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RMB Internationalisation Gathers Pace

RMB has made great progress as a payment currency, atrade finance currency, an
Investment currency, and areserve currency

~—— World payments currency ranking & market share —— LE LRy

Jan 2012 Oct 2014 100 g
#1 EUR 44.04% #1 USD 43.50% 5
#2 | USD 29.73% #2 | EUR 29.38% '
#3 GBP 9.00% #3 GBP 8.4204 - .
#4  JPY 2.48% #4  JPY 2.91% s ranking
. . Payment - 7th
Al 1.59% _ —
i . ° . FXtrading - 6th
' #9 'HKD | 1.03% : ]
#10 HKD 0.95% . 0 . Trade finance - 2nd
\_#20 I8 0.25%

-/ Source: SWIFT

« According to the Central Banking Publication, around 32% of the world’s central
banks have used RMB for their reserve asset
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RMB’s Growing Reputation among Central Banks

Many central banks around the world have signed bilateral currency swap
agreements with People’s Bank of China
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Currency swap amount
(RMB trillion)

Source: Wind, BOC

2008 2009 2010 2011 2012 2013 2014

® Canada, 200bn

Iceland, 3.5bn
® Switzerland, 150bn @ Russia, 150bn
Belarus, 20bn .
' Mongolia, 10bn
UK, 200bn @ o Kazakhstan, ;
e ® 7bn ®

(
ECB, 350bn /. Ukraine, 15bn Korea, 360bn
@

e o ®
Hungary, 10br]6\|bania Turkey, Uzbekistan, 0.7bn
, 2bn 10bn

® Pakistan, 10bn Hong Kong,
Qatar, 35bn @ ® ® 4o00bn
UAE, 35bn P _
Thailand, 70bn
Sri Lanka,. ;
10bn @ Malaysia, 180bn
) ® Indonesia,
® Singapore, 100bn
Brazil, 190bn 300bn
Australia, 200bn
® ®

Argentina, 70bn

®
New Zealand,

Source: PBoC, BOCHK 251

Bilateral currency swap agreements: with 28 central banks, amounted to more than RMB 3,100 billion
The swap agreements serve as a backstop RMB liquidity facilities in those countries or regions
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Strengthening RMB usage among major economies

Developed countries are increasingly involved in RMB businesses. New offshore RMB
centers are emerging, and each has its own niche and strength.

Top 10 Regions — RMB Payment (billion USD)

2014-Q3 2013-Q3

I R T Y R
Hong Kong 1 17,825  72.8% 9,806 80.0% 82%
Singapore 2 1,937 7.9% 3 428 3.5% 352%
United Kingdom 3 1,564 6.4% 2 662 5.4% 136%
United States 4 637 2.6% 6 218 1.8% 191%
Taiwan 5 602 2.5% 4 269 2.2% 124%
Australia 6 348 1.4% 7 101 0.8% 243%
France 7 340 1.4% 5 233 1.9% 46%
Korea 8 162 0.7% 15 30 0.2% 441%
Germany 9 161 0.7% 9 80 0.7% 102%
Luxembourg 10 147 0.6% 8 94 0.8% 57%
Japan 14 93 0.4% 13 38 0.3% 145%
Total(ex-China) 24,491* 100% 12,257* 100% 100%

Source: SWIFT *Note: SWIFT recorded both sides of an transq\.)ction. @ ‘f @ [égtfq’ %r’&z
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Major milestones of the offshore RMB market

Offshore RMB business scope has been expanding in an orderly manner

. Bank of China (Hong Kong) was appointed as
the RMB Clearing Bank in Hong Kong at the
end of 2003, which marked the start of the Hong
Kong offshore RMB market

Phase 4: Increasing depth and breadth

o From July 2010, the revised Settlement
Agreement on the Clearing of RMB Businesses
enabled a broader range of RMB businesses in
Hong Kong. Afterwards more policies were Phase 3. Cross-border RMB trade settlement
introduced to liberalize RMB and facilitate the
usage globally

Hong Kong’s offshore RMB market taking shape

2009 — Implementation of Pilot scheme of cross-border RMB Trade Settlement

Phase 2: Offshore RMB bonds market

2007 — Issuance of RMB bonds in HK by Mainland financial institutions

Phase 1: Retail RMB banking service \

Feb 2004 — Introduction of RMB business, including deposit-taking, remittance, currency conversion and bank card business
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Major policies development

China encourages the use of RMB in cross-border trade and investment

|
RMB Cross-border trade settlement Trade

Trade has been fully open since 2012
44.8% of cross-border merchandise trade settled in RMB (Jan-Nov 2014) R Mainland

Capital ST -
1. FDI and ODI settled in RMB 2. RMB Bond Markets P
FDI: RMB 587 billion (2014Q1-Q3) Onshore: Central banks, RMB CBs and PBs can invest
obI: RMB 134 billion (2014Q1-03) in Mainland’s inter-bank bond market

Offshore: RMB 440 billion outstanding (Oct 2014)

3. ROFII (RMB Qualified Foreign Institutional Investor) 4. Shanghai-Hong Kong Stock Connect

RMB 770 billion of investment quota (Nov 2014) RMB 550 billion of investment quota (Nov 2014)
5. Pilot Zones 6. Cross-border RMB Loan
Shanghai Free Trade Zone, Loan amt: Shanghai FTZ - RMB 17.4 billion (Aug2014)

Qlanhal SpeciaiEean ClcE Qianhai - RMB 59.6 billion (Sep 2014)

7. RODII (RMB Qualified Domestic Institutional Investor)

Newly announced in Nov 2014

@ ¥ () 4 £7 (&%)

Source: PBOC, HKMA, BOCHK Research 8




Current account has been fully liberalized

All companies in mainland China with import and export qualifications are now
permitted to make and receive payments in RMB for goods, services and other

current account transactions with their counterparts all over the world since 2012.

Policies
ltems Fully open | Partially open | Not yet open
Goods
Import 4
Export 4
Service
Finance 4
Insurance 4
Others 4
Others
Labour 4
Investment income 4

. @ ¥ &) 4E £5 (% %)
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Capital account liberalization is in progress

« Overseas Direct Investment (ODI) and Foreign Direct Investment (FDI) can be settled in RMB

« Foreign financial institutions including foreign central banks, clearing banks & participating
banks can invest their RMB funds into China’s domestic interbank bond market

« Eligible fund companies, securities firms and banks can invest into inter-bank bond market and
securities market using their RMB through RQFII scheme

Policies
ltems Fully open | Partially open | Not yet open

Capital Inflow

Foreign Direct Investment(FDI) vV

Inter-bank Bond Market v

RMB Qualified Foreign Institutional Investor (RQFII) N/

Capital outflow

Overseas Direct Investment(ODI) vV

Offshore Bond Market VA

Offshore Securities Market 4

0 @ ¥ &) 4L 45 (% %)
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Outlook of RMB Internationalisation

Global use of RMB gathers pace

v Apart from the strong position in Asia-pacific countries, L
western developed countries have also gained momentum &f"'
to participate in RMB community \

v’ Capital account liberalization will be the next policy focus

v Foreign investors are gaining more access to China’s
capital market

v On track to be a global reserve currency:

RMB is now in transition from a trading currency
to an investment currency; the international
reserve currency status will establish eventually

\
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H Three Coexisting Onshore RMB Bond Markets H

There are currently three coexisting bond markets in China: the interbank market, exchange market and
commercial bank OTC market. Interbank bond market-traded bonds are settled through either the China Central
Depository and Clearing (CCDC) or the Shanghai Clearing House (SHCH).

*OTC *OTC wholesale market °Stocl_< exchange trade(retail)
*Retail investors and non-Fls eInstitutional Investors *Retail investors and banks
*Treasury bonds *Bond and credit products *Bond products

*Bilateral quote

Commercial

Bank OTC
Market

BANK OF CHINA (HONG KONG ) s
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H Overview of Onshore RMB Bond Market

The interbank market is now the main fixed income platform, accounting for 93% of outstanding domestic bonds,

of which treasury bonds and policy banks account for over 70 %.

Platforms of Outstanding Domestic Bonds

Stock Exchange OIC Others
4% 2% 1%

Interbank
93%

Source: CDCC, WIND, Nov 2014
Types of Outstanding Domestic Bonds

Corporate Bond
10%

Agency Bond
4%

Government Bond

Commercial 37%

Bank Bond
4%

Policy Bank Bond
35%

Central Bank Bills
2%

Source: CDCC, WIND, Nov 2014
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Interbank Market

*Cash Bonds
*Pledged-style Repo
*Bonds outright Repo
*Forwards

*Bond Lending

*Credit Risk Mitigation Tools

Stock Exchange Market

*Cash Bonds
«Standardized Repo
*Bonds Outright Repo
*Treasury Bond Futures

Commercial Bank OTC Market

*Cash Bonds
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” Investor Base of Onshore RMB Bond Market H

Among the three bond markets in China, the interbank market is the most active and has the largest investor base.

ECommercial banks and credit unions

BOnshore foreign Fls

ESecurities companies and managed funds
Hinsurance companies

ENon-FIs \
ECorporate companies and public authorities

B“Three Types of Institutions” scheme: foreign
central banks, RMB clearing banks, overseas
participating banks

B RQFII
m QFII
Stock
Exchange
ﬁ Market ™~
B Retail investors B Retail investors
B SMEs and public authorities B Commercial banks
B Credit unions are not included
@ ¥ 8 4L £5(5 %)
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H Trading Volume of Onshore RMB Bonds H

China Interbank Market is an OTC market regulated and supervised by PBOC, where bonds are traded through the trading
system of the China Foreign Exchange Trade System(CFETs). Policy bank bonds and government bonds are the most
actively traded. The main participating institutions are commercial banks, securities companies and managed funds.

Cash Trading Volume in Interbank Market on Dec 2014 Cash Trading Volume in Interbank Market on Dec 2014
(By bond type) ( By Institution)
Numbers Trading Amount . N Numbers Trading Amount .
of Trade (bn) YTM(%) Institution of Trade (bn) YTM(%)
Policy Financial Bond 15500  1821.937  4.2057 Largke Commercial 2770 418.214 4.8456
Banks ' '
Government Bond 4449 552.467 3.5157 -
(S:hareho'qmlgB y 8397  1126.677 4.5576
Medium Term Note(MTN) 7453 509.443 5.6574 CIIELeI IS
City Commercial Banks 15105 2139.703 4.4528
Corporate Bond 7287 392.619 6.1077
i Foreign Institutions 11541 1034.383 4.1444
Commercial Paper(CP) 6860 383.833 5.5162 i
. Rural Commercial
Short-term Commercial 2791 267.648 4.9740 Banks and Cooperative 7295 802.905 4.6744
Paper(SCP) Banks
Interbank Deposit 282 47.541 5.0865 Others 49408 2988.188 5 2602
Tier 2 Capital Tool 54 5.157 5.9931
Others 1916 232.548 21.3744
Total 47258 4255.036 4.7524

Source : CFETS, Dec 2014

@ ¥ 8 4L £7 (5 )
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” Overseas Participants in the Domestic Interbank Market H

In 2014, 78 overseas financial institutions(not including overseas central banks, international financial
institutions and SWFs) are able to invest in the domestic interbank market and open account in CFETs through
“Three Types of Institutions” scheme(63 in 2013). 62 products are traded through RQFIl scheme(22 in 2013).

Domestic investment of “Three Types of Domestic RQFIl investment in 2014
Institutions” in 2014

s BUY - s BUY _
s SELL B s SELL
s TOTAL AMOUNT R - TOTAL AMOUNT

2014/1 2014/3  2014/5 2014/7 2014/9 2014/11

2014/1 2014/3 2014/5 2014/7 2014/9 2014/11

Source : CFETS, Jan 2014
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Offshore RMB bond contributes the emergence of HK bond market

Rapid expansion of the offshore RMB bond market since the first bond issuance in
2007

~——— Offshore RMB Bond Primary Issuances —\

(RMB billion) e Since the first RMB bond in HK in 2007,
The offshore RMB bond market has
developed rapidly
e The most important backbone to develop
0 1 this RMB bond market in Hong Kong is the
mm wm - support from China’s central government,
2007 2008 2009 2010 2011 2012 2013 2014 especially the Ministry of Finance, state
\Source: o B policy banks and some other major
~——— Issuances of sovereign bond in HK by MoF —\ financial institutions
(RMB billion)

e RMB sovereign bonds and quasi-

sovereign bonds together account for
more than 30% of total offshore RMB
bond issuance in 2014

2009 2010 2011 2012 2013 2014

Source BOCHK, Bloomberg
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Offshore RMB Bond Market Development

20

Hong Kong RMB Deposits

1,000
900
800

2007

® Demand and Savings Deposit

Time Deposit

2008 2009 2010 2011

Source: HKMA, as of Dec 31, 2014

e Fast accumulating off-shore RMB liquidity

200 -

=
(2]
o

RMB in billions

40 -

120 -

(0]
o
1

—3Corporates
= Financial Institutions
. Tresaury
== Total Number of Issues

Offshore RMB Bond Primary Issuances

- 200
- 180
- 160
- 140
- 120
- 100
- 80
- 60
- 40
- 20

Number of issues

Source: Bloomberg, BOCHK as of Dec 31, 2014

-0

2007 2008 2009 2010 2011 2012 2013 2014

— As of November 2014, Hong Kong RMB deposits have reached RMB 974 billion, this represents a 13% increase from year-end
2013 and a 3,925% increase from the beginning of 2007, this rapid and continuing increase is laying solid foundation for the

expansion of the dim sum bond market.

e Dim sum bond issuances

— From 2007 — 2014, the total issue size of dim sum bonds has reached RMB 594 billion. 2014 has been a record breaking year in
terms of issuances; total issuance for 2014 reached RMB 202 billion, YoY, issuance value has increased by 97%.

— In 2010, BOCHK arranged the first corporate bond deal for Hopewell Infrastructure, which marked the take-off of offshore RMB
bond. Corporate issuances have since then grown exponentially with many of the firsts coming to the market. The depth and width

of the market also continue to develop substantially.

©)
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The Current Status of Offshore RMB Bond Market
e Offshore RMB bond Secondary Market:

— Entering 2014, the FTSE-BOCHK Offshore RMB Bond Index has

i;; been increasing steadily. Despite negative volatility in the past few

107 years, the overall trend has been a steady increase.

105 e Offshore RMB Bond New Issuance:

igi — Dim sum bond primary market has been very active entering

99 2014. There were 172 new issuances in 2014, amounting to total

97 | issue size of RMB 202 billion. Issuers include Chinese and

95 | multinational corporates (Founder Group, Chinese Electronics,

93 S S S S S R Modern Land, Volkswagen etc.) as well as financial institutions
\'\ »\'\ »\'\ »\ »{1/ »{1/ »O/ »{1/ »{b »{b »{b »{b \b‘ ,\v ,\v \b‘ »{o (Bank of China London Branch, Agricultural Development Bank of

Y 0 Y W Y W Y China, Export-Import Bank of China, etc.).

Source: Bloomberg. as of Mar 04, 2015

Offshore RMB Bond New Issuance

* Primary market outlook:
— 2014 has been a record breaking year for the offshore RMB

5 r 43 market in terms of bond issuance value and size.
?.23‘ 22 | — Issuances have softened recently due to higher CNH rates driven
o 35 | by tighter CNH liquidity. However, we expect issuances volumes
% 30 - 27 to pick up again on the backdrop of:
g 25 23 23 2 = Refinancing needs: more than 22% of outstanding dim sum
§ 20 ¢ 17 []18 . N bonds are maturing in 2015 with an additional 55% maturing
g 157 MR 12 in 2016/2017.
® 12 nnn 2 ) n H H H ! H 3 8 = Recent swap rates :favors high-quality foreign issuer as the
-g 0 Mﬂ [ ﬁ;,—.‘,..‘ (L n | Hn CNH/USD CCS rate continues to edge upwards.

& ;\’5;{‘3;{5;\“3;\‘5;\ \"9\‘5»{5\”95{5;\"‘;\“;\“;\“;\“3\5‘;\"‘\“\b‘\b‘»\b‘r\b‘ o = PBOC'’s policies updates: such as the recently introduced
N S R e O A S RQDII scheme may help deepen offshore RMB liquidity pool.
Source: Bloomberg, as of Feb 03, 2015 "7 @ 4&‘?(% )
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Overview of Offshore RMB Bond Issuance

The offshore RMB bond market largely follows the rules of the Eurodollar bond market and is regarded as a
convenient exposure to Chinese names of various credit profiles and tenor structures.

22

Rating Distribution of Dim Sum Bond Issuances Tenor Distribution of Dim Sum Bond Issuances
] (2007 - 2014) i (2007 - 2014)
AAA 19 (6%) > 10 yrs 11 (2%)
AA+ to AA- 76 (25%) 6-10yrs 55 (9%)
0,
aroa- [ 13! (43%) e 53 (L)
1 4yrs 9 (2%)
BBB+ to
BBB- 47 (15%) Investment grade (89%) _
N Sttt 3yrs I 27 (47%)
BB+ to BB- 21 (7%) Non-investment grade (11%) i
1 2yrs 138 (24%)
B+ to B- 12 (4%) 1
J <2yrs 16 (3%)

Rating agencies include S&P, Moody’s and Fitch. Excludes certificate of deposit and tenors
of lesser than 18 month, for split ratings, the highest rating is used.

Excludes certificate of deposit and tenors of lesser than 18 month

Source: Bloomberg, BOCHK. as of Dec 31, 2014 Source: Bloomberg, BOCHK. as of Dec 31, 2014

Rating at Issuance:

Excluding certificate of deposit and tenors of lesser than 18 month, 48% of dim sum bonds were issued without a external
rating by S&P or Moody’s or Fitch. Of those which were rated, 89% were investment grade (BBB or above) with the majority
of the bonds being rated A+ to A-.

Tenor Distribution:

Short-tenor bonds are the most prevalent in the dim sum bond market, the 3-year tenor structures alone makes up for 47% of
the total issues. On the long end (tenor > 10 years), we see issuances by the Chinese government, Chinese policy banks and

Chinese SOE banks. @ "7 @ é&fq"(%%)
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Overview of Offshore RMB Bond Issuance (cont’d)

Chinese and Hong Kong issuers are still the primary issuers of dim sum bonds, accounting for 60% of the
total issuances from 2007 — 2014. In addition, an increasing number of supranational, sovereigns and
multinational corporate are making an entrance into this market.

23

e Country of Risks:

- 45% and 15% of the issuers have risks originated from China and Hong Kong respectively. The dim sum bond market is
geographically diversified, from 2007 — 2014, 30 countries have tapped the dim sum bond market, in addition,
supranational entities accounted for 2% of the total issuances from 2007 — 2014.

e Sectors

- Offshore RMB bonds issued by financial institutions contribute to 50% of the total issues. The second largest type of
Issuer is government or sovereign which accounts for 14% of the total issues.

Dim Sum Bond Issuances by Geography 60% - Dim Sum Bond Issuances by Sector
(2007 - 2014) 50% (2007 - 2014)
2% 50% -
4% 71\ 2% 2% Others
4%\ 5 m China 40% -
4%\ Hong kong ;
4% 30% W Germany 30% -

muSs.
20% -
France
Britain 10% -
4% 4%
South Korea 2% 1% 1%
Singapore 0% -
A X < =) 2D O ) o N\
Japan F &€ @SS
: S & D & P L @ N S
Supranational & & F S ) & N ¢ ¢ E
NN S PO s
3 & O e N
© > &
Excludes certificate of deposit and tenors of lesser than 18 month Q Oo
Source: Bloomberg, BOCHK. as of Dec 31, 2014 . _ .
@ ¥ 8 44 475 %)
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Offshore Market Non-Chinese Issuer Secondary Levels

Rating : Sprd to 3m
Company  \oody's/S&P/Fitch) ¢ B Libor
CNY |RENAUL 4.65 4/2016| 5.63 118
Renault SA Bal/BB+/BBB-
FUR |RENAUL 4.6255/2016| 0.78 110
CNY VLVY 3.8 11/2015 5.03 85
Volvo Treasury AB Baa2/BBB/BBB
USD | VLVY 5.95 04/2015 0.97 71
CNY VW 3.75 11/2017 4.29 -20
Volkswagen Intl Fin A3/A/A-
USD VW 0 11/2017 n.a. 44
BSH Bosch Und - CNY | BSHBOS 3.8 7/2017 | 4.48 0
Siemens HA (S&P) UR BSHBOS 1.875 061 o e
11/2020 ' '
. CNH CAT 3.4 11/2017 4.39 6.6
F.Caterp"l'er A2/AIA
ihancia USD CAT 1.25 11/2017 1.25 8.7

(As of March 18, 2015)
24
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Disclaimer

Products and services described in this presentation and any associated material (collectively, the “Materials”) provided by Bank of China (Hong Kong) Limited, its
subsidiaries, affiliates or group companies (collectively, “BOCHK Group”), may not be suitable for persons in all jurisdictions.

The information contained in the Materials is for your general reference only and is provided without warranty of any kind and may be changed at any time without
prior notice. Persons in receipt of the Materials should consult their own professional advisers before making any investment decision to purchase any securities or
financial products. It is not possible for the Materials to disclose all risks and significant aspects associated with the products and services described herein. No
person should deal in any such securities or financial products or avail themselves to BOCHK Group’s investment services unless he understands the nature of the
relevant transactions and the extent of his exposure to potential loss.

Each prospective investor should consider carefully whether the products and investments are suitable for him in light of his circumstances and financial position.

None of the Materials constitutes an offer of any securities for sale or solicitation of an offer to sell any securities in the United States or any other jurisdiction in which
such offer or sale is prohibited. The financial products and services referred to in the Materials, have not been and will not be registered under the U.S. Securities
Act of 1933, as amended (the "Securities Act”), and no such securities may be offered or sold in the United States unless registered under the Securities Act or
pursuant to an exemption from such registration. The products may not be at any time offered, sold, transferred, delivered, exchanged, exercised or redeemed
within the United States or to, or for the account or benefit of, any U.S. person (as defined in the Securities Act or the U.S. Internal Revenue Code of 1986, as
amended).

No invitation is made in the Materials or the information contained herein to enter into, or offer to enter into, any agreement to purchase, acquire, dispose of,
subscribe for any securities, and no offer is made of any shares in or debentures of a company for purchase or subscription, except as permitted under the laws of
Hong Kong.

You should note that information in the Materials is reflective of data as of the specified date and is based on current assumptions and market conditions. All
estimates and opinions, if any, included in the Materials may be subject to change without notice and past performance is not indicative of future results.

Although information in the Materials has been prepared in good faith from sources believed to be reliable, BOCHK Group does not represent or warrant its accuracy,
truthfulness and completeness. None of BOCHK Group or its representatives shall have any responsibility or liability whatsoever (for negligence or otherwise) for
any loss howsoever arising from any use of the Materials or its contents or otherwise arising in connection with the Materials.

To the extent that the financial products described in the Materials are listed in Hong Kong, they are neither endorsed, issued, sold nor promoted by The Stock
Exchange of Hong Kong Limited. The Stock Exchange of Hong Kong Limited expressly disclaims any liability for any loss howsoever arising from or in reliance upon

@ ¥ 8 4 £5 (5 %)
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the whole or any part of the contents of the Materials.
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Disclaimer

From time to time, and in the ordinary course of business, members of the BOCHK Group may provide advisory and investment or commercial banking services,
and enter into other commercial transactions related to products described in the Materials, for which customary compensation has been received. Prospective
investors should make enquiries with their respective brokers as to the terms and/or existence of any such commission arrangements. For example, at any time,
member(s) of the BOCHK Group may act as a distributor or market-maker or otherwise be long or short of or have financial interests in services/products
described in the Materials.

In making an investment decision or availing yourself of the services described in the Materials, you are deemed to represent that you have made your investment
and trading decisions (including decisions with regard to the suitability of the products) based upon your own judgment and not in reliance upon any view
expressed by us and that you fully understand all the risks involved and are capable of assuming and willing to assume such risks. BOCHK Group does not make
any representation regarding the legality of investments described in the Materials under any applicable laws.

The Materials are protected by copyright. No part of it may be modified, reproduced, transmitted and distributed in any form for use without BOCHK Group’s prior
written consent.

If the presentation materials fall within the definition of “investment research” under Paragraph 16.2 (f) of the Code of Conduct for Persons Licensed by or
Registered with the Securities and Futures Commission, we shall make disclosure in the form set out in “Disclosure for Research Report and Presentation”.

“Investment research” includes documentation containing any one of the following:-
(i) result of investment analysis of securities;
(i) investment analysis of factors likely to influence the future performance of securities, not including any analysis on macro economic or strategic issue; or

(i) advice or recommendation based on any of the foregoing result or investment analysis.
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