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LIQA: Liquidity risk management
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This document is corresponding to Banking (Disclosure) Rules section 16FJ; 103(4A) and templates
which provide by HKMA. It is to enable Pillar 3 data users to make an informed judgment about the
soundness of Mega International Commercial Bank Co., Ltd. Hong Kong Branch’s (the Branch) risk

management framework and liquidity position.
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The framework and quantitative figures of liquidity risk management are demonstrated as follows:

# 4 & Qualitative disclosures

(a) AGHMRMREE4E Governance of liquidity risk management, including

(i) BKxAZAE A risk tolerance
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The Branch’s liquidity risk tolerance follows HKMA’s regulations on liquidity management. The Risk
Management Division of the Branch has established the liquidity risk tolerance under its risk
management framework, including “Risk Appetite Framework (RAF) and Risk Appetite Statement
(RAS)” ,“Liquidity Management Policy”,”Contingency Funding Plan” and “Recovery Plan”. When
setting the liquidity limits, the Branch takes into consideration the requirements from Hong Kong
authorities and the Head Office. In the meantime, the Branch regularly monitors and reports risk
indicators in order to properly control the liquidity risk. The Branch takes risk tolerance as the upper
bound of its risk appetite. In addition, the Branch’s Risk Management Committee shall review and
approve its risk appetite and capacity annually, and then submit to the Head Office. Particularly, in the

event of unexpected shocks by the market, the Branch would perform the ad hoc review on the risk
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tolerance to ensure the appropriateness and keep abreast of the Banks’s strategy, business types and
regulatory requirements.
(i) A&y AR % 32 22 48 R B & Structure and responsibilities for liquidity risk management
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The Branch has established Liquidity Management Policy to prudently manage and monitor the liquidity
risk and to ensure sufficient liquidity and meet the regulatory requirements. The Branch also incorporated
the Contingency Funding Plan and Recovery Plan into its risk management framework. The structure

and responsibilities for the Branch’s liquidity risk management are stated as follows,

1. The Head Office Board of Directors (the “BoD”):The governance body who bears the ultimate
responsibility for reviewing and approving the Branch’s liquidity strategy and tolerance level.

2. The Head Office Overseas Business Management Department (the “OBMD”): The major contact
window between The Branch and the Head Offic’s relevant departments, such as the approval of
risk limits and notification for the activation of contingency funding plan and /or recovery plan.

3. Head Office Risk Management Department: In charge of supervising the overall risk tolerances
of the Branch, and reviewing the effectiveness of liquidity management and updates of policy
and procedures.

4, Asset and Liability Management Committee (ALCO):Responsible for maintaining and
conducting the liquidity limit, and being the major leading and coordinating role of the Branch
once the contingency funding plan and /or recovery plan is activated.

5. Risk Management Division : To monitor the overall liquidity limits and stress testing results, to
ensure the appropriateness of the liquidity risk management, and to raise the liquidity related
issues in the quarterly Risk Management Committee for discussion. In the event of liquidity stress

in the Branch, such issue should be escalated to ALCO to decide whether the contingency funding
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plan and /or recovery plan should be activated and the Crisis Management Team (CMT) should

be formed.

(iii) P93FA 8 E 4R Internal liquidity reporting
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The Branch’s internal liquidity reporting is to report the liquidity gaps based on the estimated cash flows
and observations of the liquidity indicators.
1. Daily reporting:the Accounting Division provides “Position statement” to disclose Loan-to-
Deposit Ratio and LMR every business day.
2. Weekly reporting: The Deposit Division provides the average weekly run-off rate
3. Monthly reporting:The Treasury Division reports the current liquidity conditions to the ALCO,
including concentration of the funding sources and maturity gapping analysis. The said report
shall be also submitted to Risk Management Department at the Head Office.
4. Quarterly reporting:Risk Management Committee shall be held by Risk Management Division to
report the liquidity gap, liquidity risk appetite indicators, and results of liquidity stress testings.
Those reports and analysis shall be submitted to Risk Management Department of the Head Office.
5. Ad Hoc reporting:Risk Management Division will notify the Branch’s ALCO in the case of any

breach of thresholds and appropriate mitigation measures shall be discussed in the meeting.

(iv) L (4B BHNREFERAHERBR ARG - BLRRMEEE
Communication of liquidity risk strategy, policies and practices across business lines and with the
board of directors.
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The Branch has developed a communication plan for liquidity risk strategy in order to deliver clear
and consistent communication to internal and external parties on a timely basis. The plan would help
to ensure the consistent understanding towards liquidity risk in the Branch, and also to build the trust
and confidence toward the public. In general, the policy and procedures are established and updated
by the Branch and approved by the Branch’s Risk Management Committee. The approved policy and
procedures will be circulated to all the divisions in the Branch. As for critical subjects, such as the
recovery plan, the approval from the BoD is necessary. During the liquidity stress, the Crisis
Management Team shall propose the contingency measures and escalate to ALCO, including the
communication plan which should be reviewed and approved by ALCO. A sound communication plan

with the clear instructions and proper remedial actions would help the Branch get back to BAU sooner.

Externally, the communication plan should be applied as a tool to manage and avoid deterioration of
liquidity. Any press conferences or public announcements should be conducted by the spokesperson
designated by the Head Office (e.g. Senior Executive Vice President, or any person delegated by the
BoD or the Branch’s CE). The designated spokesperson will serve as the reliable source of information
to the public and the media. Consequently, these response sould be made with highly prudence to
ensure no adverse effect on the Branch’s reputation or deterioration on liquidity of the Branch. In
addition, the Branch would designate and authorise a member from the senior management (i.e. the
CE/ ACE/ Heads of Risk Management Division / Compliance Division) as the main contact person

for stakeholders, regulators, major clients and counterparties.

(b) &4 %% Funding strategy

FESITELREGHRIBER RERELRBRRAERAZS AN BB ETLRRBEEY - F
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The Branch’s funding strategy is on the basis of diversification principle aiming to diversify funding
sources and the use of funds to avoid the concentration risk. At the same time, the Branch intends to hold
high quality liqudefiable assets and pays attention to the compisitions of the funding sources to cope with
the market change. Currently, the major funding source of the Branch comes from the client’s USD
deposits, and the funds are mainly used in high rating debt securities, short/medium term loans, and
short/ longer term placement in the money market. To avoid the over reliance on the single funding
sources, the Branch has put in place the limits on sole depositor and top ranking depositors and watched
the movement of deposit levels monthly. As for non-USD funding, the Branch mainly manages with FX
SWAP, wherethe transaction limits and the counterparties are pre-approved by the Head Office.
Additionally, The Branch decides its own funding strategy independently based on the condition of
liquidity and cash flows. Consequently, the funding strategy is decentralised from the Head Office’s
point of view. The use of funds and the funding strategy shall be reviewed and discussed in the Branch’s

ALCO periodically.

(c) ARG MR E#56 Liquidity risk mitigation techniques
ABRIHPRBEGAGHEASG  FASFTCUETASHEEEHE,  REAAGHEELERAE
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In order to identify the potential liquidity risk, The Branch has established the Contingency Funding Plan
to monitor the early warning indicators and tolerance limits. When the limits are breached, the possible
activation of the plan or the remedial actions will be discussed to sustain the normal function of the
Branch. The contingency funding measures include money market operation, sale of debt securities, and
support from the Head Office, etc. For the excessive impact on the liquidity risk, the Branch should

consider whether to activate the recovery plan to reach the normal operation.
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(d) R J;RIE #3347 Stress testing excutive
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The liquidity stress tests are performed by the Accounting Division in the Branch in order to identify the
potential sources of liquidity stress. The testing contains intraday liquidity needs, monthly cash flow
projection and LMR position under institution-specific, market-wide and combined stress scenarios.
The monthly stress test results are reviewed by the Treasury Division, Risk Management Division and
escalated to the Chief Executive for approval and finally submitted to the Risk Management Department
of Head Office. The testing results should analyse whether the Branch have the ability to endure the
funding gap under the stress or preserve the enough liability, along with understanding the liquidity
impact and root cause of risk factors, as well as the availability of the mitigation measures. Additionally,
the Risk Management Division regularly reviews the applicable liquidity stress scenario and parameters

to report to Risk Management Committee and the Risk Management Department of Head Office with

reference to senior management.

(e) MBHEB:HEHE  Summary of contingency funding plan

EAHEMTTABHERE T AREEBLEHEFHARTM— "TRRENRAG AR EEHER
FiEte (LM2) R " A YRR HERTASGHREARTZEGHERERE BT NELS
RBMEAMRERRAAWALE UREEEFEMZIRER ST RENRTBHER GO AT A
HREILE AR RMEER AT ROE N REPBERRR  ERVEFRGRE - ZFRB
AR o bSh ATIRGTE TRE MR R KM RAK o AR B SRR IR 4 AR 4 e
R4 ST AW THMELA 2G84 RERRAROULERRAE A MLEHEE
FEEREZHAHRR -

The Branch’s Contingency Funding Plan is made in accordance to the requirements which is set out by
the “Supervisory Policy Manual (“SPM”) module LM-2 Sound systems and controls for liquidity risk
management” by HKMA and refer to Mega Head Office’s Contingency funding plan. The plan is
developed to contain liquidity risk benchmark, relevant early warning indicators, and with clearly
established lines of responsibility. Also, in face of the severe liquidity shortfall, the plan could provide

clear strategies, process and remedial actions to guide the Branch promptly to identify risk sources
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through reliable liquidity information. In addition, the Branch is subject to regular drill test to ensure the
feasibility of mitigation measures, clear responsibilities and effective coordination within the Branch so
that the liquidity shortfall can be improved and the liquidity requirements could be achieved to normal

operation.

Z163 & Quantitative disclosures
) FASAHRRAAYNRLRAE N L FFRALNABMMUETAEAGHEHNB  RARRBFPEAS
MEERAL 0 31 Dec 2018 AR EFHLE R F:

The Branch adopts the cash flows projection to estimate the liquidity positions taking into account the

on- and off-balance sheet items in different time buckets. The table below shows the estimations as of 31

Dec 2018:
(HK$000')

31 Dec. 2018 Day 1 Day2-7 Day8-15 Day16-23 Day24-30
@ Liabilities
1. Customer Deposits 29,638,789 324,556 2,356,841 1,473,254 810,176 1,271,390
2. interbank Deposits 95,309 95,309
3. Repo Repayment
4. Overdraft (OD to Peer Banks}) 81, 81
S. Accounts Payable 576,300 3,761 572,539
Cash Outflow 423,707 2,929,380 | 1,473,254 810,176 1,271,390
@ Assets ]
6. Interbank Placements 15,411,571 1,425,107 3,079,887 3,015,128 2,091,011 767,424
7. Securities 5,612,375 - - 391,432 39,170 312,679
8. Loans to customer 8,691,315 - 49,434 137,211 51,635 210,896
9. Repo
10. Cash on Hand 775 775
11. Accounts Receivable 1,070,903 3,034 572,606 47,766 103,442 222,825
Cash Inflow 1,428,916 3,701,926 3,591,536 2,285,257 1,513,824
Off-balance Sheet
(Loan Commitment) 20,085
Dally Net Cash Balance 1,005,209 772,546 2,118,282 1,475,081 | 242,433
A lated Net Cash Bal 1,008,209 1,777,755 3,896,087 5,371,118 i 5,613,551

(2) #WIPLRE L RIAREE F & MEE Concentration limits on collateral and sources of funding
FERDATHERENE AR S0EHEH(BBBBaal sA L) URA&REASHME > LHH&
Dl EABEHEHREFMABTAGORRINABITEEL - BRNEESITELRAREER
BEPEH AAHE-BRPARBGREPETARBALEE - TZ2ELRBRERLT ¢

The Branch holds the assets in debt securities limited to the ones with high global rating (above BBB+/
BBB1), also, the Branch is required to hold at minimun HKD100MIO qualified bonds as collateral for
CMU’s Automatic Repo Facility. The major funding sources for the Branch is from the traditional retail
funding, the branch has put in place a concentration limit focusing on a single depositor and the top-

ranking depositors. The composition of the major funding sources as of 31 Dec 2018 are listed below:
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(HK$'000)
Breakdown of total amount by remaining term to maturity
As % of total
Significant funding instruments | Total amount Exceed 1 month, | Exceed 3 months, | Exceed 6 months, Exceed 12
liabilities Up to 1 month
up to 3 months up to 6 month up to 12 months months
1. Deposits from retail
7,877,095 4,988,851 1,143,220 1,235,888 509,136 0
customers
2. Deposits from other non-
21,831,516 16,210,000 2,112,248 2,420,186 1,089,082 0
bank customers
3. Funding raised from banks 4,057,766 3,604,204 453,562 0 0 0
Fonl
(h) FHESARGMEREMASGHEFELMRVEAEERF SREFAHETERAKAHEE
- 'k -
IHEREAHNE  RELT

The Branch applies Liquidity Maintenance Ratio (LMR) as the regulatory indicator for the liqudity

exposure. The Branch’s LMR is computed by its own liquefiable assets and qualifying liabilities. The

information on LMR as of 31 Dec 2018 and 2017 is illustrated as below:

Information on Liquidity Maintenance Ratio (Hong Kong Office)

(HK$’000)

31 Dec. 2017

| 31 Dec. 2018

Weighted amount

Weighted amount

Liquefiable assets 18,688,306 13,820,617
Qualifying liabilities (after deductions) 30,630,497 22,886,715
Liquidity Maintenance Ratio {month-end) (%) 61.01% 60.39%

() &xRAKSEH

BAMBRIMARHME ST

The on- and off- balance sheet items as of 31 Dec 2018 for The Branch with breakdown into maturity

buckets are listed as follows,

On-balance sheet liabilities

{HKS’000)
Contractual maturity of cash flows and securities flows arising from the relevant items
Total amount Exceed 1 month, up Exceed 3 months, Exceed 6 months,
Up to 1 month Exceed 12 months
to 3 months up to 6 month up to 12 months
1. Deposits from non-bank
29,708,611 21,198,851 3,255,468 3,656,073 1,598,219
customers
2. Amount payable arising from
886 3,962,192 453,605
derivative contracts
3. Due to banks 95,390 95,390
4. Other liabilities 138,151 128,214 1,819 2,738 3,300
5. Total 29,943,038 25,384,647 3,710,892 3,658,811 1,601,519
Off-balance sheet obligations
6. Irrevocable loan commitments
2,118,926 46,989 118,084 183,822 382,403 1,387,628
or facilities granted
7. Others 31,472 8,134 23,338
8. Total 2,150,398 55,123 141,422 183,822 382,403 1,387,628
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On-balance sheet assets

{HKS$'000)
Contractual maturity of cash flows and securities flows arising from the relevant items
Total amount Exceed 1 month, Exceed 3 months, Exceed 6 months,
Up to 1 month Exceed 12 months
up to 3 months up to 6 month up to 12 months
9. Currency notes and coins 775 775
10. Amouant receivable arising from
1100 3,967,564 453,823

derivative contracts
11. Due from MA for a/c of Exchange Fund 88,601 88,601
12. Due from banks 15,844,604 10,592,850 4,938,434 156,690 156,630
13. Debt securities, prescribed instruments
and structured financial instruments 5,923,188 5,923,188
heid({net of short positions)
14. Acceptances and bills of exchange held 21,293 21,293
15. Loans and advances to non-bank

8,708,291 559,454 387,729 696,050 651,462 6,404,085
custamers
16. Other assets 629,626 500,763 121,231 19
17. Total 31,217,478 21,654,488 5,901,217 852,759 808,092 6,404,085

Off-balance sheet claims
T

Contract Claims | Nil !
Contractual Maturity Mismatch t -3,785,282 2,048,903 -2,989,874 -1,175,830 5,016,457
Cumulative Contractual Maturity Mismatch : -3,785,282 -1,736,379 -4,726,253 -5,902,083 -885,626

Hye @ &89  Declaration of Compliance

RYBAEHERTEANTITHAREALERBZEZEHCT2HEE LT L 2018 £
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It is certified by the Chief Executive of Mega International Commercial Bank Co., Ltd. Hong Kong
Branch that the information disclosed above complies fully with the disclosure standards as set out in the
Banking (Disclosure) Rules 2018 issued by the Hong Kong Monetary Authority and is not false or

misleading.

S

R Si‘.@ﬁen Chien Hung
7 ¥ 48 4% Chief Executive
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