore
remained challenging in 2017. Singapore Branch recorded a
12.8% decrease in its loan portfolio compared to the end of
2016, mainly due to the continued decline in China-related
trade finance facilities, the Bank’s de-risking strategy and the
decision to prioritise margins over loan growth.



BEA celebrated the 20th Anniversary of its Taipei Branch in
June and its Birmingham Branch in October 2017.
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The Branch’s business development efforts in the middle-
to-large corporate segment will continue into 2018 and
further extend to government-linked corporations. In
addition, the Branch will focus on increasing fee revenue
by strengthening the range of ancillary products cross-
sold to mid-size and large corporations. Given the Bank’s
strong China presence and the role of Singapore as a key
node in China’s Belt and Road Initiative, the Branch will
step up efforts to provide effective cross-border financial
solutions arising from China’s trade flows and investments
in Southeast Asia.

Labuan Branch registered a solid 18.5% rise in its
loan portfolio in 2017. Against the backdrop of keen
competition on pricing and higher funding costs, the
Branch’s lending margins came under pressure. In 2018,
the Branch will target to broaden its customer base by
expanding regional syndicated and bilateral loans to
larger new-to-bank local Malaysian clients. It will also pay
special attention to Mainland clients, who are stepping
up their investments in Malaysia in line with the Belt and
Road Initiative. The Branch will also strive to expand its
fee-generating business by focussing on bank guarantees
and stand-by letters of credit.

Going forward, BEA's overseas branches will continue
their focus on quality lending businesses with an emphasis
on improving return on risk-weighted assets. In addition,
the Bank’s overseas network will continue to maintain
close ties with BEA's Head Office, BEA China, as well as
the Bank’s strategic partners to capture opportunities
from outbound investments by businesses based in
Greater China.

Other Subsidiaries
BEA Union Investment Management Limited

BEA Union Investment recorded a 31.81% increase in
AUM year-on-year in 2017. This growth was mainly due to
the Company’s continued success in penetrating both the
retail and institutional client segments in Europe and Asia.

In response to the growing demand from retail investors
for funds with income features, the Asian Strategic Bond
Fund was introduced at the beginning of the year.

To strengthen its capability in China’s capital market, BEA
Union Investment actively participated in the Stock and Bond
Connect programmes. In addition, BEA Union Investment
set up an investment management wholly foreign-owned
enterprise in Qianhai, Shenzhen to provide investment
solutions to high-net worth clients on the Mainland.

Overseas, the Company extended its distribution to
Switzerland via the Mutual Recognition of Funds Scheme
between Hong Kong and Switzerland.

Credit Gain Finance Company Limited

On 29th November, 2017, the Bank and its wholly-owned
subsidiary, Credit Gain Finance Company Limited, entered
into two agreements with China Financial Services
Holdings Limited (CFSH) and its wholly-owned subsidiary,
KP Credit Gain Finance Company Limited (formerly QL
Finance Company Limited), pursuant to which, CFSH
agreed to purchase the equity interests of the Bank's
subsidiaries in Mainland China carrying out consumer
finance businesses and QL Finance agreed to purchase
the consumer finance loan portfolio of Credit Gain in
Hong Kong. The sale of the Hong Kong loan portfolio
was completed on 19th December, 2017. Completion of
the transfer of the subsidiaries’ equity interests in China is
subject to Mainland regulatory approvals.
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Our People

As of 31st December, 2017, the BEA Group’s continuing
operations employed 9,978 people:

As of 31st As of 31st
Continuing December, 2017 December, 2016
Operations Restated
Hong Kong 4,354 4,506
Mainland China 