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MANAGEMENT’S RESPONSIBILITY IN RESPECT OF THE FINANCIAL STATEMENTS

The Management of Industrial and Commercial Bank of China Limited Vientiane Branch (the
“Branch”) is responsible for the preparation of the financial statements of each financial year thal
ensure a true and fair presentation of its statemeni of financial position of the Branch as at 31
December 2016, statement of profit or loss and other comprehensive income, statement of changes in
equity and statement of cash flows for the year then ended in accordance with the International
Financial Reporting Standards (“IFRS™). In preparing the financial stalements, Management is
required to:

i) Adoptl appropriate accounting policies which are supported by reasonable and prudent
judgements and estimates and then apply them consistently;

ii)  Comply with International Financial Reporting Standards or, if there have been any departures
in the interest of true and fair presentation, ensure that these have been appropriately disclosed.
explained and quantified in the financial statements;

ili)  Maintain adequate accounting records and an effective system of internal controls;

iv)  Take reasonable steps for safeguarding the assets of the Branch and for preventing and
detecting fraud, error and other irregularities;

v)  Prepare the financial statements on the going concern basis unless it is inappropriate to assume
that the Branch will continue operations in the foreseeable future; and

vi)  Effectively control and direct the Branch and be involved in all material decisions affecting the
Branch’s operations and performance and ascertain that such have been properly reflected in
the financial statements.

Management confirms that they have complied with the above requirements in preparing the financial
statements.

APPROVAL OF THE FINANCIAL STATEMENTS

I, Mr. Lu Jian, on behalf of the Board of Management, do hereby state that the financial statements
set out on pages 6 to S1 give a true and fair view of the financial position of Industrial and
Commercial Bank of China Limited Vientiane Branch as at 31 December 2016 and of the results of
its operations and its cash flows for the year then ended and have been properly drawn up in
accordance with International Financial Reporting Standards (“IFRS™).

Management,

1 Jian
General Manager
Date: 24 March 2017

Industrial and Commercial Bank of Ching LTD. VIENTIANE BRANCH P.O.BOX 7302 Vienuane Capital,Lao PDR.
Tel © D0E50-21-258885 Ext & 8019 Fax T 00856-21-258889 Website: www.iche.com.la Email. ieheviealaiche com.en



INDEPENDENT AUDITORS’ REPORT

To: The Board of Directors
Industrial and Commercial Bank of China Limited Vientiane Branch

Opinion

We have audited the financial statements of Industrial and Commercial Bank of China Limited
Vientiane Branch (the “Branch™), which comprise the statement of financial position as at 31
December 2016, the statements of profit or loss and other comprehensive income and statement of
changes in equity and cash flow for the year then ended, and notes, comprising a summary of
significant accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects. the
financial position of the Branch as at 31 December 2016 and its financial performance and cash flows
for the year then ended in accordance with the International Financial Reporting Standards (“IFRS™).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Branch in
accordance with Code of Ethics relevant to our audit of the financial statements, and we have fulfilled
our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.



Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with the International Financial Reporting Standards (“IFRS™), and for such internal
control as management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Branch’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Branch or to
cease operations, or has no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error. and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

s Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Branch’s internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Branch’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Branch to
cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the

disclosures, and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.
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Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Financial Position
As at 31 December 2016

ASSETS
Cash
Interbank and money market items

Amounts due from head office and
other branches

Amounts due from other banks
Statutory deposits with Central Bank
Investments
Loans and advances
Derivative financial assets
Property and equipment
Intangible assets
Other assets

Total assets

The accompanying notes form an integral part of these financial statements

Prepared by:

Accountant

Note

25(a)
6

31 December

2016 2015
LAK LAK
94,719.941.165 80.800,499.872

2,950,238,517.199
7,173.398,313,935
347,068.803.468
3,183.710,000,000
7,958.528.802,432
91,879,015.327
148,122,230,027
49.607,147,184
182,778,773.904

3.081,427,165.032
3.262,954.206.976
310.,915.885.074
2,381,860.,820.678
5.628.870.607.906
17.672,568,098
165,205,722,821
50,225,402,140
71.833,369,747

22,180,051,544,641

15,051,766,248,344

Approved by:

General Manager




Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Financial Position

As at 31 December 2016

LIABILITIES AND EQUITY
Liabilities

Deposits from customers
Interbank and money market items

Amounts due to other branches
Amounts due to other banks

Tax liabilities

Deferred tax liabilities
Derivative financial liabilities
Other liabilities

Total liabilities

Equity

Head office’s capital contribution
Statutory reserve

Retained earnings

Total equity

Total liabilities and equity

The accompanying notes form an integral part of these financial statements

Prepared by:

Accountant

Note

14

25(a)
15
16
17
10
18

19(a)
19(b)

31 December

2016
LAK

2015
LAK

3.865.566,033.,459

17,514,477,153,244

3,288.,644,723.383

11;151,057.913,792

162,526,608,964 171,646,237.322
11,600.646.,520 12,647,334,765
2,632,297.053 4,115,318,736
80.911.110.,938 224,978,041
120.494.,284,186 58.473,781,586
21,758,208,134,364 14,686,810,287,625
239,970,000.000 239.,970,000.000
35.581,061.318 22.826,058,656
146,292,348.,959 102,159,902,063
421,843,410,277 364,955,960,719
22,180,051,544,641 15,051,766,248,344

Approved by:

General Manager



Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Profit or Loss and Other Comprehensive Income

For the year ended 31 December 2016

Note

Interest income
Interest from loans and advances

Interest from interbank and money
market items

Interest from investment in bonds
Total interest income

Interest expense
Interest on deposits

Interest on interbank and money market
items

Total interest expense 20
Net interest income

Fee and commission income
Fee and commission expenses
Net fee and commission income 21

Provision for bad and doubtful loans and
advances 9

Net income from interest after
doubtful accounts

Other income

Gain on foreign exchange
Other income

Total other income

Income before non-interest expense
and income tax

Operating expenses

Personnel expenses 22
Depreciation and amortisation expenses

Other expenses

Total operating expenses

31 December

2016
LAK

2015
LAK

111,200,212,108

167,089.074.,436
160,420,492.504

122,880.755,266

25,141,960,191
105,959.001,175

438,709,779,048

(30,150,709,911)
(249.657.831,979)

253,981,716,632

(18,961.830,169)
(148,512,399,167)

(279,808,541,890) (167,474,229,336)
158,901,237,158 86,507,487,296
7,205,324,465 8,258,348,246
(2.250,565,636) (2,110,615,275)
4,954,758,829 6,147,732,971
163,855,995,987 92,655,220,267

78,803,577,934
1.285,138,356

74.060,763,118
801,931,216

80,088,716,290 74,862,694,334
243,944,712,277 167,517,914,601
(35,873,381,164) (18,430,390.497)
(18,104,654,350) (10,571,575,159)
(12,291,095.433) (11.833,426,252)

(66,269,130,947)

(40,835,391,908)




Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Profit or Loss and Other Comprehensive Income
For the year ended 31 December 2016

31 December

2016 2015
Note LAK LAK
Profit before income tax 177,675,581,330 126,682,522,693
Tax expense 23 (43,103,365,370) (23,536,117,160)
Profit for the year 134,572,215,960 103,146,405,533
Other comprehensive income
Other comprehensive income for the
year, net of tax - -
Total comprehensive income for the
year, net of tax 134,572,215,960 103,146,405,533

The accompanying notes form an integral part of these financial statements

Prepared by: Approved by:

Accountant General Manager
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Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Cash Flows
For the year ended 31 December 2016

Cash flows from operating activities
Profit for the year

Adjustments for:
Depreciation and amortisation
Income from investment in bonds

Fair value loss/ (gain) on derivative
financial assets and liabilities

Income tax expenses

Change in operating assets / liabilities
Change in interbank and money
market assets

Change in statutory deposits

Change in loans and advances to
customers

Change in derivative financial assets
and liabilities

Change in other assets excluding
interest receivable on investments

Change in deposits from customers
Change in interbank and money market
liabilities
Change in withholding tax liabilities
Change in other liabilities
Income tax paid

Net cash (used in)/ generated from
operating activities

Cash flows from investing activities
Acquisition of property and equipment
Acquisition of intangible assets
Purchases of bond investments

Proceeds from sale and redemption of
bond investments

Income from investment in bonds
Net cash used in investing activities

31 December

2016 2015
Note LAK LAK
134,572,215,960 103,146,405,533

18.104,654.350
(160,420,492,504)

6,369,138,191
43,103.365,370

10,571.575,159
(105,959.001,175)

(17,147.,161,400)
23.536.117,160

41,728,881,367
(7,536.316,675,971)
(36.152.918,394)
(2,329,658,194,526)

110,547,477

(96,294,460,362)
576,921,310,076

6,354,299.611.,094
(1,095.813,803)

62,020,502,600
(44,537.261,495)

14,147,935,277

(158,133,266,894)
3,784,655,771,585
(205,752,205)

(17,520,806,503)
1,220,828,475.871

998,296,209,860

873,868,464
(3.675.064,130)
(13.098,003.321)

(3,008,974,471,937)

5,826,169,368,004

(402,906,600)
(1,281,244,648,571)

479,395,469,249
145,769,548,709

(76,197,317,085)
(8,611,680)
(374,081.903,987)

104,241,356,670

(656,482,537,213)

(346,046,476,082)

Il



Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Cash Flows
For the year ended 31 December 2016

31 December

2016 2015
Note LAK LAK
Cash flows from financing activities
Payment for profit distribution (77,684.766.,402) (105,474,778,258)
Net cash used in financing activities (77,684,766,402) (105,474,778,258)
Net change in cash and cash equivalents (3,743,141,775,552) 5,374,648,113,664
Cash and cash equivalents at 1 January 6.425,181,871.880 1,050,533,758,216
Cash and cash equivalents at 31
December 24 2,682,040,096,328 6,425,181,871,880

The accompanying notes form an integral part of these financial statements.

Prepared by: Approved by:

Accountant General Manager



Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements
Year ended 31 December 2016

(i)

(i)

(iii)

Reporting entity

The Industrial and Commercial Bank of China Limited Vientiane Branch (“the Branch™) is a
branch of the Industrial and Commercial Bank of China Limited which is incorporated in the
People's Republic of China. The Branch has its registered office at Unit 12, Asean Road,
Sibounheuang Village, Chanthabouly District, Vientiane Capital, Lao People’s Democratic
Republic (“Lao PDR™). The Branch commenced its operations on 28 November 2011 in
accordance with investment licence 180-11/MPI 2 August 2011. It received approval from the
Bank of the Lao PDR (“BoL.”) to operate as a bank under Banking Licence 18/BOL 08 May
2015 and amendment Banking Business License in July 2015. The Branch is a part of Industrial
and Commercial Bank of China Limited and is not a separately incorporated legal entity. The
accompanying financial statements have been prepared from the records of the Branch and
reflect only transactions recorded locally. The Branch has significant transactions and balances
with its head office and other branches.

The principal activities of the Branch consist of providing services in finance, commerce and
banking to Lao, Chinese and Thai corporate investors and banking services to individuals.

As at 31 December 2016, the Branch had 92 (2015: 80) employees.

BoL’s announcement number 338/Tor.Aor. Tor dated 13 September 2012 requested the banks
in Lao PDR to prepare a separate set of financial statements in accordance with International
Financial Reporting Standards. The Branch has also prepared the financial statements in
accordance with regulations of the Bank of Lao PDR and the Branch’s principal accounting
policies. Therefore, the Branch has 2 set of financial statements which are:

1. In accordance with regulations of the Bank of the Lao PDR and the Branch’s
principal accounting policies (“Lao Practice™)
2. Inaccordance with International Financial Reporting Standards (“IFRS™)

The financial statements of the Branch based on Lao Practice were authorised for issue by the
Board of Management on 24 March 2017.

Basis of financial statement preparation
Statement of compliance

The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS). The financial statements of the Branch were authorised for issue
by the Board of Management on 24 March 2017.

Basis of measurement

The financial statements have been prepared on the historical cost basis except as stated in the
significant accounting policies.

Functional and presentation currency

These accompanying financial statements are presented in Lao Kip (“LAK™), which is the
Branch’s functional currency.

13



Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

(iv)

(v)

(a)

(b)

Basis of financial statement preparation (continued)
Use of accounting estimates and judgments

In preparing this financial statement, management has made judgments. estimates and
assumptions that affect the application of the Branch’s accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates
are recognised prospectively.

Fiscal Year
The Branch’s reporting period starts on | January and ends on 31 December.
Significant accounting policies

The significant accounting policies set out below have been applied consistently to all periods
presented in the financial statements.

Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currency at
exchange rates at the date of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated into the
functional currency at the exchange rate at the reporting date.

Foreign exchange differences arising from the translation are recognised in the profit or loss.

Non-monetary assets and liabilities that are measured based on historical cost in a foreign
currency are translated into the functional currency at the exchange rate at the date of the
transaction.

The applicable exchange rates for the LAK against foreign currencies were as follows:
31 December 2016 31 December 2015

LAK LAK
United States Dollar (“*USD™) 8,165.00 8,129.00
Thai Baht (“THB™) 229.14 226.02
Chinese Yuan (“CNY™) 1,163.05 1,225.82
Euro (“EUR™) 8,618.00 8.868.00
HongKong Dollar (“HKD™) 997.94 993.48
Japanese Yen (“JPY™) 69.31 66.51

Financial assets and financial liabilities
(i) Recognition

The Branch initially recognises loans and advances, deposits and borrowings from other than
head office and other branches on the date that they are originated. A financial asset or financial
liability is measured initially at fair value plus transaction costs that are directly attributable to
its acquisition or issue.

(i) Classification

Financial assets

The Branch classifies its financial assets in one of the following categories:
- loans and receivables;

- held to maturity; and

- at fair value through profit or loss.



Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

(b)

Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(ii) Classification (continued)

Financial liabilities

The Branch classifies its financial liabilities, other than financial guarantees and loan
commitments, as measured at amortised cost.

(iii) Derecognition
Financial assets

The Branch derecognises a financial asset when the contractual rights to the cash flows from
the financial asset expire, or it transfers the rights to receive the contractual cash flows in a
transaction in which substantially all of the risks and rewards of ownership of the financial
asset are transferred or in which the Branch neither transfers nor retains substantially all of the
risks and rewards of ownership and it does not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset
(or the carrying amount allocated to the portion of the asset derecognised), and the sum of (i)
the consideration received (including any new asset obtained less any new liability assumed)
and (ii) any cumulative gain or loss that had been recognised in other comprehensive income is
recognised in profit or loss. Any interest in such transferred financial assets that qualify for
derecognition that is created or retained by the Branch is recognised as a separate asset or
liability.

In transactions in which the Branch neither retains nor transfers substantially all the risks and
rewards of ownership of a financial asset and it retains control over the asset, the Branch
continues to recognise the asset to the extent of its continuing involvement, determined by the
extent to which it is exposed to changes in the value of the transferred asset.

Financial liabilities

The Branch derecognises a financial liability when its contractual obligations are discharged,
cancelled or expire.

(iv) Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement
of financial position when, and only when, the Branch currently has a legally enforceable right
to set off the amounts and intends either to settle them on a net basis or to realise the asset and
settle the liability simultaneously.

(v) Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at which the financial asset or
liability is measured on initial recognition, minus the principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between the initial
amount and the maturity amount and, for financial assets, adjusted for any impairment
allowance.

(vi) Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date in the principal or, in
its absence, the most advantageous market to which the Branch has access at that date. The fair
value of a liability reflects its non-performance risk.

When available, the Branch measures the fair value of an instrument using the quoted price in
an active market for that instrument. A market is regarded as active if transactions for the asset
or liability take place with sufficient frequency and volume to provide pricing information on an
ongoing basis.

15



Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

(b)

Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(vi) Fair value measurement (continued)

If there is no quoted price in an active market, then the Branch uses valuation techniques that
maximise the use of relevant observable inputs and minimise use of unobservable inputs. The
chosen valuation technique incorporates all of the factors that market participants would take
into account in pricing a transaction.

The best evidence of the fair value of a financial instrument at initial recognition is normally the
transaction price - i.e. the fair value of the consideration given or received. If the Branch
determines that the fair value at initial recognition differs from the transaction price and the fair
value is evidenced neither by a quoted price in an active market for an identical asset or liability
nor based on a valuation technique that uses only data from observable markets, then the
financial instrument is initially measured at fair value, adjusted to defer the difference between
the fair value at initial recognition and the transaction price. Subsequently, that difference is
recognised in profit or loss on an appropriate basis over the life of the instrument but no later
than when the valuation is wholly supported by observable market data or the transaction is
closed out.

If an asset or a liability measured at fair value has a bid price and an ask price, then the Branch
measures assets and long positions at a bid price and liabilities and short positions at an ask
price.

Portfolios of financial assets and financial liabilities that are exposed to market risk and credit
risk that are managed by the Branch on the basis of the net exposure to either market or credit
risk are measured on the basis of a price that would be received to sell a net long position (or
paid to transfer a net short position) for a particular risk exposure. Those portfolio-level
adjustments are allocated to the individual assets and liabilities on the basis of the relative risk
adjustment of each of the individual instruments in the portfolio.

The fair value of a demand deposit is not less than the amount payable on demand, discounted
from the first date on which the amount could be required to be paid.

The Branch recognises transfers between levels of the fair value hierarchy as of the end of the
reporting period during which the change has occurred.

(vii) Objective evidence of impairment

At each reporting date the Branch assessed whether there is objective evidence that financial
assets not carried at fair value through profit or loss were impaired. A financial asset or a group
of financial assets is impaired when objective evidence demonstrates that a loss event has
occurred after the initial recognition of the asset(s), and that the loss event has an impact on the
future cash flows of the asset(s) that can be estimated reliably.

Objective evidence that financial assets are impaired can include significant financial difficulty
of the borrower or issuer, default or delinquency by a borrower, restructuring of a loan or
advance by the Branch on terms that the Branch wouféj not consider otherwise, indications that
a borrower or issuer will enter bankruptcy, the disappearance of an active market for a security,
or observable data relating to a group of assets such as adverse changes in the payment status of
borrowers or issuers in t%e group, or economic conditions that correlate with defaults in the

group.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

(b)

(e)

(d)

Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(vii) Objective evidence of impairment (continued)

The Branch considers evidence of impairment for loans and advances and held-to-maturity
investments at both a specific asset ané) collective level. All individually significant loans and
advances and held-to-maturity investment securities are assessed for specific impairment. Those
found not to be specifically impaired are then collectively assessed for any impairment that has
been incurred but not yet identified. Loans and advances and held-to-maturity investment
securities that are not individually significant are collectively assessed for impairment by
grouping together loans and advances and held-to-maturity investment securities with similar
risk characteristics.

Measurement of impairment

Impairment losses on assets measured at amortised cost are calculated as the difference between
the carrying amount and the present value of estimated future cash flows discounted at the
asset’s original effective interest rate.

Presentation

Impairment losses are recognised in profit or loss and reflected in an allowance for doubtful
accounts against loans and advances or held-to-maturity investments. Interest on the impaired
assets continued to be recognised through the unwindin% of the discount. When an event
occurring after the impairment was recognised causes the amount of impairment loss to
decrease, the decrease in impairment loss is reversed through profit or loss.

Write-off

The Branch writes off certain loans and advances and investment securities when they are
determined to be uncollectible.

Cash and cash equivalents

Cash and cash equivalents consist of cash and bank balances, demand deposits and short-term
highly liquid investments with original maturities of three months or less when purchased, and
that are readily convertible into known amounts of cash and are subject to an insignificant risk
of changes in value.

Investments
Held-to-maturity

Held-to-maturity investments are non-derivative assets with fixed or determinable payments
and fixed maturity that the Branch has the positive intent and ability to hold to maturity, and
which are not designated as at fair value through profit or loss or as available for sale.

Held-to-maturity investments are carried at amortised cost using the effective interest method,
less any impairment losses. A sale or reclassification of a more than insignificant amount of
held-to-maturity investments would result in the reclassification of all held-to-maturity
investments as available for sale, and would prevent the Branch from classifying investment
securities as held to maturity for the current and the following two financial years. However,
sales and reclassifications in any of the following circumstances would not trigger a
reclassification:

® sales or reclassifications that are so close to maturity that changes in the market rate of
interest would not have a significant effect on the financial asset’s fair value;

e sales or reclassifications after the Branch has collected substantially all of the asset’s original
principal; and

® sales or reclassifications attributable to non-recurring isolated events beyond the Branch’s
control that could not have been reasonably anticipated.
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(e)

()

(2)

(h)

Significant accounting policies (continued)
Derivatives

Derivative financial instruments are used to manage exposure to foreign exchange, interest rate
arising from operational, financing and investment activities. Derivative financial instruments
are not used for trading purposes. However, derivatives that do not qualify for hedge accounting
are accounted for as trading instruments.

Derivatives are recognised initially at fair value; atiributable transaction costs are recognised in
profit or loss when incurred. Subsequent to initial recognition, they are measured at fair value.
The gain or loss on re-measurement to fair value is recognised immediately in profit or loss.

However, where derivatives qualify for hedge accounting, recognition of any resultant gain or
loss depends on the nature of item being hedged.

The fair value of interest rate swaps is the estimated amount that the Branch would receive or
pay to terminate the swap at the reporting date, taking into account current interest rates.

Loans and advances

Loans and advances in the statement of financial position are loans and advances measured at
fair value plus incremental direct transaction costs, and subsequently at their amortised cost
using the effective interest method.

Deposits from customers

Deposits are the Branch’s sources of debt funding. Deposits are initially measured at fair value
minus incremental direct transaction costs, and subsequently measured at their amortised cost
using the effective interest method.

Property and equipment

Items of property and equipment are stated at cost less accumulated depreciation and
accumulated impairment losses, if any. Where an item of property comprises major components
having different useful lives, the components are accounted for as separate items ol property
and equipment. Cost includes expenditure that is directly attributable to the acquisition of the
asset.

Purchased software that is integral to the functionality of the related equipment is capitalised as
part of that equipment.

Depreciation of property and equipment is charged to the profit or loss on a straight-line basis
over the estimated useful lives of the individual asset at the following annual rates:

Buildings 5%
Leasehold improvement 10%
Electronic equipment 20%
Furniture, fitting and office equipment 20%
Vehicle 20%

Subsequent expenditure relating to an item of property and equipment that has already been
recognised is added to the carrying amount of the asset when it is probable that future economic
benefits, in excess of the originally assessed standard of performance of the existing asset, will
flow to the Branch. All other subsequent expenditure is recognised as an expense in the period
in which it is incurred. Ongoing repairs and maintenance are expensed as incurred.

Gains or losses arising from the retirement or disposal of an item of property and equipment are
determined as the difference between the net disposal proceeds and the carrying amount of the
assets and are recognised in the statement of profit or loss on the date of retirement or disposal.

Fully depreciated property and equipment is retained on the balance sheet until disposed of or
written off.
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@

(k)

M

Significant accounting policies (continued)
Intangible assets
(i)  Software

Software acquired by the Branch is stated at cost less accumulated amortisation and
any accumulated impairment loss.

Subsequent expenditure on software is capitalised only when it increases future economic
benefits embodied in the specific asset to which it relates. All other expenditure is
expensed as incurred.

Software is amortised on a straight-line basis in profit or loss over its estimated useful
life, from the date on which it is available for use. The estimated useful life of the
software is 5 years.

(i)  Land use rights

Land use rights include costs incurred to purchase formal rights to use land and land
compensation costs. The initial cost is based on the costs incurred and the value of land
approved by the Government at the time of purchase. Amortisation is provided on a
straight-line basis in profit or loss over the expected period of benefit from the land use
rights.

Interest income

Interest income is recognised in statement of profit or loss using the effective interest method.
The effective interest rate is the rate that exactly discounts the estimated future cash receipts
through the expected life of the financial asset (or, where appropriate, a shorter period) to the
carrying amount of the financial asset. When calculating the effective interest rate, the Branch
estimates future cash flows considering all contractual terms of the financial instrument, but not
future credit losses.

The calculation of the effective interest rate includes all transaction costs and fees and points
received that are an integral part of the effective interest rate. Transaction costs include
incremental costs that are directly attributable to the acquisition of a financial asset.

Interest expense

Interest expense is recognised in statement of profit or loss using the effective interest method.
The effective interest rate is the rate that exactly discounts the estimated future cash payments
through the expected life of the financial liability (or, where appropriate, a shorter period) to the
carrying amount of the financial liability. When calculating the effective interest rate, the
Branch estimates future cash flows considering all contractual terms of the financial instrument,
but not future credit losses.

The calculation of the effective interest rate includes all transaction costs and fees and points
paid that are an integral part of the effective interest rate. Transaction costs include incremental
costs that are directly attributable to the issue of a financial liability.

Fee and commission

Fees and commission income and expense that are integral to the effective interest rate on a
financial assets or financial liabilities are included in the measurement of the effective interest
rate.

Other fees and commission income are recognised as the related services are performed. Other
fees and commission expense relate mainly to transaction and service fees, which are expensed
as the services are received.
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(m)

Significant accounting policies (continued)
Income Tax

Income tax expense for the year comprises current and deferred tax. It is recognised in profit or
loss except to the extent that they relate to items recognised directly in equity or in other
comprehensive income.

Current tax

Current tax is the expected tax payable or receivable on the taxable income or loss for the year,
using tax rates enacted or substantively enacted at the reporting date, and any adjustment to tax
payable in respect of previous years.

Management periodically evaluates positions taken in tax returns with respect to situations in
which applicable tax regulations is subject to interpretation and establishes provisions of
amounts payable to the tax authorities.

For each profitable year, the Branch is subject to the tax rate of 24% on taxable profit.
Deferred tax

Deferred tax is recognised in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax is not recognised for the following temporary differences on the initial recognition
of assets or liabilities in a transaction that is not a business combination and that affects neither
accounting nor taxable profit or loss.

Deferred tax assets are recognised for unused tax losses, unused tax credits and deductible
temporary differences to the extent that it is probable that future taxable profits will be available
against which they can be used. Deferred tax assets are reviewed at each reporting date and are
reduced to the extent that it is no longer probable that the related tax benefit will be realised.

Unrecognised deferred tax assets are reassessed at each reporting date and recognised to the
extent that it has become probable that future taxable profits will be available against which they
can be used.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, using tax rates enacted or substantively enacted at the reporting
date.

The measurement of deferred tax reflects the tax consequences that would follow the manner in
which the Branch expects, at the reporting date, to recover or settle the carrying amount of its
assets and liabilities.

Tax exposures

The Branch’s tax returns are subject to examination by the tax authorities. As the application of
tax laws and regulations fo many types of transactions is susceptible to varying interpretations,
amount reported in the financial statements could be changed at a later date upon final
determination by the tax authorities.

The taxation system in the Lao PDR is relatively new and is characterised by numerous taxes
and frequently changing legislation, which is often unclear, contradictory, and subject to
interpretation. Often, differing interpretations exist among numerous taxation authorities and
jurisdictions. Taxes are subject to review and investigation by a number of authorities, who are
enabled by law to impose severe fines, penalties and interest charges.

These facts may create tax risks in the Lao PDR substantially more significant than in other
countries. Management believes that it has adequately provided for tax liabilities based on its
interpretation of tax legislation. However, the relevant authorities may have differing
interpretations and the effects could be significant.
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(n)

(o)

Significant accounting policies (continued)
Provisions

A provision is recognised if, as a result of a past event, the Branch has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and the risks specific to the liability.

Related parties

Parties are considered to be related to the Branch if one party has the ability, directly or
indirectly, to control the other party or exercise significant influence over the other party in
making financial and operating decisions or where the Branch and the party are subject to
common control or significant influence. Related parties may be individuals or corporate
entities and include close family members of any individual considered to be a related party.

Impact of issued but not yet effective International Financial Reporting Standards

A number of new standards and amendments to standards are effective for annual periods beginning
after 1 January 2016; however, the Branch has not applied the following new or amended standards
in preparing these financial statements.

Year
IFRS Topic effective
1AS 7 Amendments Statement of Cash Flows 2017
IFRS 9 Financial Instruments 2018

Amendments to IAS 7, Statement of Cash Flows

The amendments require entities to provide disclosures that enable users of financial statements to
evaluate changes in liabilities arising from financing activities, including both changes arising from
cash flows and non-cash changes. The amendments do not prescribe a specific method to fulfil the
new disclosure requirements. However, the amendments indicate that one way is to provide a
reconciliation between the opening and closing balances for liabilities arising from financing
activities.

IAS 7 is effective for annual reporting periods beginning on or after 1 January 2017, with early
adoption permitted.

The Branch’s is assessing the potential impact of the amendments on its financial statements.
IFRS 9 “Financial Instruments”

IFRS 9, published in July 2014, replaces the existing guidance in IAS 39 Financial Instruments:
Recognition and Measurement. 1FRS 9 includes revised guidance on the classification and
measurement of financial instruments, including a new expected credit loss model for calculating
impairment on financial assets, and the new general hedge accounting requirements. It also carries
forward the guidance on recognition and derecognition of financial instruments from 1AS 39.

IFRS 9 is effective for annual reporting periods beginning on or after 1 January 2018, with early
adoption permitted.

The Branch’s is assessing the potential impact on its financial statements resulting from the
application of IFRS 9.
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5. Cash
2016 2015
LAK LAK
Lao Kip (“LAK™) 50.099,232,500 14,914,199,502
United States Dollar (“USD™) 20,102,132,020 52.874,519,599
Thai Baht (“THB™) 4,512,719,822 6.217,254,191
Chinese Yuan (“CNY™) 20,005,856,823 6,794.526,580
94,719,941,165 80,800,499,872
6. Amounts due from other banks
2016 2015
LAK LAK
LAK 123,976,565,225 69,213,908.627
Other foreign items 7.049.421,748.710 3,193,740,298.349
7,173,398,313,935 3,262,954,206,976
a) Domestic items
2016 2015
LAK LAK
At call
Bank of Lao PDR 123,084.631.474 68,076,268,432
Other commercial banks 891,933,751 1,137.640,195
123,976,565,225 69,213,908,627
b) Foreign items
2016 2015
LAK LAK
At call
uUSD 6,198,460,506,570 3,057.848,126,492
THB 41,454,751,472 12,235,940,938
CNY 21,103,220,189 123,656,230,919
HKD 2,020,479 -
JPY 788,401,250,000 -
7,049,421,748,710 3,193,740,298,349
7. Statutory deposits with Central Bank
2016 2015
LAK LAK
Statutory deposits on:
Capital 5,000,000 5,000,000
Customer deposits 347,063,803,468 310,910,885.074
347,068,803,468 310,915,885,074

Statutory deposits on capital and on customer deposits are maintained with the BoL in

compliance with applicable BoL regulations.

These deposits do not earn interest.
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8. Investments

Government bonds
Financial bonds

2016 2015

LAK LAK
701,550,000,000 699.030,000,000
2.482,160,000,000 1,682.830,820,678
3,183,710,000,000 2,381,860,820,678

Investments represent held-to-maturity investment in bonds. These bonds have maturities
ranging from date 29 May 2017 to 21 June 2021 (2015: date 4 March 2016 to 6 October 2020)
and interest rates ranging from 4.76 % to 6 % (2015: 4.76% to 6%).

9. Loans and advances

Loans and receivables:
- Overdrafts
- Loans

Allowances for impairment:
- Collective allowances for impairment
- Specific allowances for impairment

Loans and advances to customers

a)  Classified by residual maturity

Within 1 year
Over | year

b)  Classified by currencies

LAK
USD
CNY
THB

23

2016 2015
LAK LAK
1,951,953,339 1.461,824,667

7,956.576,849,093

5,627,408,783,239

7,958,528,802,432

5,628,870,607,906

7,958,528,802,432 5,628,870,607,906
2016 2015
LAK LAK

7,361,329,625,874
597,199.176,558

5,352,964,387,096
275,906,220,810

7,958,528,802,432 5,628,870,607,906
2016 2015
LAK LAK
938,785,485 829,363,874
1,724,846,156,999 4,388,902,440,931

6.232,288,679.845
455,180,103

1,238,863.,241.777
275,561,324

7,958,528,802,432

5,628,870,607,906
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10.

Loans and advances (continued)

¢)  Classified by interest rate (per annum)

usb
CNY

Derivatives
a)  Derivative financial assets

Foreign exchange rate forward
Interest rate swap
Foreign exchange rate swap

b)  Derivative financial liabilities

Foreign exchange rate swap
Interest rate swap

2016
%

2015
%

1.09%-8.16%
3.00%-5.00%

0.62%-7.50%
3.40%-5.10%

2016 2015
LAK LAK
508,973,440
- 205,195,795
91.370,041.887 17,467.372,303
91,879,015,327 17,672,568,098
2016 2015
LAK LAK
80,911,110,938 202,386,412
- 22,591,629
80,911,110,938 224,978,041
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Industrial and Commercial Bank of China Limited Vientiane Branch

Notes to Financial Statements (continued)

Year ended 31 December 2016

12.

Intangible assets

Cost
Balance at 1 January 2015
Transfers

Balance at 31 December 2015 and
at 1 January 2016

Transfers
Balance at 31 December 2016

Accumulated amortisation
Balance at 1 January 2015
Amortisation for the year

Balance at 31 December 2015 and
at 1 January 2016

Amortisation for the year
Balance at 31 December 2016

Carrying amounts
At | January 2015

At 31 December 2015
At 31 December 2016

Land use

Software rights Total

LAK LAK LAK
195,991,044  51,863,500,000  52.059.491.044
8.611.680 B 8,611,680
204,602,724  51,863,500,000  52,068,102,724
204,602,724  51,863,500,000  52,068,102,724
68,242,354 1,158,097,126 1,226,339.,480
40,468,119 575,892,985 616,301,104
108,710,473 1,733,990,111 1,842,700,584
40,784,182 577,470,774 618,254,956
149,494,655 2,311,460,885 2,460,955,540
127,748,690  50,705,402,874  50,833,151,564
95,892,251  50,129,509,889  50,225,402,140
55,108,069  49,552,039,115  49,607,147,184
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13.

14.

Other assets

Accrued interest receivable on loans
Accrued interest receivable on investment
Other receivables and prepayments

Deposits from customers

a)  Classified by type of deposits

Current

Savings

Term (contractual maturity):
Within 1 year
Over 1 year

Others

b)  Classified by currencies

LAK
UsD
THB
CNY

¢)  Interest rate (per annum)

Saving accounts
LAK
usb
THB
CNY

Fixed deposits
LAK
usD
THB
CNY

2016
LAK

2015
LAK

135.968.460,605
44,806.429,594

36,381,975,174
30,155.485,799

2,003,883,705 5,295,908,774

182,778,773,904 71,833,369,747
2016 2015
LAK LAK

2,320.,097,260.353

2,043,583.267,855

237.392,682.,099 226,226,405,185
1,151,679,423,122 991,818,008,370
61,298.912,885 27,017.041,973
95,097,755,000 -
3,865,566,033,459 3,288,644,723,383
2016 2015
LAK LAK

83,681,150,033

106,239,437.136

3,658,621,974,688  3,018,674,628,073
14,725,669,202 15,155,448,931
108,537,239,536 148,575,209,243
3,865,566,033,459  3,288,644,723,383
2016 2015
% %
1.00% 1.00%
1.00% 0.25%-1.25%
0.50% 0.25%-0.50%
0.25% 0.50%

2.50%-11.00%
1.00% - 6.25%
0.75%-4.50%
0.40%-3.00%

2.50%-11.00%
1.25% - 6.25%
0.75%-4.50%
0.30%-3.00%



Industrial and Commercial Bank of China Limited Vientiane Branch
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15.  Amounts due to other banks

At Call

a) By residence:

Domestic
Overseas

b) By currency:

LAK
UsD
CNY

16. Tax liabilities

Corporate tax
Other withholding tax

2016 2015
LAK LAK
162,526,608,964 171,646,237,322
2016 2015
LAK LAK

89.041,608,964

171.646,237.322

73,485,000,000 -

162,526,608,964 171,646,237,322
2016 2015
LAK LAK

9,047,509.480
127,850.773,374

70,047,509,480
35.144,498,087

25,628,326,110 66.454,229.755
162,526,608,964 171,646,237,322
2016 2015
LAK LAK
11,600,646,520 11,551,520,962
- 1,095,813.803
11,600,646,520 12,647,334,765




Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
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17  Deferred tax liability
Deferred tax liability

Total
At1 gains/(losses) At 31
January recorded in December
2016 profit and loss 2016

Fair value change of derivative

7632
financial assets and liabilities LUSIEBE  (Las32N080) %6329

4,115,318,736  (1,483,021,683)  2,632,297,053

18. Other liabilities

2016 2015

LAK LAK
Accrued interest payable 96,881,465,754 41,539,808,669
Payable to employees 6.087,925,000 1,624,902,000
Settlement accounts 8.108,228,957 7.651,253,087
Deferred income 2.481,782,780 131,187,280
Other payables 6,934,881,695 7,526,630,550
120,494,284,186 58,473,781,586

19 (a). Head office’s capital contribution

2016 2015

LAK LAK
Contributed legal capital 239,970,000,000 239,970,000,000

19 (b). Statutory reserve

The statutory reserve is provided for at the rate of at least 10% of profit during the year under
Lao GAAP in accordance with the BOL regulations.
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20.

21

Interest expense

Deposits
Interbank and money market items

Net fee and commission income

Fee and commission income
Commission on bank cards
Commission on guarantees
Commission on letters of credit
Commission on fund transfers
Commission on e-Banking
Fees on financial services

Total fee and commission income

Fee and commission expense
Commission on bank cards
Commission on fund transfers
Others

Total fee and commission expense

Net fee and commission income

30

2016
LAK

2015
LAK

30.,150,709.911
249.657,831,979

18,961,830,169
148,512,399,167

279,808,541,890 167,474,229,336
2016 2015
LAK LAK

1,365.509.918
922,316,580

1,114,784.040
25,331,635

91.121,811 17,786,709
1,869,365,848 1,862.819,705
66,198,541 57,908,856
2,890,811,767 5,179,717,301
7,205,324,465 8,258,348,246
383,555,200 375,226,976

237,353,150
1,629,657,286

228,330,502
1,507,057,797

2,250,565,636

2,110,615,275

4,954,758,829

6,147,732,971




Industrial and Commercial Bank of China Limited Vientiane Branch
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22. Personnel expenses

Staff salaries
Other staff cost

23. Tax expense

Current tax expense
Current year
Adjustment for prior year

Deferred tax expense

(Reversal)/ origination of temporary

differences

2016 2015
LAK LAK
33.,459,699.150 16,789.946,895
2,413,682,014 1,640,443,602
35,873,381,164 18,430,390,497
2016 2015
LAK LAK

44,465.927,548
120.459,505

26,425,196,644
(6,488,182,543)

44,586.387,053

(1,483,021,683)

19,937,014,101

3,599.103,059

43,103,365,370

23,536,117,160

The corporate tax expense is calculated at 24% on taxable profit.

The calculation of taxable income is subject to review and approval of the tax authorities.

(i) Reconciliation of effective tax rate

Profit before tax
Income tax using the Lao PDR
corporation tax rate

Under/(Over) provided in prior
years — current

Others
Tax expense

Rate 2016 Rate 2015
% LAK % LAK
177,675,581,330 126,682,522,693
240  42,642,139,519 24.0  30,403,805,451
0.1 120,459,505 -5.0 (6,488,182.543)
0.2 340,766,346 0 (379,505,748)
24.3 43,103,365,370 19.0 23,536,117,160
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Industrial and Commercial Bank of China Limited Vientiane Branch

Notes to Financial Statements (continued)
Year ended 31 December 2016

24. Cash and cash equivalents

Cash

Deposits and placements with head office
and other branches

Deposits and placements with other banks

25. Related party transactions

2016 2015
LAK LAK
94,719,941,165 80,800,499,872

1,101,104,595,109
1,486.215,560,054

3,081,427,165,032
3,262,954,206,976

2,682,040,096,328

6,425,181,871,880

A portion of the Branch’s assets, liabilities, revenues and expenses has arisen from transactions

with related parties.
directorships.
through negotiated agreements.

(a) Head office and other branches of the same juristic person

Interbank and money market items
Due from head office and other branches
Loans to other branches

2016
LAK

These parties are related through common shareholdings and/or
The financial statements reflect the effects of these transactions. which are

2015
LAK

692,854,595,109
2,257,383,922,090

1,870,921,994.,086
1,210,505,170,946

3,081.427,165.032

Subiotal 2.950,238,517,199
Interest receivable from other branches 10,245,332,296 9.046,333,323
Total 2,960,483,849,495 3,090,473,498,355
(i)  Foreign items
2016 2015
LAK LAK
usb 2,073,628,409,233 2,498,067.909,359
CNY 733,719.331,118 591.717,080,669
EUR 308,498,647 688,508,327
JPY 152,737.610,497 -
2,960,483,849,495 3,090,473,498,355
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Industrial and Commercial Bank of China Limited Vientiane Branch

Notes to Financial Statements (continued)
Year ended 31 December 2016

25. Related party transactions (continued)

(a) Head office and other branches of the same juristic person (continued)

2016
LAK

2015
LAK

Other balances at end of the year:
Deposits from other branches
Borrowings from head office and other

(2,445,926,635.309)

(1,346,635.638,749)

b (15.068,550,517,935) (9.804.,422,275,043)
ranches

Subtotal (17,514,477.153,244) (11,151,057,913.792)
Interest payable (74,285.409.082) (26,433,382,795)
Total (17,588,762,562,326) (11,177,491,296,587)

Transactions during the year:

[nterest income from interbank and money
market items

Interest expense on interbank and money
market items

36,136,365,293
(240,593,603,102)

17,166,251,654
(145,745,072,260)

(b) Other related parties

2016
LAK

2015
LAK

Balances at end of the year:
Due from banks and financial institutions

Borrowings from other than head office
and other branches

Transactions during the year:

Interest income from amount due from
these banks and financial institutions

Interest expense on borrowings from other
than head office and other branches

1,238,310,478,729
(73.485,000,000)

35,851,530,340

3,019,127,085,197

7,412,695,624

(¢) Key management personnel

Transactions during the year:
Compensation

(9.063,932,950) (2,767,326,907)
2016 2015
LAK LAK
4.316,367.468 4,684,165,576




Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

26, Commitments

In the normal course of business. the Bank makes various commitments and incurs certain
contingent liabilities with legal recourse to its customers, which consist of.

2016 2015

LAK LAK
Letters of guarantee outstanding 87.639,532,298 -
Letters of credit outstanding 23,449,880,000 5
111,089,412,298 -

No material losses are anticipated from these transactions.
27.  Financial risk management
(a) Introduction and overview

Risk is inherent in the Branch’s activities, which is managed through a process of ongoing
identification, measurement and monitoring and subject to risk limits and other controls. This process
of risk management is critical to the Branch’s continuing profitability and each individual within the
Branch is accountable for the risk exposures relating to his or her responsibilities.

The Branch is exposed to credit risk, liquidity risk and market risk, the latter being subdivided into
trading and non-trading risks. It is also subject to various operating risks.

The Branch’s policies are also to monitor business risks arising from changes in the environment,
technology and industry through the Branch’s strategic planning process.

Risk management framework

The Branch’s risk management strategies and principles are approved by the head office, who is
responsible for the overall risk management approach.

The branch has appointed Risk Management Department which is in charge of monitoring the overall
risk process within the Branch. This department has the overall responsibility for the development of
the Branch’s risk strategy as well as the implementation of principles, frameworks, policies and limits.
It also manages decisions on risk, monitors risk levels and reports directly to the head office.

The Branch’s risk management processes are annually audited by the Internal Audit function in terms
of the adequacy of the designed processes as well as the compliance with the designed processes. The
Internal Audit then discusses the results of the audit with the Branch’s management and reports all
findings and recommendations to the Group Internal Audit Department.

(b) Credit risk

Credit risk is the risk that the Branch will incur a loss because its customers or counterparties fail to
discharge their contractual obligations. The Branch manages and controls credit risk by setting limits
on the amount of risk it is willing to accept for individual counterparties and for geographical and
industry concentrations, and by monitoring exposures in relation to such limits.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27.  Financial risk management (continued)
(b) Credit risk (continued)
Exposure to credit risk (continued)

Neither past due nor impaired: financial assets or the loans with interest or principal payments not yet
past due and there is no evidence of impairment.

Past due but not impaired: financial assets with past due interest and principal payments but the
Branch believes that these asset are not impaired as they are secured by collaterals and has confidence
in the customer's credit worthiness and other credit enhancements.

Individually impaired: debt instruments and loans to customers for which the Branch considers not
being able to recover interest and principal under the terms of the contracts.

Collateral held and other credit enhancements and their financial effect

The Branch holds collateral and other credit enhancements against certain of its credit exposures. The
table below sets out the principal types of collateral held against different types of financial assets.

Percentage of exposure that is subject to

Principal type of an arrangement that requires
Type of credit exposure collateral held for collateralisation
LAK in millions secured lending 31 December 2016 31 December 2015
Derivative financial assets None - -

Loans and advances
Land and building

Corporate Loans and LCs issued by 100% 100%
other banks
Participant loans Financial Guarantee 100% 100%
Personal loans Building 100% 100%
Credit cards None = S
Investments None - -

The Branch typically does not hold collateral against investments, and no such collateral was held at
31 December 2016 or 31 December 2015.

Loans and advances to corporate customers

The Branch’s loans and advances to corporate customers are subject to individual credit appraisal and
impairment testing. The general creditworthiness of a corporate customer tends to be the most
relevant indicator of credit quality of a loan extended to it. However, collateral provides additional
security and the Branch generally requests corporate borrowers to provide it. The Branch may take
collateral in the form of a charge over real estate and guarantees.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27. Financial risk management (continued)
(c¢) Liquidity risk

Liquidity risk is the risk that the Branch will encounter difficulty in meeting obligations associated
with its financial liabilities that are settled by delivering cash or another financial asset.

Management of liquidity risk

Liquidity risk arises because of the possibility that the Branch might be unable to meet its payment
obligations when they fall due under both normal and stress circumstances. To limit this risk.
management has arranged for diversified funding sources in addition to its core deposit base, and
adopted a policy of managing assets with liquidity in mind and monitoring future cash flows and
liquidity on a daily basis. The Branch has developed internal control processes and contingency plans
for managing liquidity risk. This incorporates an assessment of expected cash flows and the
availability of high grade collateral which could be used to secure additional funding if required.

The following assumptions and conditions are applied in the liquidity risk analysis of the Branch's
financial assets and liabilities:

e Deposits at the BoL are classified as demand deposits which include compulsory deposits. The
balance of compulsory deposits depends on the proportion and terms of the Branch's customer
deposits.

e The maturity term of investment securities is calculated based on the maturity date of each kind of
securities.

e The maturity term of loans to customers is determined on the maturity date as stipulated in
contracts. The actual maturity term may be altered because loan contracts may be extended.

e The maturity term of deposits and borrowings from other than head office and other banks; and
customer's deposits is determined based on features of these items or the maturity date as
stipulated in contracts. Demand deposits are transacted as required by customers and therefore
being classified as current accounts. The maturity term of borrowings from other than head office
and other banks and term deposits is determined based on the maturity date in contracts. In fact,
these amounts may be rotated and therefore they last beyond the original maturity date.

e The maturity of other borrowed funds in which the risks are borne by the Branch is calculated
based on the actual maturity date of each fund borrowed and loans at the balance sheet date. The
maturity term of other liabilities is determined based on the actual maturity term of each other
liability.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27.  Financial risk management (continued)
(d) Market risks

Market risk is the risk that changes in market prices. such as interest rates and foreign exchange rates
will affect the Branch’s income or the value of its holdings of financial instruments. Market risk arises
from the open position of interest rates and currency which are also affected by the fluctuations in
general market and in each particular market and by market variables such as interest rates and foreign
exchange rates. The objective of the Branch’s market risk management is to manage and control
market risk exposures within acceptable parameters in order to ensure the solvency while optimising
the return on risk.

Management of market risks

The Branch classifies exposures to market risk into either trading or non-trading portfolios and
manages each of those portfolios separately. The market risk for the trading portfolio is managed and
monitored based on a Value-at-Risk (VaR) methodology that reflects the interdependency between
risk variables. Non-trading positions are managed and monitored using other sensitivity analyses.

Exposure to interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows
or the fair values of financial instruments. The Management has established limits on the non-trading
interest rate gaps for stipulated periods. The Branch’s policy is to monitor positions on a daily basis.

The sensitivity of the statement of income is the effect of the assumed changes in interest rates on the
profit or loss for a year, based on the floating rate non-trading financial assets and financial liabilities
held at 31 December 2016. The total sensitivity of equity is based on the assumption that there are
parallel shifts in the yield curve.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27. Financial risk management (continued)
(d) Market risks (continued)
Foreign currency transactions

The Branch monitors any concentration risk in relation to any individual currency in regard to the
translation of foreign currency transactions and monetary assets and liabilities into the functional
currency of the Branch. As at the reporting date net currency exposures representing more than 10
percent of the Branch’s equity are as follows:

Foreign currency transactions 2016 2015
(In millions of LAK) LAK LAK

Net foreign currency exposure:

usb 21.904 26,760
EUR 40 3.479
CNY 117,048 41,122
THB 7 260
IPY 94,127 -

(e) Fair value of financial instruments

Methods and assumptions used by the Company in estimating the fair values of financial assets and
liabilities are as follows:

The fair values of cash, interbank and money market items, amounts due from related parties,
deposits, accounts payable, accrued interest payable and advance from asset purchaser are
approximately their carrying values at the reporting date due to their short-term duration.

The carrying values of investments and loans to customers approximated fair value at the date of
initial recognition. Subsequent increases/ decreases in fair value arising from any changes to the net
present value of expected future cash collections are recognised in income, only to the extent of cash
receipts or impairment. The fair value of floating-rate loans and advances to customers that reprice
within 1 year since the reporting date approximates carrying value at the reporting date. The fair value
of other fixed-rate loans and advances to customers is estimated using discounted cash flow analysis
and interest rates currently being offered for loans and advances to customers with similar credit
quality.

Fair value hierarchy

When measuring the fair value of an asset or a liability, the Branch uses market observable data as far as
possible. Fair value measurements for assets and liabilities are categorised into different levels in the fair
value hierarchy based on the inputs used in valuation techniques as follows.

Level 1:quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2:inputs other than quoted prices included within Level | that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3:inputs for the asset or liability that are not based on unobservable market data (unobservable
input).
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27. Financial risk management (continued)
(e) Fair value of financial instruments (continued)

If the inputs used to measure the fair value of an asset or liability might be categorised in different
levels of the fair value hierarchy, then the fair value measurement is categorised in its entirely in the
same level of the fair value hierarchy as the lowest level input that is significant to the entire
measurement.

The Branch recognises transfers between levels of the fair value hierarchy as hierarchy as of the end of the
reporting period during which the transfer has occurred. There were no transfers between Level 1 to Level
2 of the fair value hierarchy during the year ended 31 December 2016 and 2015. The Branch’s derivative
financial assets are categorised into Level 2.

(f)  Operational risks

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with
the Branch’s processes. personnel, technology and infrastructure, and from external factors other than
credit, market and liquidity risks, such as those arising from legal and regulatory requirements and
generally accepted standards of corporate behaviour. Operational risks arise from all of the Branch’s
operations.

The Branch’s objective is to manage operational risk so as to balance the avoidance of financial losses and
damage to the reputation with overall cost effectiveness and innovation. In all cases, the Branch’s policy
requires compliance with all applicable legal and regulatory requirements.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27.  Financial risk management (continued)
(f)  Operational risks (continued)

The head office has delegated responsibility for operational risk to its management which is
responsible for the development and implementation of controls to address operational risk. This
responsibility is supported by the development of overall standards for the management of operational
risk in the following areas:

e requirements for appropriate segregation of duties, including the independent authorisation of
transactions:

e requirements for the reconciliation and monitoring of transactions;
e compliance with regulatory and other legal requirements:
e documentation of controls and procedures;

e requirements for the periodic assessment of operational risks faced, and the adequacy of controls
and procedures to address the risks identified:;

e requirements for the reporting of operational losses and proposed remedial action;
e development of contingency plans;

e training and professional development;

e ethical and business standards; and

e risk mitigation, including insurance where this is effective.

Compliance with standards is supported by a programme of periodic reviews undertaken by Internal
Audit. The results of Internal Audit reviews are discussed with the management, with summaries
submitted to the Group Internal Audit Department and senior management of the Branch.

(g) Capital management

The Central Bank of the Lao PDR, the Bol., sets and monitors capital requirements for the Branch. In
accordance with Regulation No. 135/BOL dated 20 March 2007, the Branch’s capital comprises of
tier 1 capital and tier 2 capital:

e Tier | capital is the core capital which is not allowed to be withdrawn as long as the Branch is still
in operation, unless the Branch is under liquidation. It includes registered capital, share premium,
statutory and surplus reserve, business expansion reserve and accumulated retained earnings.

@ Tier 2 capital is the supplementary capital which can be adjusted or withdrawn. It includes gain or
loss from re-evaluation, allowance for bad and doubtful loans and advances, supplementary
liabilities, risk reserve, profit and loss for the year, unappropriated profit and allowance and fund
distributed by the government.

Banking operations are categorised as either on-balance sheet items or off-balance sheet items, and
risk weighted assets are determined according to specified requirements that seek to reflect the
varying levels of risk attached to assets and exposures not recognised in the statement of financial
position. The BoL.’s regulation maintains a risk-weighted asset requirement in respect of operational
risk.

The primary objectives of the Branch’s capital management are to ensure that the Branch complies
with externally imposed capital requirements by BoL. The Branch recognises the need to maintain
effectiveness of assets and liabilities management to balance profit and capital adequacy.

The Branch has complied with all externally imposed capital requirements.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2016

27. Financial risk management (continued)
(g) Capital management (continued)

The Branch’s regulatory capital position under BoL’s regulation at 31 December was as follows:

2016 2015
(In millions LAK) LAK LAK
Tier 1 capital
Branch capital 239,970 239,970
Retained earnings 137,110 99,973
Statutory reserve 35,581 22,826
412,661 362,769
Tier 2 capital
Loan loss reserve (at the lower of loan loss reserve
for the year or 1.25% of risk-weighted assets on the 13,697 32,254
Branch’s assets)
Profit for the year 127,577 102,594
141,274 134,848
Total regulatory capital 553,935 497,617

Note: The regulatory capital position above is calculated based on the financial figures under Lao
GAAP.

The BoL’s approach to measurement of capital adequacy is primarily based on monitoring the
relationship of the capital resources requirement to available capital resources.

Capital allocation

The amount of capital allocated to each operation or activity is based on primarily on the regulatory
capital, but in some cases the regulatory requirements do not fully reflect the varying degree of risk
associated with difference activities. In such cases, the capital requirements may be flexed to reflect
differing risk profiles, subject to the overall level of capital to support a particular operation or activity
not falling below the minimum required for regulatory purposes.

Although maximisation of the return on risk-adjusted capital is the principal basis used in determining
how capital is allocated within the Branch to particular operations or activities, it is not the sole basis
used for decision making. Account is also taken of synergies with other operations and activities, the
availability of management and other resources, and the fit of the activity with the Branch’s longer-
term strategic objectives.

28. Operating segments

The major business of the Branch is providing financial services to the corporate customers. The rest
of the business is not significant to overall financial statements. The management considers the
business conducted in Lao PDR as one whole segment. The information reviewed by the General
Manager is similar as presented in the statement of profit or loss. When taking into consideration the
business location of the Branch, there is only one geographical segment as the business operates only
in Lao PDR.

29. Events after the reporting date

Other than as disclosed elsewhere in these financial statements, at the date of this report, there were
no events, which occurred subsequent to 31 December 2016 that significantly impacted the financial
position of the Branch as at 31 December 2016.
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