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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 and for ensuring that the
financial statement present fairly, in all material respects, financial position of the Branch as at
31 December 2018, and the 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
statements, Management is required to:

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

i)  Comply with IFRS 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;

iii) 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. Sun Fenglei, on behalf of the Board of Management, do-hereby state that the financial
statements set out on pages 5 to 61 give a true and fair view of the financial position of Industrial
and Commercial Bank of China Limited Vientiane Branch as at 31 December 2018 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 IFRS.
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Sun Fenglei SUN FENG LEI
General Manager
29 March 2019

2
Industrial and Commercial Bank of China LTD. VIENTIANE BRANCH P.0.BOX : 7302, Vientiane Capital,Lao PDR.
Tel : 00856-21-258888 Ext : 8019 Fax : 00856-21-258889 Website: www.icbc.com.la Email: icbcvte@la.icbc.com.cn



KPMG Lao Co., Ltd. J850 i8I0 950
10™ Floor, Royal Square Office Building, SU 10, 999090 1S1Uagera

Samsenthai Road, Nongduong Nua Village, qesfy gaucsutn, dau nus9009 e,
Sikhotabong District, P.O. Box 6978, Je9 §lnonrussy, o U.u. 6978

IEENE, Lael Ei VEOSUY092193Y, U 299
Tel +856 (21) 454240-7 = P2ITIY,
T : +856 (21) 454240-7

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 2018, the statements of profit or loss and other
comprehensive income, of changes in equity and cash flows 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 2018 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 International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants that is 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.

KPMG Lao Co.,Ltd. @ Company licensed under the Foreign Investment Law of Lao PDR, is a member of KPMG International, a Swiss cooperative.
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Auditors’ 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 auditors’ 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:

* 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.

* 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.

¢ 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.

We communicate with management regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant
deficiencies in internal co e identify during our audit.
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KPMG Lao Co., Ltd. ! 5557
Vientiane Capital, Lao PDR™™

Date: 29 March 2019

KPMG Lao Co.,Ltd. a Company licensed under the Foreign investment Law of Lao PDR, is a member of KPMG international, a Swiss cooperative.

4



Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Financial Position
As at 31 December 2018

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

Property and equipment

Intangible assets
Other assets
Deferred tax asset
Total assets

The accompanying notes form an integral part of these financial statements

Prepared by:

Accountant

Note

31 December

2018
LAK

2017
LAK

113,793,419,299

1,195,206,689,890
14,476,755,019,612
442,320,835,728
3,289,867,261,153
1,766,390,227,368
128,366,861,793
48,505,864,349
364,225,084,586
43,964,010,811

111,708,236,048

828,518,533,681
11,613,146,039,799
397,462,303,646
3,138,996,000,000
2,633,467,809,531
138,445,495,671
49,129,051,420
308,610,670,402

21,869,395,274,589

19,219,484,140,198

General Manager

SUN FENG LEI



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

As at 31 December 2018

LIABILITIES AND EQUITY
Liabilities
Deposits from customers

Interbank and money market items
Amounts due to other branches
Amounts due to other banks

Tax 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:
Z

o

Accountant

Note

13

25(a)

15
16

17(a)
17(b)

31 December

2018
LAK

2017
LAK

5,464,673,566,867

15,295,640,684,876
90,532,722,516
11,236,074,784
300,004,088,496

4,740,772,715,647

12,865,992,915,201
764,726,657,723
16,315,522,105
188,586,996,424

21,162,087,137,539

18,576,394,807,100

239,970,000,000
89,291,544,507
378,046,592,543

239,970,000,000
57,537,228,174
345,582,104,924

707,308,137,050

643,089,333,098

21,869,395,274,589

19,219,484,140,198
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Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Profit or Loss and Other Comprehensive Income

For the year ended 31 December 2018

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 18
Net interest income

Fee and commission income
Fee and commission expenses
Net fee and commission income 19

Impairment loss 6&9&8
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 20
Depreciation and amortisation expenses

Other expenses

Total operating expenses

31 December

2018
LAK

2017
LAK

121,218,554,729

608,985,479,943
206,998,915,747

269,582,371,547

414,167,185,752
181,860,542,000

937,202,950,419

(39,987,481,956)

(415,700,570,361)

865,610,099,299

(31,415,774,030)

(474,115,664,116)

(455,688,052,317)

(505,531,438,146)

481,514,898,102

67,695,428,581
1,308,236,913

360,078,661,153

21,199,143,744
(2,729,866,637)

66,387,191,668 18,469,277,107
(63,433,846,742) :
484,468,243,028 378,547,938,260
17,570,486,209 61,927,904,665

1,105,548,733

1,962,717,055

18,676,034,942

63,890,621,720

503,144,277,970

(50,194,473,033)
(11,162,574,349)
(17,049,089,436)

442,438,559,980

(40,341 ,482,147)
(11,217,792,473)
(13,416,644,288)

(78,406,136,818)

(64,975,918,908)




Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Profit or Loss and Other Comprehensive Income
For the year ended 31 December 2018

31 December
2018 2017
Note LAK LAK
Profit before income tax 424,738,141,152 377,462,641,072
Tax expense 21 (107,142,193,394) (90,428,507,910)
Profit for the year 317,595,947,758 287,034,133,162
Other comprehensive income
Other comprehensive income for the
year, net of tax - -
Total comprehensive income for the
year, net of tax 317,595,947,758 287,034,133,162

The accompanying notes form an integral part of these financial statements

Prepared by:

o/

Accountant General Manager

SUN FENG LEI
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Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Cash Flows
For the year ended 31 December 2018

Cash flows from operating activities
Profit for the year

Adjustments for:
Allowance for doubtful debts
Depreciation and amortisation
Interest income from investment in
bonds
Gain on foreign exchange
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 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 generated (used in) / 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
Interest income from investment in
bonds
Net cash generated from investing
activities

31 December

(206,998,915,747)

2018 2017

Note LAK LAK
365,607,263,570 287,034,133,162
63,433,846,742 -
11,162,574,349 11,217,792,473

(181,860,542,000)

3,743,575,760 10,967,904,389
107,142,193,394 90,428,507,910
296,079,222,256 217,787,795,934

(5,890,160,000,000)
(44,858,532,082)

835,420,181,223

(103,876,276,188)
723,900,851,220

1,755,453,834,468
(123,061,984)

111,417,092,072
(128,221,160,131)

2,056,846,675,971
(50,393,500,178)

5,325,060,992,901

(122,376,464,088)
875,206,682,188

(4,046,284,189,284)
530,782,816
68,092,712,238

(88,876,712,194)

(2,444,967,849,146)

4,235,594,776,304

(460,753,400)
(740,660,000,000)
636,762,000,000

198,910,928,973

(931,310,353)

(131,652,000)

(328,220,000,000)
372,934,000,000

178,405,109,590

94,552,175,573

222,056,147,237

10



Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Cash Flows
For the year ended 31 December 2018

Cash flows from financing activities
Payment for profit distribution
Net cash used in financing activities

Net change in cash and cash equivalents

Cash and cash equivalents at 1 January

Cash and cash equivalents at 31
December

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

Prepared by:

Accountant

31 December

2018
Note LAK

2017
LAK

(165,212,617,340)

(65,788,210,341)

(165,212,617,340)

(65,788,210,341)

(2,515,628,290,913)
7,073,902,809,528

4,391,862,713,200
2,682,040,096,328

22 4,558,274,518,615

7,073,902,809,528

¥ ! ‘k,-‘” i
3199 Gt

General Manager
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

()

(ii)

(iif)

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/MPI3 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 2018, the Branch had 89 (2017: 92) employees.

BoL’s announcement number 338/BoL. 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. In accordance 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 29 March 2019,

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 29 March 2019.

In preparing these financial statements, the significant judgments made by management in
applying the Bank’s accounting policies and the key sources of estimation uncertainty were the
same as those that applied to the financial statements as of and for the year ended 31 December
2017, except for the change in the accounting policy in relation to IFRS 9 and IFRS 15 effective
from 1 January 2018. The nature and the effect of these changes are disclosed in below sections.

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.

12



Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Cash Flows
For the year ended 31 December 2018

(iv)

™

(vi)

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

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 1 January and ends on 31 December.
Change in accounting policies

IFRS 15 “Revenue from contracts with customers”

The standard contains a single model that applies to contracts with customers and two
approaches to recognising revenue: at a point in time or over time. The model features a
contract-based five-step analysis of transactions to determine whether, how much and when
revenue is recognised.

IFRS 15 also introduces extensive qualitative and quantitative disclosure requirements which
aim to enable users of the financial statements to understand the nature, amount, timing and
uncertainty of revenue and cash flows arising from contracts with customers.

The adoption has no impact on the financial position and the financial result.
IFRS 9 “Financial Instruments”

IFRS 9, published in July 2014, replaces the existing guidance in IAS 39 Financial Instruments:
Recognition and Measurement. IFRS 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 IAS 39.

IFRS 9 is effective for annual reporting periods beginning on or after 1 January 2018, with early
adoption permitted. The branch use the exemption from restating comparative information and
recognise any transition adjustments against the opening balance of equity at 1 January 2018.

(a) Classification and measurement

The standard affect the classification and measurement of financial assets held as at 1 January
2018 as follows.

« Loans and advances to banks and to customers that are classified as loans and receivables and
measured at amortised cost under IAS 39 also be measured at amortised cost under IFRS 9.

* Held-to-maturity investment securities measured at amortised cost under IAS 39 also be
measured at amortised cost under IFRS 9.

The standard has no impact on the classification and measurement of financial instruments of the
branch. '

(b) Impairment

The new impairment model in IFRS 9 replaces the “incuired loss” model in IAS 39 with an
“expected credit loss” model. Under the expected credit loss model, it will no longer be necessary
for a loss event to occur before an impairment loss is recognised. Instead, an entity is required to
recognise and measure either a 12-month expected credit loss or lifetime expected credit loss,
depending on the asset and the facts and circumstances.

The branch adopted the new impairment requirements at 1 January 2018, accumulated impairment
loss at that date increased compared with that recognised under IAS 39. As a consequence, an

adjustment had been made to the opening balances of net assets and retained profits at 1 January
2018.

13



14!

99%°9TS ¥91°88

99¥'9TS ¥91°88

- [L2UAN

(O1¥'6Ty 1v8°LT)

O1¥'6TH 118°LT)

- 1988 Xey panidja(d

9L8°§56°500°911

9L8°6S6°500°911

_ jeyogng

- SyUE(Q JOY0 WOl ong
- JUDUNSIAL]
- (6 SUAL) 1800 PISILOUIE J2 PAINSEOW SJOSSE [CIOURULI/A(6E SV]) SA|QRAII001 PUE SUROT

8S0°19L°698°LL 850 19L°698°LL -
86S°00€°1£0°8 865°00€°1£0°8 -
097168 v01°0¢ 09T v68°¥01°0€ -
ST0C Afenuef [ je se TIOUMSEoUo g [ RTINS bR 107 13quuasac] J¢ e o6

6 SYA] topun
sourmofe JuauLteduy

6€ SVI Jopun
souemole juswrduy

Q107 Axenuef

[ U0 6 SYAT UM 20UBPIODE Ul pauluiIajop aouemore Suruado 0} ¢ ST Iopun aduemoffe juswiredw JUISO[o oy} SO[I0U003.1 9]qe) SUIMO[[0] 9L,

8107 1AqUIA( [ € PIPUDd JBIX
(PoNunuo0d) SHUIUIA) LIS [BIURULY 0} SAJON
YOURIg SULNUIA PIJIWIT BUIY) JO YUY [BPRIOWWO)) put [RLISNPU]

[—



Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

(vi)

Basis of financial statement preparation (continued)
Change in accounting policies (continued)
(¢) Transition

Changes in accounting policies resulting from the adoption of IFRS 9 have been applied
retrospectively, except as described below

Comparative periods have not been restated. Differences in the carrying amounts of financial assets
and financial liabilities resulting from the adoption of IFRS 9 are recognised in retained earnings and
reserves as at 1 January 2018. Accordingly, the information presented for 2017 does not reflect the
requirements of IFRS 9 and therefore is not comparable to the information presented for 2018 under
IFRS 9.

The following assessments have been made on the basis of the facts and circumstances that existed
at the date of initial application.

- The determination of the business model within which a financial asset is held.

- If a debt security had low credit risk at the date of initial application of IFRS 9, then the Bank has
assumed that credit risk on the asset had not increased significantly since its initial recognition.

15
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Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Cash Flows
For the year ended 31 December 2018

()

(b)

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 curencies 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 2018 31 December 2017

LAK LAK
United States Dollar (“USD”) 8,511.00 8,274.00
Thai Baht (“THB) 265.56 253.57
Chinese Yuan (“CNY™) 1,227.53 1,258.82
Euro (“EUR”) 9,745.50 9,885.00
HongKong Dollar (“HKD™) 1,030.50 1,003.00
Japanese Yen (“JPY") 75.11 72.33

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.

(ii) Classification

The adoption of IFRS 9 has resulted in changes in Bank’s accounting policies for recognition,
classification and measurement of financial assets and financial liabilities and impairment of
financial assets and are summarized below;

Financial assets

IFRS 9 contains three principal classification categories for financial assets: measured at
amortized cost, fair value through other comprehensive income (FVOCI) and fair value through
profit or loss (FVTPL).

On initial recognition, a financial asset is classified as measured at; amortised cost, FVOCI or
FVTPL.

A financial asset is measured at amortised cost if it meets both of the following conditions and
is not designated as at FVTPL;

- The asset is held within business model whose objective is to hold assets to collect contractual
cash flows: and
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Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(ii) Classification (continued)

- The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is
not designated as FVTPL;

- The asset is held within business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets, and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

For an equity instrument that is not held for trading, the bank may elect at initial recognition to
irrecovably designate those instruments under FVOCI. This election is made on an investment
on investment basis. All other financial assets are classified as measured at FVTPL. Under
FVOC], fair value changes are recognised in other comprehensive income (OCI) while
dividends are recognised in profit or loss. On disposal of the investment the capital gain / loss is
required to remain in OCI and is not recycled to profit or loss.

In addition, on initial recognition the Bank may irrevocably designate a financial asset that
otherwise meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL if
doing so eliminates or significantly reduces an accounting mismatch that would otherwise arise.

IFRS 9 removes the requirement contained in IAS 39 relating to bifurcation of an embedded
derivative from an asset host contract. However, entities are still required to separate derivatives
embedded in financial liabilities where they are not closely related to the host contract.

IFRS 9 largely retains the existing requirements in IAS 39 for the classification of financial
liabilities. However, although under IAS 39 all fair value changes of liabilities designated under
the fair value option were recognized in profit or loss, under IFRS 9 fair value changes are
generally presented as follows:

- the amount of change in the fair value that is attributable to changes in the credit risk of the
liability is presented in OCI; and

- the remaining amount of change in the fair value is presented in profit or loss.
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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.

Business model assessment

The Banks’ business model reflects how it manages the assets to generate cash flows. Whether
it is solely to collect the contractual cash flows from the asset or both the contractual cash flows
and from sale of asset. Factors considered by the Bank in determining the business models for
group of assets include past experience on how the cash flows for these assets were collected,
how the asset’s performance is evaluated and reported to key management personnel and how
risks are assessed and managed.

Assessment whether contractual cash flows are solely payments of principal and interest

Where the business model is to hold assets to collect contractual cash flows or to collect
contractual cash flows and sell, the Bank assesses whether the financial instruments’ cash flows
represents solely payment of principal and interest. In making this assessment, the Bank
considers whether the contractual cash flows are consistent with basic lending arrangement, i.e.
interest includes only consideration for the time value of money, credit risk, other basic lending
risks and a profit margin that is consistent with a basic lending arrangement. Where the
contractual terms introduce exposure to risk or volatility that are inconsistent with a basic
lending arrangement, the related financial asset is classified and measured at FVTPL.
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Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(iili) 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.
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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.
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Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(vii) Impairment

Policy applicable from 1 January 2018

The Bank assess on a forward-looking basis the expected credit losses (ECL) associated with
financial assets measured at amortised cost or FVOCI which mainly include loans & advances
and financings, investments (other than equity investments), interbank placements, loan
commitments and financial guarantees. The Bank recognises a loss allowance and provision for
such losses at reporting date. The measurement of ECL reflects:

- an unbiased and probability weighted amount that is determined by evaluating a range of
possible outcomes;

- the time value of money; and

- reasonable and supportable information that is available without undue cost or effort at the
reporting date about past events, current conditions and forecasts of future economic conditions.

The Bank’s approach leveraged the existing regulatory capital models and processes for Bank’s
loan portfolios that use the existing Internal Rating based and behavioural credit models. IFRS 9
considers the calculation of ECL by multiplying the Probability of default (PD), Loss Given
Default (LGD) and Exposure at Default (EAD).

The Bank measures loss allowances at an amount equal to lifetime ECL, except for the
following, for which they are measured as 12-month ECL:

- debt investment securities that are determined to have low credit risk at the reporting date; and

- other financial instruments on which credit risk has not increased significantly since their
initial recognition.

Measurement of ECL

Credit loss allowances are measured using a three-stage approach based on the extent of credit
deterioration since origination:

Stage 1 — Where there has not been a significant increase in credit risk (SICR) since initial
recognition of a financial instrument, an amount equal to 12 months expected credit loss is
recorded. The expected credit loss is computed using a probability of default occurring over the
next 12 months. For those instruments with a remaining maturity of less than 12 months, a
probability of default corresponding to remaining term to maturity is used.

Stage 2 — When a financial instrument experiences a SICR subsequent to origination but is not
considered to be in default, it is included in Stage 2. This requires the computation of expected
credit loss based on the probability of default over the remaining estimated life of the financial
instrument.

Stage 3 — Financial instruments that are considered to be in default are included in this stage.
Similar to Stage 2, the allowance for credit losses captures the lifetime expected credit losses.

The key inputs into the measurement of ECL are the term structure of the following variables:
- probability of default (PD);

- loss given default (LGD);

- exposure at default (EAD)
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Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(vii) Impairment (continued)

These parameters are generally derived from internally developed statistical models and other
historical data. They are adjusted to reflect forward-looking information.

Details of these statistical parameters/inputs are as follows:

PD — The probability of default is an estimate of the likelihood of default over a given time
horizon.

EAD — The exposure at default is an estimate of the exposure at a future default date, taking
into account expected changes in the exposure after the reporting date.

LGD - The loss given default is an estimate of the loss arising in the case where a default
occurs at a given time. It is based on the difference between the contractual cash flows due and
those that the lender would expect to receive, including from the realization of any collateral. It
is usually expressed as a percentage of the EAD.

Macroeconomic Factors, Forward Looking Information (FLI) and Multiple Scenarios

IFRS 9 requires an unbiased and probability weighted estimate of credit losses by evaluating a
range of possible outcomes that incorporates forecasts of future economic conditions.
Macroeconomic factors and FLI are required to be incorporated into the measurement of ECL
as well as the determination of whether there has been a SICR since origination. The Bank is
using three scenarios that is probability weighted to determine ECL.

The Bank’s ECL allowance methodology, requires the Bank to use its experienced credit
judgement to incorporate the estimated impact of factors not captured in the modelled ECL
results, in all reporting periods.

Assessment of significant increase in credit risk

The expected credit loss model requires the recognition of credit losses based on 12 months of
expected losses for performing loans and the recognition of lifetime expected losses on loans
that have experienced a SICR since origination. The determination of a SICR takes into account
many different macro-economic factors and will vary by product and risk segment. The main
factors considered in making this determination are relative changes in probability- weighted
probability of default since origination and certain criteria such as 30 day past due and watch
list status. The assessment of SICR will require experienced credit judgement.

The bank considers a financial instrument having a significant increase in credit risk based on
the following factors:

- The assessment will be based on comparison of risk of default (and not the expected loss)
occurring over the lifetime of the asset as at the reporting date and as at the origination i.e.
which in turn is derived from the risk rating and expected life of the asset.

- The deterioration in credit quality will be judged as ‘significant” if the Distance to Default
(DD) on the reporting date has reduced by at least half as compared to the DD at initial
recognition provided, however, that on the reporting date (i) the asset is not considered to be of
low credit risk and (ii) the expected life of the asset has not increased since initial recognition.
DD for any risk rating is defined as the number of notches separating it from default.

- The assessment of risk rating on each reporting date will be performed based on financial /
non-financial data & conduct and performance of the related asset.
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Significant accounting policies (continued)

Financial assets and financial liabilities (continued)
(vii) Impairment (continued)

Definition of default

The Bank considers a financial asset to be in default when;

- the borrower is unlikely to pay its credit obligations to the Bank in full, without recourse by
the Bank to actions such as realising security (if any is held); or

- the borrower is past due more than 90 days on any material credit obligation of the Bank.

Overdrafts are considered as being past due once the customer has breached and advised limit
or been advised of a limit smaller than the current amount outstanding.

In assessing whether the borrower is in default, the Bank considers indicators that are;
- qualitative - e.g. breaches of covenant

- quantitative - e.g. overdue status and non-payment on another obligation of the same issuer to
the Bank; and

- based on data developed internally and obtained from external sources.

Inputs into the assessment of whether a financial instruments is in default and their significance
may vary over time to reflect changes in circumstances.
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Significant accounting policies (continued)
Financial assets and financial liabilities (continued)
(vii) Impairment (continued)

Policy applicable before 1 January 2018

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 would not consider otherwise, mdications that
a borrower or issuer will enter bankruptey, 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 the group, or economic conditions that correlate with defaults in the
group.

The Branch considers evidence of impairment for loans and advances and held-to-maturity
investments at both a specific asset and 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 unwinding 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
Measured at amortised cost

Investments measured at amortised cost using the effective interest method. A gain or loss on a
financial asset that is measured at amortised cost and is not part of a hedging relationship shall
be recognised in profit or loss when the financial asset is derecognised, through the amortisation
process or in order to recognise impairment gains or losses.
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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; attributable 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 of 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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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.

(il) 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 and expense
Policy applicable from 1 January 2018
Effective interest rate

Interest income and expense are recognised in profit or loss using the effective interest method.
The “effective interest rate” is the rate that exactly discounts the estimated future cash payments
and receipts through the expected life of the financial instrument to:

- the gross carrying amount of the financial asset; or
- the amortised cost of the financial liability

When calculating the effective interest rate for financial instruments other than credit-impaired
assets, the Branch estimates future cash flows considering all contractual terms of the financial
instrument, but not future credit losses. For credit-impaired financial assets, a credit-adjusted
effective interest rate is calculated using estimated future cash flows including expected credit
losses.

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

Amortised cost and gross carrying amount

The “amortised cost” of a financial asset or financial liability is the amount at which the
financial asset or financial liability is measured on initial recognition minus the principal
repayments, plus or minus the cumulative amortization using the effective interest method of
any difference between that initial amount and the maturity amount and, for financial assets,
adjusted for any expected credit loss allowance (or impairment allowance before 1 January
2018).

The “gross carrying amount of a financial asset” is the amortised cost of a financial asset before
adjusting for any expected credit loss allowance.
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Significant accounting policies (continued)
Interest income and expense (continued)
Calculation of interest income and expense

In calculating interest income and expense, the effective interest rate is applied to the gross
carrying amount of the asset (when the asset is not credit-impaired) or to the amortised cost of
the liability.

However, for financial assets that have become -credit-impaired subsequent to initial
recognition, interest income is calculated by applying the effective interest rate to the amortised
cost of the financial asset. If the asset is no longer credit-impaired, then the calculation of
interest income reverts to the gross basis.

For financial assets that were credit-impaired on initial recognition, interest income is
calculated by applying the credit-adjusted effective interest rate to the amortised cost of the
asset. The calculation of interest income does not revert to a gross basis, even if the credit risk
of the asset improves.

For information on when financial assets are credit-impaired, see Note 3 (b) (i).
Policy applicable before 1 January 2018

Interest income and expense are 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 and receipts through the expected life of the financial asset or financial liability
(or where appropriate, a shorter period) to the carrying amount of the financial asset or the
amortised cost of the financial liability. When calculating the effective interest rate, the Bank
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 transaction costs and fees and points paid
or received that are an integral part of the effective interest rate. Transaction costs include
incremental costs that are directly attributable to the acquisition or issue of a financial asset or
financial liability.

Interest income and expense are presented in profit or loss.
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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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 to 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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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 2018; however, the Branch has not applied the following new or amended standards
in preparing these financial statements.

Year
IFRS Topic effective
IFRS 16 Leases 2019

IFRS 16“Leases”

In January 2016, the IASB issued IFRS 16, “Leases”, which replaces the current guidance in IAS
17. The new standard requires the companies to bring leases on-balance sheet for lessees. The new
standard also makes changes in accounting over the life of the lease, and introduces a stark dividing
line between leases and service contracts.

Under IFRS 16 there is no longer a distinction between finance leases and operating leases so far as
lessees are concerned. Instead, subject to practical expedients, a lessee recognises all leases on-
balance sheet by recognising a right-of-use (ROU) asset and lease liability.

Lessor accounting is substantially unchanged — i.e. lessors continue to classify leases as finance and
operating leases. However, there are a number of changes in the details of lessor accounting. For
example, lessors apply the new definition of a lease, sale-and-leaseback guidance, sub-lease
guidance and disclosure requirements.

The standard is expected to have no impact on the financial position and the financial result.
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Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Cash Flows
For the year ended 31 December 2018

5.

Cash

Lao Kip (“LAK”)

United States Dollar (“USD”)

Thai Baht (“THB”)

Chinese Yuan (“CNY™)

Amounts due from other banks

LAK
Other foreign items

Less: Allowance for

Amounts due from other banks

a)  Domestic items

At call
Bank of Lao PDR

Other commercial banks

b)  Foreign items

At call
USD
THB
CNY
HKD

c¢)  Allowances for impairment

Amounts due from other banks

2018
LAK

2017
LAK

67,525,052,000

14,663,866,000

15,059,805,972 64,447,352,634
21,738,436,206 6,346,880,460
9,470,125,121 26,250,136,954
113,793,419,299 111,708,236,048

2018 2017

LAK LAK
67,637,376,281 119,222,331,142
14,551,267,033,145 11,493,923,708,657
14,618,904,409,426 11,613,146,039,799
142,149,389,814 -
14,476,755,019,612 11,613,146,039,799

2018 2017

LAK LAK
14,348,897,973 50,670,373,909
53,288,478,308 68,551,957,233
67,637,376,281 119,222,331,142

2018 2017

LAK LAK

14,348,831,055,148
71,662,578,321
130,771,313,274

11,456,595,192,002
29,433,229,430
7,893,256,501

2,086,402 2,030,724
14,551,267,033,145 11,493,923,708,657
2018 2017
LAK LAK

142,149,389,814

142,149,389,814
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Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Cash Flows
For the year ended 31 December 2018

7. Statutory deposits with Central Bank

2018 2017
LAK LAK
Statutory deposits on:
Registered capital reserve 5,000,000 5,000,000
Compulsory reserve 442 315,835,728 397,457,303,646
442,320,835,728 397.,462,303,646

Balances with the BoL include compulsory reserve and registered capital reserve. These
balances earn no interest.

Under regulations of the BoL, the Branch is required to maintain certain cash reserves with the
BoL in the form of compulsory deposits, which are computed at 5% for LAK and 10% for
foreign currencies (2017: 5% and 10%), on a bi-monthly basis, of customer deposits having
original maturities of less than 12 months. During the year, the Branch maintained its
compulsory deposits in compliance with the requirements by the BoL.

8. Investments

2018 2017

LAK LAK
Government bonds 655,550,000,000 623,700,000,000
Financial bonds 2,587,344,000,000 2,515,296,000,000

Accrued interest receivable 56,349,848,778 -
3,299,243,848,778 3,138,996,000,000
Less: Allowance for Investments 9,376,587,625 -
3,289.867,261,153 3,138,996,000,000

Investments represent investment measured at amortised cost in bonds. These bonds have
maturities ranging from date 27 Apr 2019 to date 30 Jan 2023 (2017: 15 Jan 2018 to 26 Dec
2022) and interest rates ranging from 5.00% to 7.49% (2017: 5.75 % to 6.26%). '

During the year, movements of the allowance for impairment losses on financial investments
measured at amortised cost are as follows:

Group
Stage 1 Stage 2 Stage 3 Total
Balance at
1 January 2018 8,031,300,558 - - 8,031,300,558
Transfer:
- to stage 1 - - - -
- to stage 2 - - - -
- to stage 3 - - - -
Charge 1,083,441,996 - - 1,083,441,996
Other movements 261,845,071 - - 261,845,071
Balance at
31 December 2018 9,376,587,625 - - 9,376,587,625

The definition of three stages please refer to 3.Significant accounting policies.
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Industrial and Commercial Bank of China Limited Vientiane Branch

Statement of Cash Flows
For the year ended 31 December 2018

9. Loans and advances

Loans and receivables(Measured at
amortised cost):

- Overdrafts

- Loans

Less: Allowance for impairment losses
of loans and advances to customers
measured at amortised cost

Loans and advances to customers

a)  Classified by residual maturity

Within 1 year
Over 1 year

b)  Classified by currencies

LAK
UsDh
CNY
THB

¢)  Classified by interest rate (per annum)

Usbh
CNY

32

2018 2017

LAK LAK
2,400,838,708 2,400,558,607
1,795,646,789,600 2,631,067,250,924
1,798,047,628,308 2,633,467,809,531
31,657,400,940 -
1,766,390,227,368 2,633,467,809,531

2018 2017

LAK LAK
47,149,945,156 1,956,280,934,388
1,750,897,683,152 677,186,875,143
1,798,047,628,308 2,633,467,809,531

2018 2017

LAK LAK
11,331,922,259 11,840,307,644
1,783,636,724,744 749,606,920,266
2,565,337,760 1,871,466,629,145
513,643,545 553,952,476
1,798,047,628,308 2,633,467,809,531

2018 2017

% %

4.18%-9.52%
5.00%

2.70%-8.45%
3.10%-5.50%
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Industrial and Commercial Bank of China Limited Vientiane Branch
Statement of Cash Flows
For the year ended 31 December 2018

9. Loans and advances (continued)

d)  Classified by type of business

2018 2017

LAK LAK
Construction 264,153,349,189 70,708,569,750
Commercial 168,931,250,000 9,350,000,000
Personal 15,580,315,719 13,575,974,450
Others 1,349,382,713,400 2,539,833,265,331

1,798,047,628,308 2,633,467,809,531

(e) Movements of allowance for impairment losses of loans and advances to
customers measured at amortised cost are as follows

31 December 2018

Stage 1 Stage 2 Stage 3 Total

Balance at
1 January 2018* 30,104,894,260 - - 30,104,894,260
Transfer:

- to stage 1 - - - -

- to stage 2 - - - -

- to stage 3 - - - -
Charge 6,524,490,645 6,524,490,645
Reversal (6,118,489,517) . - - (6,118,489,517)
Other movements 1,146,505,552 - - 1,146,505,552
Balance at
31 December 2018 31,657,400,940 - - 31,657,400,940

(*) : For the impact of change in accounting policy, please refer to 2.(a).(vi).
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

11.

12.

13.

Intangible assets

Land use
Software rights Total
LAK LAK LAK

Cost
Balance at 1 January 2017 204,602,724  51,863,500,000 52,068,102,724
Additions 131,652,000 - 131,652,000
Balance at 31 December 2017 and

at 1 January 2018 336,254,724  51,863,500,000  52,199,754,724
Additions - - -
Balance at 31 December 2018 336,254,724  51,863,500,000  52,199,754,724
Accumulated amortisation
Balance at 1 January 2017 149,494,655 2,311,460,885 2,460,955,540
Amortisation for the year 33,854,779 575,892,985 609,747,764
Balance at 31 December 2017 and

at 1 January 2018 183,349,434 2,887,353,870 3,070,703,304
Amortisation for the year 47,294,086 575,892,985 623,187,071
Balance at 31 December 2018 230,643,520 3,463,246,855 3,693,890,375
Carrying amounts
At 1 January 2017 55,108,069  49,552,039,115  49,607,147,184
At 31 December 2017 152,905,290  48,976,146,130  49,129,051,420
At 31 December 2018 105,611,204  48,400,253,145  48,505,864,349
Other assets

2018 2017
LAK LAK

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

361,404,645,432

2,820,439,154

259,183,296,062
48,261,862,004
1,165,512,336

364,225,084,586 308,610,670,402
2018 2017
LAK LAK
3,858,378,646,488 3,134,045,789,821
402,690,554,476 353,767,552,063
1,009,868,842,893 1,134,580,706,805

150,819,002,652
42,916,520,358

106,584,079,958
11,794,587,000

S,

464,673,566,867

4,740,772,715,647
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Industrial and Commercial Bank of China Limited Vientiane Branch

Notes to Financial Statements (continued)
Year ended 31 December 2018

13.

14.

Deposits from customers (continued)

b)  Classified by currencies

LAK
USD
THB
CNY

¢)  Interest rate (per annum)

Saving accounts
LAK
UsSDh
THB
CNY

Fixed deposits
LAK
USD
THB
CNY

Amounts due to other banks

At Call

a) By residence:
Domestic

Overseas

b) By currency:
LAK

USDh
CNY

36

2018
LAK

2017
LAK

102,043,411,152
4,557,615,299,014
54,275,004,293
750,739,852,408

164,154,844,701
4,173,435,496,858
31,269,711,118
371,912,662,970

5,464,673,566,867 4,740,772,715,647
2018 2017
% %
1.65% 1.65%
1.00% 1.00%
0.50% 0.50%
0.90% 0.90%

2.90%-11.00%
1.05% - 6.25%
0.90%-4.50%
0.40%-2.20%

2.50%-11.00%
0.50%-6.25%
0.75%-4.50%
0.40%-3.00%

2018 2017

LAK LAK
90,532,722,516 764,726,657,723

2018 2017

LAK LAK

90,532,722,516

102,806,657,723
661,920,000,000

90,532,722,516

764,726,657,723
2018 2017
LAK LAK
29,954,495 59,705,781,480

56,953,026,017
33,549,742,004

682,343,332,433
22,677,543,810

90,532,722,516

764,726,657,723




-

Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

15. Tax liabilities

2018 2017
LAK LAK
Corporate tax 10,828,353,952 15,784,739,289
Other withholding tax 407,720,832 530,782,816
11,236,074,784 16,315,522,105
16. Other liabilities
2018 2017
LAK LAK
Accrued interest payable 223,136,835,135 172,692,642,789
Payable to employees 13,466,236,577 8,553,720,000
Settlement accounts 61,734,663,895 6,626,197,616
Deferred income 1,187,350,425 116,520,848
Other payables 479,002,464 597,915,171
300,004,088,496 188,586,996,424
17 (a). Head Office’s capital contribution
2018 2017
LAK LAK
Contributed legal capital 239.970,000,000 239,970,000,000

17 (b). Statutory reserve

The statutory reserve is provided for at the rate of at least 10% of net profit during the year in

accordance with regulations of the Bank of the L.ao PDR.
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Industrial and Commercial Bank of China Limited Vientiane Branch

Notes to Financial Statements (continued)

Year ended 31 December 2018

18.

19.

20.

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

Personnel expenses

Staff salaries
Other staff cost

2018
LAK

2017
LAK

39,987,481,956

31,415,774,030

415,700,570,361 474,115,664,116
455,688,052,317 505,531,438,146
2018 2017
LAK LAK

1,830,192,604

1,579,085,114

906,072,835 461,857,279
916,580,917 34,959,364
7,025,843,275 3,968,483,669
92,168,956 140,839,405
56,924,569,994 15,013,918,913
67,695,428,581 21,199,143,744
536,687,304 217,500,858
514,519,111 239,530,237
257,030,498 2,272,835,542
1,308,236,913 2,729,866,637
66,387,191,668 18,469,277,107
2018 2017
LAK LAK
45,744,617,756 36,585,292,238
4,449,855,277 3,756,189,909
50,194,473,033 40,341,482,147




Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

21.

22.

Tax expense

2018 2017
LAK LAK

Current tax expense
Current year 123,264,774,794 93,060,804,963
Adjustment for prior year

123,264,774,794 93,060,804,963

Deferred tax expense
Origination of temporary differences (16,122,581,400) (2,632,297,053)
107,142,193,394 90,428,507,910

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

Rate 2018 Rate 2017
% LAK % LAK
Profit before tax 424,738,141,152 377,462,641,072
Income tax using the Lao PDR
corporation tax rate 24.0 101,937,153,876 24.0 90,591,033,857
Expenses not deductible for tax
purposes 1.2 5,205,039,518 0.0 (162,525,947)
Tax expense 252% 107,142,193,394 24.0 90,428,507,910
Cash and cash equivalents
2018 2017
LAK LAK
Cash 113,793,419,299 111,708,236,048
Deposits and placements with Head Office
and other branches 1,195,206,689,890 828,518,533,681
Deposits and placements with other banks 3,249,274,409,426 6,133,676,039,799

4,558,274,518,615 7,073,902,809,528
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

23.

Related party transactions

A portion of the Branch’s assets, liabilities, revenues and expenses has arisen from transactions
with related parties. These parties are related through common shareholdings and/or
directorships. The financial statements reflect the effects of these transactions, which are

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
Subtotal
Interest receivable from other branches
Total

(i)  Foreign items

USD
CNY
EUR
JPY

Other balances at end of the year:

Deposits from other branches

Borrowings from Head Office and other
branches

Subtotal

Interest payable

Total

Transactions during the year:

Interest income from interbank and money
market items

Interest expense on interbank and money
market items

40

2018
LAK

2017
LAK

1,195,206,689,890

828,518,533,681

1,195,206,689,890

828,518,533,681

3,436,197,453

1,198,642,887,343 828,518,533,681
2018 2017
LAK LAK

408,918,561,534
788,586,514,443
1,011,666,224

469,555,133,847
358,414,292,593
427,631,031

126,145,142 121,476,210
1,198,642,887,343 828,518,533,681

2018 2017

LAK LAK

(2,193,612,684,876)

(13,102,028,000,000)
(15,295,640,684,876)

(3,301,618,652,620)

(9,564,374,262,581)
(12,865,992,915,201)

(198,885,803,978)

(15,4%94,526,488,854)

(139,097,792,337)

(13,005,090,707,538)

20,554,843,858

(407,603,656,450)

32,031,371,815

(463,210,610,682)




Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

23. Related party transactions (continued)

(b) Other related parties

- 2018 2017
o LAK LAK
{‘ Balances at end of the year:
Due from banks and financial institutions 288,759,490,994 31,911,575,691
Borrowings from institutions other than Head
i Office and other branches - (661,920,000,000)

Transactions during the year:
Interest income from amount due from these

banks and financial institutions 3,710,840,531 7,621,184,278
Interest expense on borrowings from

institutions other than Head Office and other

branches (6,726,401,152) (10,482,831,212)
g " (¢) Key management personnel
% 2018 2017
LAK LAK
Transactions during the year:
Compensation 8,004 853,525 4,378,103,324

24. 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.

2018 2017

LAK LAK
Letters of guarantee outstanding 207,540,515,094 173,675,165,549
- Letters of credit outstanding 30,229,656,685 4,803,057,000
- 237,770,171,779 178,478,222,549

No material losses are anticipated from these transactions.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

25. 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” refers to the risk that a counterparty or a borrower may default on its contractual
obligations or agreements. Such defaults may be caused by counterparty’s inability to pay due to
financial encumbrances or intention not to abide by the contractual agreements, resulting in a loss to
the Bank.

= Loan portfolio management

The Bank sets and reviews loan targets, performs continuous monitoring of portfolio quality to better
reflect changing economic situations, ensures consistency with the bank’s policies and risk appetite
before submitting quarterly reports to the Risk Management Committee.

The Bank determines the target of loan growth and its desirable credit portfolio composition that
strive for the highest possible risk-adjusted return within the acceptable risk levels under stress
conditions, by taking into account the economic outlook, potential market opportunities, and the
bank’s strategic direction. In assessing medium and large corporate customers’ credit risk level, the
Bank utilizes credit risk rating tools to enhance the quality of loans granted. The Bank has additional
processes in place for regular reviewing of the customers’ credit ratings and performance on all
approved transactions.

" Credit underwriting, approval process and monitoring

In the credit approval process, the Bank considers the customers’ ability to repay and the loan
objectives as key factors in the approval of credit and may obtain sufficient collateral or other
securities, where appropriate, as a means of mitigating the risk of financial losses from defaults. To
maximize the effectiveness of the credit approval process, credit analysis and approval functions are
separated from the units responsible for maintaining customer relationship and undertaken by credit
underwriters in ICBC Head Office. However, large loans will require additional acknowledgement
by BOD.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

25. Financial risk management (continued)
(b) Credit risk (continued)

The Bank also has process for regularly reviewing customer’s credit rating and performance
establishes monitoring mechanism for continuous tracking of customer performance, taking into
account the changing economic situation and other major events. Relationship managers will be
assigned to monitor customers and prepare post-loaning reports. Proper mitigation actions will be
taken as soon as negative signals from customers are detected. Moreover, the Bank will monitor and
control credit usages to ensure that borrowing objectives are strictly met.

= Loan Risks Classification and provisioning

Loan classification and loan loss provisions have been completely established in compliance with
regulatory and internal requirements. The Bank assesses the risk and classifies the loans based on the
possibilities of repayment. Principle factors taken into consideration include: the borrower’s
repayment ability, repayment record and willingness to repay the loan, profitability of the loan
project, the loan guarantees as well as the legal obligations relating to loan repayment.

During the reporting period, the Bank refines the loan risk classification mechanism and reinforces
loan detection and monitoring for adjustment of the potential risk classifications to ensure that loan
classifications are objective and prudent.

The provisioning must be set aside to offset any possible loss. The book value of assets shall be
reduced via allowances for doubtful accounts. The amount of provisioning shall be determined by the
number derived from the expected loss model.

Processes for measuring expected credit losses (“ECL”) including initial approval, regular validation,

back-testing of the models used, and incorporation of forward-looking information are also developed
and maintained by Head Office credit committee.
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Industrial and Commercial Bank of China Limited Vientiane Branch
Notes to Financial Statements (continued)
Year ended 31 December 2018

25. Financial risk management (continued)

(b) Credit risk (continued)

Exposure to credit risk (continued)

For the definition of three stages, please refer to 3.Significant accounting policies.

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.

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 2018 31 December 2017
Derivative financial assets None - -
Loans and advances
Land and building
and LCs issued b
other banks; g 100% 100%
Corporate Loans Guarantee
Participant loans Financial Guarantee - 100%
Personal loans Building 100% 100%
Credit cards None - -
Investments None - -

The Branch typically does not hold collateral against investments, and no such collateral was held at
31 December 2018 or 31 December 2017.

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 2018

25. Financial risk management (continued)
(¢) 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.

o 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 2018

25. 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 2018. 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 2018

25. 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 2018 2017

(In millions of LAK) LAK LAK

Net foreign currency exposure:
USD 19,617 26,028
EUR 101 43
CNY 2,139 2,017
THB 72 703
IPY 13 12

(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 1 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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25. Financial risk management (continued)
(¢)  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 2018 and 2017.

(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.

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 cthical and business standards; and

e risk mitigation, including insurance where this is effective.
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25. Financial risk management (continued)
(f) Operational risks (continued)

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 Branch 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 1 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.

e 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.

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

2018 2017
(In millions LAK) LAK LAK
Tier 1 capital
Branch capital 239,970 239,970
Retained earnings 378,047 268,965
Statutory reserve 89,292 57,537
707,309 566,472
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
Branch’s assets) 18,087 17,025
Profit for the year 317,596 219,598
335,683 236,623
Total regulatory capital 1,042,992 803,095

Note: The regulatory capital position above is calculated based on the financial figures under Lao
GAAP.
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25. Financial risk management (continued)
(g) Capital management (continued)

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.

26. 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.

27. 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 2018 that significantly impacted the financial
position of the Branch as at 31 December 2018.

61

2

—

M)



