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FINANCIAL SUMMARY

WBEETIIAT HK$ Million 2012 2013 2014 2015 2016
kR Shareholders’ funds 15,390 16,701 19,045 20,445 21,817
{&lBES Subordinated notes 3,936 3,722 5,391 5,279 7,146
XFER Deposits from customers 116,527 128,220 140,916 149,264 152,436
BETHENE Certificates of deposit issued 5,752 6,133 6,110 6,232 6,560
Faies Total deposits 122,279 134,353 147,026 155,496 158,996
BEGEBELEER)  Totalliabilties (including subordinated notes) 150,391 160,296 177,290 186,883 195,555
REER(TREESEE)  Advances to customers (excluding trade bills) 86,174 97,978 105,230 109,625 113,655
EEBE Total assets 169,692 181,330 201,408 212,792 223,243
RA SR (GE1) Profit attributable to shareholders (Note 1) 1,183 1,377 1,578 1,634 1,645
2ERERE Total dividend distribution 350 397 419 442 442
LB HKS

BREAXEF (1) Basic earnings per share (Note 1) 3.85 445 483 488 4.91
HHRE Dividends per share 1.18 1.22 1.25 1.32 1.32
EaE Note:

1. 2016 FEMMBEERREFBELEEBRE L 1. The financial information for the year 2016 is from continuing operations

EHLLERET - and the comparative information has been restated accordingly.
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DAH SING FINANCIAL HOLDINGS LIMITED
BOARD OF DIRECTORS
Executive Directors

David Shou-Yeh Wong
Chairman
Hon-Hing Wong (Derek Wong)
Managing Director and Chief Executive
Gary Pak-Ling Wang
Nicholas John Mayhew

Independent Non-Executive Directors

Robert Tsai-To Sze
Lon Dounn

Seiji Nakamura

Blair Chilton Pickerell

Non-Executive Directors

Eiichi Yoshikawa
Toshihide Motoshita
John Wai-Wai Chow

Alternate Director

Hidekazu Horikoshi
Alternate to Eiichi Yoshikawa

AUDIT COMMITTEE

Robert Tsai-To Sze
Chairman

Lon Dounn

Blair Chilton Pickerell

NOMINATION AND REMUNERATION COMMITTEE

Robert Tsai-To Sze
Chairman

Seiji Nakamura

David Shou-Yeh Wong

COMPANY SECRETARY

Doris Wai-Nar Wong FCIS, FCS
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CORPORATE INFORMATION

SENIOR MANAGEMENT

Harold Tsu-Hing Wong
Group General Manager
Managing Director and Chief Executive of Dah Sing Banking
Group Limited

Jimmy Wing-Fai Poon
Director and Chief Executive of Dah Sing Life Assurance Company
Limited and Dah Sing Insurance Company (1976) Limited

AUDITORS

PricewaterhouseCoopers
Certified Public Accountants in Hong Kong

SOLICITORS

Herbert Smith Freehills

REGISTERED OFFICE

36th Floor, Dah Sing Financial Centre
108 Gloucester Road, Hong Kong
Tel: 2507 8866

Fax: 2598 5052

S.W.L.LF.T.: DSBAHKHH

Website: http://www.dahsing.com

SHARE REGISTRAR AND TRANSFER OFFICE
Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17th Floor, Hopewell Centre

183 Queen’s Road East, Wan Chai, Hong Kong

SHARE LISTING AND STOCK CODE

The Stock Exchange of Hong Kong Limited
Stock Code: 0440
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DIRECTORS’ AND SENIOR MANAGEMENT’S PROFILE
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BOARD OF DIRECTORS

Mr. David Shou-Yeh Wong
Chairman

Mr. Wong, aged 76, was appointed as the Chairman of the Company
in 1987. He is currently the Chairman of Dah Sing Banking Group
Limited (“DSBG”), Dah Sing Bank, Limited, Banco Comercial de
Macau, S.A., Dah Sing Life Assurance Company Limited, Dah Sing
Insurance Company (1976) Limited, Macau Insurance Company
Limited, Macau Life Insurance Company Limited and various
other companies. He serves as a member of the Nomination and
Remuneration Committee of both the Company and DSBG. Mr.
Wong is the Honorary President of Guangdong Chamber of Foreign
Investors and a Vice President of The Hong Kong Institute of Bankers.
Mr. Wong has over 50 years of experience in banking and finance.
He is the father of Mr. Harold Tsu-Hing Wong, the Group General
Manager of the Company.

Mr. Robert Tsai-To Sze
Independent Non-Executive Director

Mr. Sze, aged 76, was appointed as an Independent Non-Executive
Director of the Company in 1997. He is also an Independent Non-
Executive Director of Dah Sing Banking Group Limited (“DSBG”), Dah
Sing Bank, Limited, Dah Sing Bank (China) Limited and Dah Sing Life
Assurance Company Limited. He serves as the Chairman of the Audit
Committee and the Nomination and Remuneration Committee of
both the Company and DSBG, and is an independent non-executive
Director to a number of Hong Kong listed companies as set out
below. Mr. Sze is a Fellow of The Institute of Chartered Accountants
in England and Wales and The Hong Kong Institute of Certified Public
Accountants. He was a former partner of an international firm of
accountants with which he practised for over 20 years.

Apart from the Company and DSBG, Mr. Sze also holds/held
directorships in other Hong Kong listed companies during the last
3 years, namely, China Travel International Investment Hong Kong
Limited, Hop Hing Group Holdings Limited, Min Xin Holdings Limited,
Nanyang Holdings Limited, Sunwah Kingsway Capital Holdings
Limited, Asia Satellite Telecommunications Holdings Limited (retired
in June 2013) and QPL International Holdings Limited (retired in
September 2013).
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BOARD OF DIRECTORS (Continued)

Mr. Lon Dounn (Lonnie Dounn)
Independent Non-Executive Director

Mr. Dounn, aged 64, was appointed as an Independent Non-Executive
Director and a member of the Audit Committee of the Company in
April 2012. He is also an Independent Non-Executive Director and the
Chairman of Risk Management and Compliance Committee of Dah
Sing Bank, Limited. He also served as an Independent Non-Executive
Director of Dah Sing Banking Group Limited between December 2010
and March 2012. Mr. Dounn has over 40 years of extensive experience
in the banking industry and had assumed various senior executive
positions in credit and risk management in a number of banks,
including HSBC and Bank of China.

Mr. Seiji Nakamura
Independent Non-Executive Director

Mr. Nakamura, aged 74, was appointed as an Independent
Non-Executive Director and a member of the Nomination and
Remuneration Committee of the Company in June 2012. He served as
an Alternate Director to two Non-Executive Directors of the Company
during 1998 to 2003. Mr. Nakamura was appointed as an External
Director of Kurita Water Industries Ltd. which is listed in Tokyo Stock
Exchange in June 2013. Mr. Nakamura has over 50 years of extensive
experience in the shipping industry, in addition to the 5 years’ financial
sector and regulatory experience as a member of the Policy Board of
the Bank of Japan during April 2007 to April 2012.

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016
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BOARD OF DIRECTORS (Continued)

Mr. Blair Chilton Pickerell
Independent Non-Executive Director

Mr. Pickerell, aged 60, was appointed as an Independent Non-
Executive Director and a member of the Audit Committee of the
Company in June 2013. He is an Independent Non-Executive
Director and a member of the Finance Committee, Nominating and
Governance Committee and Strategic Issues Committee of The
Principal Financial Group (which is listed on the New York Stock
Exchange) and an Independent Non-Executive Director and a member
of the Nomination Committee and the Remuneration Committee of
Link Real Estate Investment Trust (which is listed in Hong Kong). Mr.
Pickerell joined Jardine Matheson Holdings Group in 1984 and held
various positions in Jardine Matheson Holdings Group, including as
General Manager of Jardine Fleming Taiwan, President of Taiwan
International Securities Corporation, Development Director of
Mandarin Oriental Hotel Group, General Manager of Jardine Fleming
Unit Trusts, and Managing Director of Jardine Pacific Limited. From
1999 to 2002, Mr. Pickerell was Managing Director of JF Asset
Management Limited. He also served as Chairman of JF Funds
Limited during part of that time. In 2003, he joined HSBC Investments
(Hong Kong) Limited as the Chief Executive Officer, Asia Pacific.
From 2007 to 2010, he served as Managing Director and CEO, Asia,
of Morgan Stanley Investment Management. He was the Head of
Asia and Global Chief Marketing Officer of Nikko Asset Management
Group which he joined in 2010 and served as the Chairman, Asia of
Nikko Asset Management Company till July 2015. Mr. Pickerell is a
member of the Supervisory Committee of Tracker Fund of Hong Kong,
a vice patron of The Community Chest of Hong Kong, a director of
Harvard Business School Association of Hong Kong and a strategic
advisor of CreditEast Wealth Management (HK) Ltd. Mr. Pickerell was
a court member of The University of Hong Kong during December
2008 to November 2014 and a member of the Main Board and GEM
Listing Committees of The Stock Exchange of Hong Kong Limited
during July 2015 to July 2016.
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BOARD OF DIRECTORS (Continued)

Mr. Eiichi Yoshikawa
Non-Executive Director

Mr. Yoshikawa, aged 60, was re-designated as a Non-Executive
Director of the Company in August 2016 after serving as an Alternate
Director of the Company from 2014 to 2016. He was also a Non-
Executive Director of the Company from 2007 to 2010. Mr. Yoshikawa
is currently the Senior Managing Director and Co-Chief Executive
of the Global Business Unit of The Bank of Tokyo-Mitsubishi UFJ,
Ltd. (“BTMU”), a wholly-owned commercial banking subsidiary of
Mitsubishi UFJ Financial Group, Inc. (“MUFG”). He is also the Senior
Managing Executive Officer and Deputy Group Head of the Global
Business Group of MUFG. Mr. Yoshikawa graduated with a Bachelor
Degree of Law from The University of Tokyo in 1981 and then
joined The Bank of Tokyo, Ltd. (now becomes BTMU after several
mergers completed in 2006). From 2007 to 2010, Mr. Yoshikawa was
General Manager of BTMU Hong Kong Branch. From 2010 to 2014,
Mr. Yoshikawa served as President of Bank of Tokyo-Mitsubishi
UFJ (China), Ltd. He was the Deputy Chief Executive of the Global
Business Unit and Chief Executive Officer for East Asia of BTMU from
2014 to 2016, during the period, he also assumed the position of
Managing Executive Officer and subsequently the Senior Managing
Executive Officer. Mr. Yoshikawa has over 30 years of extensive
experience in corporate banking, treasury and corporate planning as

well.

Mr. Toshihide Motoshita
Non-Executive Director

Mr. Motoshita, aged 55, was appointed as a Non-Executive Director
of the Company in August 2014. He is currently the Executive Officer,
Regional Head for Hong Kong and General Manager of The Bank
of Tokyo-Mitsubishi UFJ, Ltd. (“BTMU”) Hong Kong Branch. Mr.
Motoshita graduated with a Bachelor Degree in Economics from Keio
University in 1986 and joined The Bank of Tokyo, Ltd. (now becomes
BTMU after several mergers completed in 2006) immediately after
graduation. Mr. Motoshita had served and managed various positions
in BTMU and possesses over 25 years of experience mainly in
corporate banking.

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016

9



10

SEEkEHEEEABMN

DIRECTORS’ AND SENIOR MANAGEMENT’S PROFILE

A0 )

ARERE
HHITEF

Bkd 6755 P194FELZ T AEE  MAIAX
NEIFENITE SRR - 5°2011F5 A £20134F
6ALEARRAIBZEZESGKE - AE4ERAE
BMEEXARARTHEES  KEHWEBR DG
TEFERARAEETE GNEN) BR AT (R
Mg EmrEEEERERA)ERITES -
AREEBEI0 FHE  BXEMMEEBKL
,%ﬁo

EEAESLE
EEREIERI TG

|EA 0 645% 1993 F EZ T AARRIES -
WH2002F1 AEFA AEFRLIE - HIN19774F
MMARRARERITREZ E B EH B AR AFER
TBRRARN([AHRIT]) RIS - BEEEZEL
F9 - #50 1989 FF Ak B K HTER 1T & = 2 72 2000 F
ENAEERKIBE 201N E4AEEFEAKR
MIRITRAMIRITEEBRARESSRERE -
HEEBRFEBIT(FR)ARAREZERLER
NEZEEZHBARIZES - FMARMASZR
SN AR AR EEARNEBES 14.66% 1
B2 EERITRHBERAR (RES L) ZIEH
TEEREEER - ELAAERRITESS -
UREBRITEGRABBBRTERITIEEZA
A2 B - B A RER IS FIRITEBER -

ITREELE
HITEF

T4 - 565% © N2001 FER T AAATHNITE
F o 1995 F MARRREBLEKBARIK
FIRTTHER AR ([ RFIRIT)) BEEEI R
—B o M7 EEABEE  2FEEEEEE
MR EE KRB - SERIFEEMAFRAE -
TRAER2011F5 ABEAARNBITESLLCE
FITHRBE - FIMARNRITEEGRAR R
PIRSERITRMAERAR » KFET(FR)BR
RNARKMASRBRBERARZES - TEER
HESHN KESHFARSTMASEFREE
LREBSHMASEE - ThAEBREHI0FEHTS
BB RIBITEELS -

AFEMEBEGRAT] 20165 F3§

BOARD OF DIRECTORS (Continued)

Mr. John Wai-Wai Chow
Non-Executive Director

Mr. Chow, aged 67, was appointed as a Director in 1994 and is
currently a Non-Executive Director of the Company. He served as a
member of Audit Committee of the Company from May 2011 to June
2013. Mr. Chow is currently the Managing Director of Winsor Industrial
Corporation Limited, Executive Director of Wing Tai Properties
Limited and Non-Executive Director of ARA Trust Management
(Suntec) Limited (manager of the Singapore-listed Suntec Real Estate
Investment Trust). Mr. Chow has over 30 years of experience in textile,
garment and property business.

Mr. Hon-Hing Wong (Derek Wong)
Managing Director and Chief Executive

Mr. Wong, aged 64, was appointed as a Director of the Company in
1993 and promoted as the Managing Director in January 2002. He
joined Dah Sing Bank, Limited (“DSB”), a key operating subsidiary
of the Company’s banking group, in 1977 and has served and
managed various departments before appointed as a Director in
1989 and Managing Director in 2000. Mr. Wong was promoted as
Vice Chairman of DSB and Dah Sing Banking Group Limited in April
2011. Mr. Wong is the Chairman of Dah Sing Bank (China) Limited
and a director of various major subsidiaries of the Group. He is also
a Director of Great Wall Life Insurance Company Limited, and a Non-
Executive Director and Vice Chairman of Bank of Chongging Co., Ltd.
(listed in Hong Kong) in which the Group has a 14.66% equity interest.
Mr. Wong is an Associate of The Institute of Bankers (U.K.) and a
Founder Member of The Hong Kong Institute of Bankers and The
International Retail Banking Council of the U.K. Mr. Wong has over 35
years of experience in banking.

Mr. Gary Pak-Ling Wang
Executive Director

Mr. Wang, aged 56, was appointed as an Executive Director of the
Company in 2001. He joined Dah Sing Bank, Limited (“DSB”), a
key operating subsidiary of the Company, as the Group Financial
Controller in 1995 and was promoted as a Director in 1997,
responsible for the overall financial management and control,
operations and IT functions of the Group for a number of years. Mr.
Wang was promoted as the Managing Director and Chief Executive
of DSB in May 2011. He is also a Director of Dah Sing Banking Group
Limited, Banco Comercial de Macau, S.A., Dah Sing Bank (China)
Limited and Dah Sing Life Assurance Company Limited. Mr. Wang
is a qualified accountant, a Fellow of The Association of Chartered
Certified Accountants of the U.K. and a member of the Hong Kong
Institute of Certified Public Accountants. Mr. Wang has over 30 years
of experience in financial management and banking.



SEENSEEEABGBN

DIRECTORS’ AND SENIOR MANAGEMENT’S PROFILE

A0 )

BREALE
#iTEE

S - 495% M998 F JIAA QA - MALXR
Al KTASRBERAR BPIREROHER
n~El RFIASREBROEGBR AT - KHIRITE
RN ([ REERTT]) RAFTERTT (P E) BRAF
ZHITES o WIRAARIRITAITERABE KA
RITHERERCEMEASEE  AFERITVEE
BREERMERE - BRERBERBFREARE
B2 & RUARTSAE 5 o

s — KL
FHNR—FELEZEFEE

WA 555%  R2016F8 AEZTAAR
RIIERITES SR — L2 ETES - FHA
“EHRFUFJEIT(BTMU) BEHTES - B
D@2 THAAE - UMR=ZFRUFJ (FPE)RTT
EERBE - HR1984F ABE R 2 R RIRTT
(KA B E 2006 F Ak ABTMU) © JR 8% 4 & 4
EZBER  FEZECEEXRBRIARER -
BERIDM - BONBSENME - 22011 FHE
BTMUSTTE 83 S ZEUM R IS R ARLCIE -
2012 F £ 2014 F 8 - BB ERBTMUBTT
ZERIESREHEIERBEBNITRAKLE I
UL R EER AR RAIFERITER DT ZIEH
TES - PUAEEBAI0FRITERLR =
BERERBRERER -

BOARD OF DIRECTORS (Continued)

Mr. Nicholas John Mayhew
Executive Director

Mr. Mayhew, aged 49, joined the Company in 1998 and is currently
an Executive Director of the Company, Dah Sing Life Assurance
Company Limited, Macau Insurance Company Limited, Macau
Life Insurance Company Limited, Dah Sing Bank, Limited (“DSB”)
and Dah Sing Bank (China) Limited. He serves as the Deputy Chief
Executive of DSB, and Head of Treasury and Corporate Finance of
DSB, responsible for its treasury and corporate finance activities. Mr.
Mayhew has over 25 years of experience in financial services both in
the U.K. and Hong Kong.

Mr. Hidekazu Horikoshi
Alternate Director to Mr. Eiichi Yoshikawa

Mr. Horikoshi, aged 55, was appointed as an Alternate Director to
Mr. Eiichi Yoshikawa, a Non-Executive Director of the Company, in
August 2016. He is currently the Managing Executive Officer, Chief
Executive Officer for East Asia of The Bank of Tokyo-Mitsubishi
UFJ, Ltd. (“BTMU”) and a Director and President of Bank of Tokyo-
Mitsubishi UFJ (China), Ltd. He joined The Bank of Tokyo, Ltd. (now
becomes BTMU after several mergers completed in 2006) in 1984.
He assumed various senior positions in BTMU mainly responsible for
corporate and strategic planning and development in the different
regions including Asia, Europe and the Americas before appointed
as the Executive Officer and General Manager of European Business
Division in London in 2011. From 2012 to 2014, Mr. Horikoshi was
the Executive Officer, Regional Head for Hong Kong and General
Manager of BTMU Hong Kong Branch, and also served as a Non-
Executive Director of the Company and Chong Hing Bank Limited
during that time. Mr. Horikoshi has over 30 years of experience in
banking, mainly in corporate and strategic planning and development.

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016

11



12

SEELkEEEEAB[MN

DIRECTORS’ AND SENIOR MANAGEMENT’S PROFILE

BEEEAR

FTHELE
FE R
AHIRTTEEF IR 2 7] FAGGEIEFRTTIARE,

T oA 4755 0 R2000 F IIARRAREEEE
B AR ARHMIBITERAR @ 2005 FEET
BHTES  TR2010F3 ARSI AEES R
ERE o BEAXFBRITEBAERAR ([ RFRT
SEDESBREERTHREE - BRITAATAS
RBERARBIER  AFRIT(FE)BRAF
ERPIEERITRMBR ARG ZESE  THLES
2014F 10 AE A AEASREERINEESE
HEESETHEMEREZESZEE - HANR
BERERRTUAREAEZEBREM - TAER
AARRAHRITEEERTSERETHELEY
5F o

2

T

BRERE
AN FREE R L A RAAREE (1976) BIR 2
FIEFERTTHARE

ESCHE  555% ¢ 9 B 20104F KR 2015F &
EARFRR(1976)BR AR RAMAZTRBE
RAREERITHAH  FE—BRRBREBEE
HRBEBNEE - BPRRPFIRBBRNHDARA
RIZES  BAREABBSRBENSELZEY
KB  —RRBRERIFELRERESEE &
EENMARBRERFHEEER  WEREZE
TEMEBEER - BR2014/15FEHEEB RSB
EBEEF o FLERBRANERAAERE
HeMEeeEERNERBEIEN - HAB
BIFRHE—WRBREBLEELR  AL2F
R BIR - E@AE - HERTISEHEEEL
# o

AFEMEEEGRAT] 2016553k

SENIOR MANAGEMENT

Mr. Harold Tsu-Hing Wong
Group General Manager
Managing Director and Chief Executive of Dah Sing Banking Group Limited

Mr. Wong, aged 47, joined Dah Sing Bank, Limited, a key operating
subsidiary of the Company, in 2000, and was appointed as an
Executive Director in 2005 and a Vice Chairman in March 2010. He
is currently the Managing Director and Chief Executive of Dah Sing
Banking Group Limited (“DSBG”). He is also a Vice Chairman of Dah
Sing Life Assurance Company Limited, and a Director of Dah Sing
Bank (China) Limited and Banco Comercial de Macau, S.A. Mr. Wong
was appointed as a member of The EFAC Financial Infrastructure
Sub-Committee, a sub-committee under the Exchange Fund Advisory
Committee (“EFAC”) of the Hong Kong Monetary Authority, in October
2014. He is a qualified solicitor in England and Wales and in Hong
Kong. Mr. Wong is a son of Mr. David Shou-Yeh Wong, the Chairman
of the Boards of the Company and DSBG.

Mr. Jimmy Wing-Fai Poon
Director and Chief Executive of Dah Sing Life Assurance Company Limited
and Dah Sing Insurance Company (1976) Limited

Mr. Poon, aged 55, was appointed as a Director and the Chief
Executive of Dah Sing Insurance Company (1976) Limited and Dah
Sing Life Assurance Company Limited in 2010 and 2015 respectively,
responsible for overseeing the operation of general insurance
business and long-term insurance business. He is also a Director of
Macau Insurance Company Limited. Mr. Poon is a member of The
Hong Kong Federation of Insurers (“HKFI”) Governing Committee,
a deputy chairman of HKFI’s General Insurance Council and a
Councillor of HKFI’s Life Insurance Council. Mr. Poon is also the
Honorary Secretary of the Insurance Claims Complaints Bureau and
has been involved in various industry organizations. He was the
Chairman of HKFI during the term 2014/15. Mr. Poon holds an ANZIIF
(Associate) qualification and a Master of Management, and has over
30 years of experience in general insurance and management, with
expertise in underwriting, reinsurance, product development, sales
and marketing.
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CHAIRMAN’S STATEMENT

Despite difficult market conditions and market volatility during the
course of the year, our overall performance was relatively stable, with
profit attributable to shareholders down by 2.9% to HK$1,892 million
for the year. Both our banking and insurance businesses delivered
respectable profit performance, with the banking group’s attributable
profit down by 2.5% for the year, and the insurance group’s profit
down by 9.5%. As we had contracted to sell our life assurance
businesses in Hong Kong and Macau on 2 June 2016, the results of
these businesses are included under “Discontinued operations” in our
results announcement.

Our banking group’s capital position continued to strengthen from
internal capital generation and also an issue of a Tier 2 subordinated
debt by Dah Sing Bank’s (“DSB”) in late 2016, with DSB’s
consolidated Capital Adequacy Ratio reaching 18.3%, and Common
Equity Tier 1 (“CET1”) capital ratio increasing to 12.7% as at 31
December 2016.

BANKING BUSINESS

During the course of the year, the performance of the Bank was
relatively stable overall. Net interest income grew strongly, mainly
as a result of lower funding costs during the year, whilst fee and
commission income were down. Our core Retail banking business
performed relatively well, although our Commercial banking business
suffered from relatively slow growth, as well as some increase in credit
cost during the course of the year. Our Treasury business also slowed,
mainly due to a lower demand from customers for FX and related
products, largely relating to RMB, due to the continuing depreciation
of the currency. Our Macau business showed some growth, whilst
our China subsidiary recorded better performance, mainly due to
lower credit costs during the year. The performance of our associate
company, Bank of Chongqging, was also encouraging, posting a solid
growth in the year. Its contribution to our earnings in 2016 however
dropped slightly, as our interest in Bank of Chongging was diluted
from approximately 17.0% to 14.7% at the end of 2015.
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INSURANCE BUSINESS

Even though the results of our insurance business were below
those in 2015, with net profit down by 9.5% to HK$294 million for
the year, overall they were still considered satisfactory in a year in
which markets remained volatile. Whilst the overall growth in the new
business of our life business was modest in the year, bancassurance
sales were up by 8.2% compared with the prior year. In the second
half of the year, higher interest rates resulted in a release in our
actuarial reserves, although this was offset to some extent by lower
bond prices.

We contracted to sell our life assurance businesses in Hong Kong
and Macau on 2 June 2016, and therefore the results of these
businesses are included under “Discontinued operations” in our
results announcement. The sale process remains ongoing, and we will
make further announcements as and when appropriate.

CAPITAL AND REGULATION

In November 2016, DSB issued US$250 million of Tier 2 subordinated
debt, in advance of the call of its prior issues of $$225 million of
Lower Tier 2 subordinated debt and US$55 million of Upper Tier 2
subordinated debt for redemption in February 2017. Together with the
build-up of CET1 through earnings retention, this resulted in capital
levels as at 31 December 2016 that were substantially higher than the
prior year, at 18.3% overall, with CET1 at 12.7%. It should however
be noted that the subsequent call of the two subordinated debt issues
referred to above has lowered the overall capital ratio on a pro forma
basis by 72 basis points. We continued to comply with the Liquidity
Maintenance Ratio ("LMR”), with DSB’s average consolidated
LMR maintained at 42% during the year, well above the regulatory
minimum level of 25%. We believe that our capital and liquidity ratios
are maintained at levels within the market range for both peer banks
in Hong Kong, and indeed for banks internationally.
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CHAIRMAN’S STATEMENT

CHANGES OF THE BOARD DURING THE YEAR

On 23 August 2016, Mr. Takashi Morimura resigned as a Non-
Executive Director and Mr. Eiichi Yoshikawa ceased to act as an
Alternate Director to Mr. Takashi Morimura. On the same date, Mr.
Eiichi Yoshikawa was re-designated as a Non-Executive Director
and Mr. Hidekazu Horikoshi was appointed as an Alternate Director
to Mr. Eiichi Yoshikawa. The brief biographical details of Mr. Eiichi
Yoshikawa and Mr. Hidekazu Horikoshi are set out in the section
headed “Directors’ and Senior Management’s Profile” in this Annual
Report.

The Board extends a warm welcome to Mr. Yoshikawa and Mr.
Horikoshi for joining the Board, and expresses its sincere appreciation
to Mr. Morimura for his valuable effort and contributions to the Board
during his tenure of service with the Company.

2016 % 12 A 30 HEA R E 2 W K3H -

5% : 0440) RAFTIRITRB AR A A (RH KR
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Closing prices of Dah Sing Financial Holdings
Limited (Stock code: 0440) and Dah Sing
Banking Group Limited (Stock code: 2356) on 30
December 2016.

Closing price of Hang Seng Index on 30 December
2016.
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FUTURE PROSPECTS

The outlook for 2017 remains uncertain. Whilst the US economy
continues to recover, and the Mainland China economy is likely to
grow at a rate above 6% with steadier progress and more balanced
development, there are uncertainties over the direction of global trade
agreements, and a number of key elections in Europe, in addition to
the continuing Brexit negotiations. At present, it seems that the most
likely outlook for the markets and businesses in which we operate is
one of relative stability. It is expected that US interest rates will rise,
in line with US economic recovery, and whilst in the medium term
that should be positive for banks, it is possible that there will be some
shorter term margin pressure, as funding costs move upwards. With
potential interest rate and currency volatility, there is also the risk that
local market liquidity conditions, which have been generally benign for
some time, could change.

In Hong Kong, economic growth is forecast to continue to be
moderate, although perhaps improving slightly, and unemployment is
forecast to remain low, which is generally positive for credit quality.
The outlook for the housing market is more uncertain, with current
high levels of both prices and demand balanced by likely mortgage
rate hikes and increases in property supply. The stabilization of
the Mainland economy has led to more steady credit quality for
our Mainland subsidiary in the recent past, and Macau looks set to
continue on a recovering path.

We are therefore taking a balanced view towards the year. Whilst
we think that there will be some opportunities for growth in our key
markets of Hong Kong, Mainland China and Macau, we also see
both global and local risks ahead of us, as well as the likelihood
that the volatile market conditions experienced over the past couple
of years could continue. We therefore intend to attempt to take
advantage of opportunities for growth that present themselves, whilst
monitoring closely key market and economic developments so that
the associated risks can be managed appropriately.

Finally, | would like to thank my fellow directors for their valuable
contribution and extend, on behalf of the Board, our appreciation to
all of our colleagues for their hard work and dedication over the past
year, and also our appreciation of the support from our customers and
shareholders.

David Shou-Yeh Wong
Chairman

Hong Kong, 22 March 2017
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REVIEW OF OPERATIONS

MEREE FINANCIAL HIGHLIGHTS
AREREEBGEEMBRBEEMNIINTE The highlights of the Group’s consolidated financial performance for
the year are summarised in the table below:
2016 20154 =)
2016 2015 Variance
KE5
Restated
BEET HK$ Million
HBR BB B R 2 & & m A Operating profit before impairment losses! 2,374.3 2,345.2 1.2%
HBRREEEE 2 2ERF Operating profit after impairment losses' 1,810.7 1,848.9 -2.1%
R BT A Profit before taxation' 2,497.6 2,502.8 -0.2%
FEm A Profit for the year! 2,192.3 2,194.0 -0.1%
AR EIIRER e Ve A Profit attributable to shareholders 1,891.8 1,947.5 -2.9%
i LT - Continuing operations’ 1,645.4 1,634.1 0.7%
— BRI LR - Discontinued operations 246.4 313.4 -21.4%
BEART Total assets 223,221 212,792 4.9%
BEAF Total liabilities 195,555 186,883 4.6%
RERE S Shareholders’ funds 21,801 20,445 6.6%
FEFBIA G EIRA Net interest income/operating income' 75.3% 71.5%
PSS A B R Cost to income ratio’ 51.1% 50.0%
T & E R Return on average total assets 0.9% 0.9%
FHRRE S B Return on average shareholders’ funds 9.0% 9.9%
1. 2016 F FENIHER KB R RGRHELE 1. The financial information and financial ratios for the year 2016 is from
EB LB ER DB EEY] - continuing operations and the comparative information has been
restated accordingly.
Bf 7% B R FINANCIAL REVIEW
A LLFEA 2016 T L EHBFTEIF » 2 FEA A The local Hong Kong economy recovered somewhat in the second
EREERER1.9%  MLFFRIR1.2% - A half of the year, with GDP growth increasing to 1.9% for full year 2016,
MESCEFEE > KERAMEBFENE % compared with 1.2% in the first half. Domestic demand strengthened
HRANFEERNBEFN3.3% EKTE « HERT moderately, with household income and earnings registering
AR EREHREMN - TEENMREFEF - improvement, and unemployment remained at the low level of 3.3%
EE - —fRKE - BB T LEM TR A ER at the end of the year. The Hong Kong stock market also rallied in
i o the second half of the year, despite a sell-off towards the year end.

Therefore, in general terms, conditions in Hong Kong in the second
half of the year were somewhat better than in the first half.
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FINANCIAL REVIEW (continued)

Globally, however, conditions remained quite volatile. Following the
Brexit vote towards the mid-year, the Presidential election in the US
was held in November, with the new President taking office early
in 2017. Closer to home, whilst economic growth in the Mainland
was broadly in line with expectations at 6.7% for the year, the RMB
continued to weaken significantly in the second half of the year.
Notwithstanding the moves in the RMB, local Hong Kong liquidity
conditions remained strong, and local interest rates remained low until
nearly the end of the year, when they rose in tandem with those in the
US, and in line with the decision of the Federal Reserve in the US to
increase interest rates in December.

With local market conditions having improved somewhat in the
second half of the year, our profit attributable to shareholders for
2016 was relatively stable, decreasing slightly by approximately
2.9% to HK$1,892 million compared with the prior year. The overall
performance was driven mainly by fairly stable earnings reported by
our banking operations, and moderately lower profitability reported by

our insurance operations.

With more stable conditions in the second half of the year, the
Banking Group’s performance was also steady, with profit attributable
to shareholders in the second half of the year of HK$1,072 million
being similar to that in the first half. For the full year, net interest
income grew by 9.0% to HK$3,638 million, despite relatively sluggish
loan growth, mainly due to an improvement in net interest margin from
1.83% to 1.98%. The margin was helped by continued low interest
rates up until the last part of the year, when the Federal Reserve in the
US raised short term interest rates by 0.5%. Net fee and commission
income was down by 8.1% mainly due to a weaker performance
from our commercial banking and treasury activities, and lower
securities brokerage fee, whilst other retail banking fees were stable,
and wealth management fee and commission income was up. Our
bancassurance business also reported increased commissions over
the prior year.
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REVIEW OF OPERATIONS

FINANCIAL REVIEW (continued)

Our overseas banking business reported higher profit as a whole, due
to improved performance from our wholly owned subsidiaries, Banco
Comercial de Macau (“BCM”) and Dah Sing Bank (China), and despite
a reduction in the contribution from our associate Bank of Chongging
(“BOCQ"). The reduction in the contribution from BOCQ was due to
the dilution in our shareholding to approximately 14.7% in 2016 from
approximately 17.0% in 2015, after the completion of BOCQ’s share
placement towards the end of 2015.

Credit costs overall were up for the year, led mainly by increases
in loan impairments in our Hong Kong based commercial banking
business due to financial difficulties experienced by some SME
borrowers, as well as some increase in collective impairment charges
for the commercial and SME business to reflect a slight worsening
in asset quality when compared with the prior year, and in our retail
banking business driven mainly by increases in volumes of unsecured
personal loans. Overall impairment charges dropped half on half,
reflecting a stabilization in the underlying asset quality of our loan
portfolio during the second half.

Our overall net insurance premium income was slightly higher than
2015 due mainly to high levels of persistency, as well as respectable
new sales during the course of the year. Overall, new business sales
were slightly lower for the year, with an improved performance from
our bancassurance business being offset by lower sales from our
agency force. Against a very strong profit performance in 2015,
the net profit from our insurance business was lower, but was still
respectable at HK$294 million.

Return on assets of 0.9% and ROE of 9.0% were slightly lower than
in 2015, due to the lower level of profit reported, as well as the higher
level of equity due to retained earnings over the period. Our cost
to income ratio (of continuing operations) was also slightly higher
at 51.1%, vs 50.0% in 2015, a result of higher rate of cost increase
relative to the more subdued growth in operating income in the year.

The Company announced on 2 June 2016 the entering into of the
share sale agreement (the “Share Sale Agreement”) with a wholly
owned subsidiary of Fujian Thai Hot Investment Company, Limited
(“Thai Hot”) in respect of the sale of Dah Sing Life Assurance
Company Limited (“DSLA”) and Macau Life Insurance Company
Limited (“MLIC”) (the life insurance subsidiaries of the Company)
to Thai Hot, subject to certain conditions precedents including
regulatory approvals.
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FINANCIAL REVIEW (continued)

Under the Share Sale Agreement, it was proposed that new
bancassurance distribution agreements for 15 years (“New DAs”)
between DSB and its wholly owned Macau subsidiary bank (BCM) on
the one hand, and DSLA and MLIC on the other side be entered into
and take effect on completion of the Share Sale Agreement. DSLA and
MLIC will become subsidiaries of Thai Hot on completion of the Share
Sale Agreement. DSB and BCM are wholly owned subsidiaries of Dah
Sing Banking Group Limited (“DSBG”).

Shareholders of DSBG approved the entering into of the New DAs
respectively by DSB and BCM on 5 August 2016, and shareholders
of the Company approved the disposal of DSLA and MLIC under the
Share Sale Agreement on 25 August 2016.

SRITER BANKING BUSINESS

2016 & 2015 F o)

2016 2015 Variance
FEE Net interest margin 1.98% 1.83%
BEAT HK$ Million
ZiBIA Operating income 4,720.5 4,586.9 2.9%
MNBRREBERN 2 &8 R Operating profit before impairment losses 2,321.0 2,347.3 -1.1%
MBRREBER 2 EERT Operating profit after impairment losses 1,757.5 1,850.9 -5.0%
B A% A AR A Profit before taxation 2,446.5 2,508.7 -2.5%
FEEAF Profit for the year 2,145.5 2,200.6 -2.5%
PR B A ) Profit attributable to shareholders 2,145.5 2,200.6 -2.5%
EEEXR Advances to customers 113,655 109,625 3.7%
BPIER Customers’ deposits 153,863 150,848 2.0%
BEITHFRE Certificates of deposit issued 6,560 6,232 5.3%
FRER Total deposits 160,423 157,080 21%
‘RIBER Subordinated notes 7,146 5,320 34.3%
BER(TBIEESER) Loan (excluding trade bills) 70.8% 69.8%
HER(BREEET to deposit (including certificates
RTFGEE) L& of deposit issued) ratio

AU B 2 Cost to income ratio 50.8% 48.8%

AFEMEBEGRAT] 20165 F3§
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REVIEW OF OPERATIONS

BANKING BUSINESS (Continued)

With more stable conditions in the second half of the year, the
Banking Group’s performance was also steady, with profit attributable
to shareholders in the second half of the year of HK$1,072 million
being similar to that in the first half. For the full year, our banking
business reported profit attributable to shareholders of HK$2,145
million, down slightly by 2.5% on 2015.

Net interest income grew by 9.0% to HK$3,638 million, despite
relatively sluggish loan growth, mainly due to an improvement in net
interest margin from 1.83% to 1.98%. The margin was helped by
continued low interest rates up until the last part of the year, when the
Federal Reserve in the US raised short term interest rates by 0.5%.

Net fee and commission income was down by 8.1% mainly due
to a weaker performance from our commercial banking and
treasury activities, and lower securities brokerage fee, whilst other
retail banking fees were stable, and wealth management fee and
commission income was up. Our bancassurance business also
reported increased commissions over the prior year.

Our overseas banking business reported higher profit as a whole, due
mainly to improved performance from our wholly owned subsidiaries
in Macau and China, despite a reduction in the contribution from our
associate Bank of Chongqing (“BOCQ”) caused by the dilution in our
shareholding since late 2015, after the completion of BOCQ’s share
placement towards the end of 2015.

Credit costs overall were up for the year. The asset quality of our loan
portfolio stabilized during the second half, resulting in lower overall
impairment charges half on half.

As at 31 December 2016, the consolidated Common Equity Tier 1
(“CET1”) ratio of Dah Sing Bank, Limited (“DSB”) strengthened to
12.7%, compared with 12.2% at the end of 2015, driven by slower
asset growth and higher retained earnings. In November 2016, DSB
issued US$250 million of Tier 2 subordinated debt, in advance of the
call of its prior issues of S$225 million of Lower Tier 2 subordinated
debt and US$55 million of Upper Tier 2 subordinated debt in February
2017. Together with the build-up of CET1, this resulted in capital
levels as at 31 December 2016 that were substantially higher than
the prior year, at 18.3% overall. It should however be noted that the
subsequent call of the two subordinated debt issues referred to above
in February 2017 has lowered the overall capital ratio on a pro forma
basis by 72 basis points. We continued to comply with the Liquidity
Maintenance Ratio, which was maintained at 42% average level
during the year, well above the regulatory minimum level of 25%. We
believe that our capital and liquidity ratios are maintained at levels
within the market range for both peer banks in Hong Kong, and indeed
for banks internationally.
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HIGHLIGHT OF BUSINESS PERFORMANCE
Personal Banking

Our Personal Banking business, serving the retail banking, VIP
banking and Private Banking market segments, consumer finance
and vehicle finance of Hong Kong, continued to grow steadily in
2016 with broad based fee income and balance sheet growth. The
execution of our strategy in serving different customer segments,
including upgrading our Private Banking/VIP platform together with
promoting young banking segment backed by digitalization initiatives,
contributed to our revenue diversification under the uncertain market
conditions.

The continuous upgrade of the VIP service platform enabled Personal
Banking to provide better product and service to customers, including
allowing customers to have a clearer view of their portfolios, and to
trade to capture market opportunities and manage risk. Investment
and insurance income achieved encouraging growth in 2016 despite
the slower stock trading volume, and the growth was particularly
strong in foreign exchange related products and insurance products.
Through advocating the concept of “Active Opportunity Management”
and e-Alert service, the Bank further strengthened the timely
dissemination of market information and update to customers to
facilitate their trading, capturing of investment opportunities and
managing the risks of their investment portfolios. Though stock
market was volatile in 2016 with lower trading volume, our securities
services, equipped with convenient, well developed multi-channels
including mobile, on-line, phone and securities trading centers, was
gaining momentum with the customer base expanded by 20% in the
year. Towards year end, we launched the Shenzhen-Hong Kong Stock
Connect securities service. We were one of the few banks that provide
customers the service to trade Shenzhen, Shanghai and Hong Kong
stock markets via mobile and on-line channels.

Our efforts in wealth management services were recognized by
receiving various awards, including “Outstanding Brand Award 2016
— Wealth Management Services” by the Economic Digest, “Excellent
Brand of Mobile Securities Services, Banking Service” and “Excellent
Brand of On-line Securities Services, Banking Service” of Hong Kong
Leaders’ Choice by Metro Broadcast, and “Outstanding Financial
Management Planner Award” by the Hong Kong Institute of Bankers.

In the year, our Personal Banking achieved solid growth in loan and
deposit balances when compared with 2015.
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REVIEW OF OPERATIONS

HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Personal Banking (Continued)

Our “YOU Banking” service, targeting the young customer segment,
was further promoted including banking products bundling. With our
effort on sales and promotion, the number of YOU Banking customers
grew significantly in the year. The service gained market recognition,
with the CAPITAL magazine awarding us with the “Outstanding New
Generation Banking Service” award.

We actively promoted our personal loan products throughout the
year. 1-on-1 loan application service was offered which enabled
us to provide tailor-made loan proposal to customers. We also
rolled out attractive promotion activities to raise market awareness
of our personal loan services. The marketing campaign in the year
was effective in generating new business and gained good market
recognition with the awards of “Excellent Brand of Bank Personal
Loan” by Metro Broadcast and “Outstanding Personal Loan Banking
Service Award” by the CAPITAL magazine.

Against the highly competitive credit card market, we continued to
be very active in promoting our credit card services via various usage
programs and co-brand partnership programs. Dah Sing Credit Card
eShopping Butler Service was enhanced, with more comprehensive
insurance coverage, providing customers with worry-free on-line
shopping experience. We were also granted the Stored Value Facility
(SVF) license by the end of 2016 which strengthened our digital
payment platform and paved way for further development. We are
pleased to receive two awards in 2016 on our card business, which
are “Excellent Brand of Co-Brand Credit Cards” by Metro Broadcast
and “Outstanding Credit Card Banking Service Award” by the
CAPITAL magazine.

Various digitalization initiatives were launched to facilitate closer
contact with customers and enable customers to enjoy the extra
banking convenience and service. Our digital users grew significantly
in the year. E-statement, e-Alert capability and revamp of public
website further enhanced customers’ experience. New digital
payment platform “Dah Sing IPAY Payment Platform” was rolled out
with pioneer launch of Android Pay and participation of JETCO Pay,
which reflect our effort and also progressiveness to serve customers’
digital payment needs. Our efforts in digitalization gained market
recognition, with the award of “The Most Popular Online/Mobile Brand
Award - Personal Internet Banking Service” by Metro Broadcast.
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HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Personal Banking (Continued)

The asset quality of our retail lending portfolio remained benign, with
the loan delinquency rate and loan loss rate staying at relatively low
levels. The increase in the loan impairment charges was mainly due to
increases in the balance of unsecured lending.

We continued our branch network upgrade and relocation program
with the objective to improve our services and offer better customer
experience. Riding on the launch of the Dah Sing Bank’s Brand
Campaign, new uniform and new promotional display were
implemented at branches which were well-perceived by customers.
At the end of 2016, our branch network included 45 retail branches in
Hong Kong, with 23 VIP centers and 34 securities trading centers.

Commercial Banking

2016 was a challenging year for our Commercial Banking business.
With the depreciation of RMB and its uncertain outlook, and coupled
with a slower growth rate in the China economy, demand for cross-
border trade financing dropped notably in the year, which as a whole
led to a significant contraction in our trade bills business and balance
at the end of 2016. Lending to manufacturing companies, particularly
on equipment finance, was slower in the year, due to both weaker loan
demand and also our tighter credit control. Despite of these and keen
market competition, our Commercial Banking loan book, including
lending on traditional trade finance, recorded a respectable growth in
the year.

Net interest income increased in the year, driven by higher loan
balance and better net interest margin. The wider net interest
margin of our Commercial Banking business was contributed by the
rise in loan yields and tight control on deposit costs. Non-interest
income however dropped, compared to the previous year, a result
of the impacts of the RMB depreciation, contraction in the trade
bills business volume, and lower treasury-related product income,
particularly on foreign exchange income, due to the lower volume of

customer transactions.

Loan impairment charges were higher in the year, caused mainly by
higher non-performing loans mainly arising from our SME customers.
With the gradual stabilization of the asset quality of our SME
customers, and also stabilization of the market values of property
collaterals in general, after mid 2016, the amount of loan impairment
charges on our Commercial Banking business required in the second
half were lower than first half 2016.
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REVIEW OF OPERATIONS

HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Commercial Banking (Continued)

In response to the changing market, we worked closely with our
customers including refining our product features and facility terms
to meet customer needs and capture market opportunities. Our
Transaction Banking team had worked to enhance our product
capabilities by deploying more resources on our e-platform, DS-
Direct, to better serve our customers especially in the areas of trade
finance, factoring and cash management services.

To meet the higher compliance and AML standards while growing
our business, we had taken further actions to upgrade various control
measures, such as transaction monitoring on our SME customers and
first line operational control, in addition to the further strengthening of
our customer due diligence.

Our dedication to serving our commercial and SME customers was
again recognized by the market during the year. We have won 6
awards from various industry bodies, with good market awareness

and media coverage, including:

° Best Loved SME Bank Brand Award from RoadShow

o Corporate Social Responsibility Award from CAPITAL magazine
° Elite Award — Best Commercial Banking from Ming Pao Weekly

° 2016 Best SME’s Partner Award from Hong Kong General
Chamber of Small and Medium Business

° Best Commercial Banking from Metro Prosperity

o Capital Merits in Internet Banking Services Award from CAPITAL

magazine
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HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Commercial Banking (Continued)

To achieve better brand recognition and positioning in the market,
we reinforced our SME services and strategic focus in the year by
engaging in a variety of sponsorship programs to promote services to
SMEs, as follows:

° E-Commerce Competition, organized by the Office of the
Government Chief Information Officer, Alibaba.com and
the Hong Kong Netrepreneurs Association, to promote
e-Commerce.

. Belt and Road Seminar Series featuring the Creative
Technology, E-Commerce and Smart City, in cooperation
with the Hong Kong General Chamber of Small and Medium
Business.

° World SME Summit in HKCEC to explore the 2017 Economic
Outlook amid the Global Political and Economic Uncertainty.

. Participated as a trainer in the “Taobao E-Commerce Training
Program” to train young talents on e-commerce, cash flow and
trade finance.

° Co-operated with Hong Kong General Chamber of Small and
Medium Business for the video shooting of “Leadership Series”
on our iISME and broadcasted to the Roadshow on buses.

We will keep helping Hong Kong SMEs to develop and grow their
businesses in the fast changing business and market environment,
and believe that our commitment and effort will contribute to their
growth and success in the longer run, and the opportunities for our
growth, together with our customers.
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REVIEW OF OPERATIONS

HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Treasury

Our Treasury division reported weaker results in 2016, with a decrease
in fee and commission income more than outweighing stronger net
interest income.

There were a number of major events in 2016, including both the US
President Election and Brexit. The volatility in the market heightened,
with particularly sharp movements in both currencies and equities.
Bond markets fluctuated during the year, but medium term interest
rates ended the year only slightly above the level at which they
started, despite the US Federal Reserve raising the Federal Funds
Target Rate in December. After a steady first half in 2016, the RMB,
both offshore and onshore, depreciated sharply in second half of
the year, resulting in severe volatility in what had previously been a
relatively stable currency. Concerns about the Mainland economic
slowdown and the devaluation of the RMB during the year resulted
in a substantial reduction in the volume of RMB and RMB related
business conducted by our Treasury, both for our commercial and
retail customers, but the improved net interest margin during the year,
and correspondingly higher net interest income, helped to balance
this out to allow for an overall result that was somewhat lower than
2015. The Bank continued to pay close attention to liquidity risk
management, and increased its balances of highly liquid assets during
the year. Interest rate risk was also managed conservatively bearing in
mind the rising direction of short term interest rates in the second half
of the year, and we ended the year with a relatively short duration for
our bond portfolio of slightly over one year.

Treasury continued to collaborate closely both with our Commercial
Banking division and our Personal Banking division. We continue to
strengthen the services we provide and our relationships with clients
by offering a comprehensive range of treasury related products and
services.

We continued to rebalance our securities portfolio in the usual course

of business, and were able to realise disposal gains of HK$13 million
for the year.
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HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Banco Comercial de Macau

Banco Comercial de Macau (“BCM”) provides a comprehensive range
of commercial and retail banking and bancassurance products and
services to local customers in Macau. As of the end of 2016, BCM
operated a total of 14 branches in Macau.

Macau gaming sector recorded a mild drop in the gaming revenue in
2016, after the relatively sizeable contraction in 2015. These, together
with the weaker performance on tourist spending and consumption,
exerted pressure in the Macau economy during the past two years.
Macau’s economy reached a low point at mid 2016 and rebounded
during the second half of 2016, and ended the year with a modest
year-on-year GDP contraction. Against the generally weak economic
conditions, BCM continued to post improvement in its operating
results and its overall financial performance in 2016.

BCM'’s profitability further improved in the year, with net profit
on group reporting basis (adjusting for amortisation of intangible
assets recognised at the initial acquisition of BCM and some Group
level adjustments) up 1% on 2015. Financial performance metrics
remained stable and healthy, including asset quality. Average net
interest margin improved from 1.91% in 2015 to 1.99% in 2016,
contributed by tight control on funding cost. Fee and commission
income was affected by the lower retail securities trading volume
when compared with the more buoyant market sentiment and
customers’ trading in stocks listed on the Hong Kong Stock Exchange
in 2015, lower lending-related fees including syndicated loan fee,
but partly offset by higher volumes and commission income on
bancassurance distribution and wealth management product sales in
the year. Operating expenses were well controlled. Cost to income
ratio ended the year at 45.4% in 2016, similar to 45.3% in 2015.

BCM'’s total assets grew by 5.3% compared to the end of 2015. Loan
balance and customer deposits, relative to the end of 2015, were up
5.3% and 3.6% respectively. The growth in the loan portfolio was
driven by mortgage loan, commercial lending, working capital finance
and syndicated loan. Deposit growth was broadly diversified, with the
growth in low cost current and savings deposits and tight control on
fixed deposit cost contributing to the improvement in the overall cost
of funds.
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REVIEW OF OPERATIONS

HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Banco Comercial de Macau (Continued)

BCM continued to promote its SME banking and made further
upgrade in its VIP Banking service platform, in addition to its ongoing
focus in promoting its retail securities trading, credit card and vehicle
finance services to broaden its customer reach and enhance its
services to the local community. As a part of its medium term strategy,
it has been BCM’s continuing effort to strengthen both the branch and
digital banking capability to better serve its personal and commercial
customers in Macau.

Dah Sing Bank (China)

Dah Sing Bank (China) Limited (“DSB China”) is a wholly owned
subsidiary of Dah Sing Bank and was locally incorporated in China in
2008.

DSB China’s financial performance improved in 2016 with lower credit
cost as a result of tighter underwriting standard and credit control
measures adopted since 2014. DSB China’s loan portfolio grew
slightly as compared to 2015, with new lending underwritten in a well-
balanced and prudent manner. Deposit growth was recorded in the
year, reflecting our effort to diversify our deposit base and steady
deposit growth, which is important to support our loan growth and
long term development.

DSB China continues to operate in 6 major cities in China, with a
network comprising the Shenzhen headquarters, and branches in
Shanghai, Nanchang, Zhenjiang, Guangzhou (with a sub-branch in
Foshan), and a sub-branch in Shenzhen Qianhai, offering a wide
range of commercial and retail banking lending, deposits and related
banking services to our customers in China and customers that have
China-Hong Kong cross border banking needs.
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HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Bank of Chongging

Bank of Chongging (“BOCQ”) is the leading city commercial bank
in Chongqing. Chongqing is the largest city in Western China with
a population of over 33 million people, and is one of the 4 leading
municipalities in China reporting directly to Beijing. BOCQ operates a
branch network of around 140 branches and sub-branches, including
branches and sub-branches in Chengdu, Guiyang and Xian.

BOCQ’s business performance and financial results in 2016 were
satisfactory, with its net profit up 10.5% over 2015, and a return on
equity at 15.5% in the year. Loans and deposits grew 21.0% and
15.2% respectively on 2015. Other key financial and performance
metrics were solid, with a loan to deposit ratio at 65.8% and a non-
performing loan ratio at 0.96% at the end of 2016. BOCQ’s asset
quality in 2016 was generally stable, and ended the year with a very
comfortable non-performing loan coverage ratio at 293%.

Following the completion of BOCQ’s IPO in late 2013 and its share
placing in late 2015, our interest was diluted from 20% to 16.95%
in late 2013, and further reduced to 14.66% at the end of 2015. Our
share of BOCQ net profit continued to be recognized on an equity
accounting basis. Due to the dilution of our interest in BOCQ since
late 2015 and the weaker RMB in 2016, our share of BOCQ net profit
in 2016 was HK$603 million, lower than the overall 2015 BOCQ
contribution at HK$618 million, including the deemed disposal loss on
the 2015 dilution recognized by our Group.

Insurance Business

Our insurance business, consolidating the results of the life and
general insurance businesses in Hong Kong and Macau, reported
lower net profit when compared with 2015, due mainly to lower profit
from our long-term life insurance business caused by higher reserving
cost in the year, despite the much higher investment return in 2016.
In 2015, the charge on actuarial reserves benefited from certain
favourable changes in the actuarial assumptions for valuing our life
business.
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EBRABE@® HIGHLIGHT OF BUSINESS PERFORMANCE (Continued)
REREF @) Insurance Business (Continued)
TRAEBRBEN 2016 F KX 2015 F 2 Bzl The following provides a summary of the profit and loss of our
CEg insurance group in 2016 and 2015:
2016 20154
BEBT HK$ Million 2016 2015
FRE — FILREZE(APE) New business - Annualized 293 307
premium equivalent (APE)
FRE REMBA (BIEREE RESBA) Net insurance premium and other 2,061 2,040
income including fee and
commission income
REBRENRZHFE Net insurance claims and expenses (2,070) (1,438)
®E RABKRA Investment and related income
FEWA Interest income 347 314
FEERA(EE) Net trading income/(loss) 286 (234)
KEME 2 AHERARFER Net loss on fair value adjustment on (68) (89)
investment properties
HE R I EFES 2T Net gain on disposal of - 8
available-for-sale securities
H A& EWA Other operating income 43 42
NEt Sub total 608 41
EE X R E M A Operating expenses and other costs (308) (281)
RRETSBIANRT Profit before income tax 291 362
FrisBt Income tax 3 (37)
FR A Net profit 294 325

2016 F FRERHMP A R20E6T1HEE
TC mR2015F 2 WMA201E4TEETT © 8
EH(RSREBFLRESAETE)BREN 2015
F - DEBMEBR T EERSFE 2 REREH
BEMATE -

AEBHRARBENREZSBEAZBBKREE
BEEETF  pELERIEAERBRFENFTR
HNEAREZESXRESBRNEFEE RGN
BHEER - HR2015FHWM A FHLERAD
GRHBREROEBE2016FTBER - SFRAE
EHREBAAZEEABREIHEMRAE
BENREEEREEEERM LA -

Net insurance premium and other income was HK$2,061 million in
2016, higher than the HK$2,040 million reported in 2015. Sales, in
terms of annualized premium equivalent of our life business, was
slightly lower than 2015 as we continued to focus on higher margin
protection and savings products.

Our liabilities to policyholders under long-term life insurance contracts
were determined on an actuarial basis including adjusting the
valuation rates with a consideration of the medium to long-term US
Treasury yields and HK Government Bond yields as the risk-free rates.
In 2016, the more favourable economic and demographic assumption
changes adopted in 2015 did not recur, which resulted in higher
reserving charges in our actuarial liabilities to policyholders and an
overall higher transfer to actuarial reserves in the year.
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HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Insurance Business (Continued)

Investment performance in 2016 was positively impacted by a
rebound in the equity portfolio from the previous year, partially offset
by a lower valuation of investment properties.

Operating expenses and other costs increased from HK$281 million to
HK$308 million, mainly due to higher staffing and IT system costs for
supporting the continued expansion of our insurance businesses.

The following provides a summary of the key operating and
performance indicators of our general insurance business in 2016 and
2015, based on the results of our two general insurance subsidiaries:

2016 & 20154
BEBT HK$ Million 2016 2015
HRBUWA Gross Premium Written 581 591
AR E A Underwriting profit 16 19
Fia Al Net Profit 36 20

AEE—MRBREFSNBREWAR 2016 F/E A
B B 2016 FEA SRS HFEF c EZMR
B B RE = TR -

FERMABENREARERGERYE - AEEHE
BAERE—RRBEFNEZMERRARHRE
(1976) AR A E ([ RFTRR ) EAFRITEER
waME - RITRBEZZO RS RTRIL - H
EBRREE S R EBEREBAIRTT -

1£20165F » AF R ECAE — BB E —MRRR
NEER [ENMmBRE] - REEHSETER
MmE @ RELZEZEEEFEHIN KRB K
KIAZR2016F IMEABE BB LRI IF—
BREEWNESZFETY -
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Our general insurance business recorded slightly lower gross
premium income in 2016, but higher net profit in 2016, mainly due to
higher investment return.

Dah Sing Insurance Company (1976) Limited (“DSI”), our major
subsidiary in Hong Kong for general insurance business, worked more
closely with Dah Sing Bank through reinforced referral mechanism
as well as product bundling. With the completion of its core system
upgrade, the capacity and operational efficiency of DSI are greatly
enhanced for business expansion.

DSI was presented “The Outstanding Brand Award” by the Hong
Kong Economic Digest in 2016 under the General Insurance Company
category. On corporate social responsibility development, in addition
to participating in various Group-wide activities for good causes, a
charity run cum carnival program was jointly supported by DSI and
DSLA as the title sponsors in 2016.
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REVIEW OF OPERATIONS

HIGHLIGHT OF BUSINESS PERFORMANCE (continued)
Insurance Business (Continued)

Our Macau general insurance subsidiary, Macau Insurance Company
Limited recorded higher net profit in the year compared with 2015,
boosted mainly by good performance on investment return.

The following shows a summary of the net worth of our whole
insurance group and the solvency ratio of our main life subsidiary in

Hong Kong:
2016 & 20154
BEER HK$ Million 2016 2015
WEBREBR AR ZEEEE Net asset value of insurance 2,649 2,238
subsidiaries
RSB EBCERREER Value of in-force long-term life 2,309 2,167
assurance business
EEFE Net worth 4,958 4,405
RFASREZENSRED Solvency ratio for Dah Sing 403% 342%

M20165F 12 A31 B + AEBEERBLIFERET
B AEEBERBRPIZ ANBRBER 2B UR
BHER3ETIAZB T (B 2015 FFKA
216 T7EEEIT) - XEMNMREBEFAKME
REBATZAMEHERE 2R ESHEFRLGM -
AER—RREEBIHER CREE S B AY
- RAEERE NRBER 2 EREBR49E
5T8EEB T 82015F FERZ & EFH13% o

AEBMZEBERBIZASRRBEBGHBRBRIA
SRERFBR ZBRBENEANLE - R2016F
FRB403% » ERNEE ZREKF

RFTAFR 2016 FHELFTAREEE) [ KERH
Rl YEB-RIMEREREERESERE
mig - HEREMEHAFTASRENRE - &
RASEEEZINRACELSEETIIE - KH
ANSBHERETELEREBER THRARBER
i o RITABIIR2016 FR(EE—BFEEAS
RERABERIR [E g -

Life Assurance

As at 31 December 2016, the total value of our Hong Kong and Macau
in-force life assurance businesses as calculated in conjunction with
the independent actuary was HK$2,309 million (relative to HK$2,167
million at the end of 2015). With profit retention and increase in
the investment revaluation reserve of our insurance subsidiaries’
available-for-sale investments, the shareholders’ funds employed in
our life and general insurance businesses increased, giving an overall
value for the insurance business in the accounts of the Group of
HK$4,958 million, up 13% compared with the balance at 2015 year
end.

DSLA, the Group’s key life insurance subsidiary in Hong Kong,
continued to maintain a healthy overall solvency ratio, which stood at
403% at 2016 year end, well above the minimum required regulatory
level.

DSLA has launched a new branding campaign, “Happy Living ® New
Prosperity”, and promoted it through a series of social media and local
advertising during 2016 to help raise market awareness of DSLA’s
brand. With our continuing effort on corporate social responsibility
work, DSLA continued to be entitled to the Caring Company logo
awarded by the Hong Kong Council of Social Service. DSLA also won
“The Outstanding Brand Award” given by Economic Digest in 2016
under the Life Insurance Company category.
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RISK MANAGEMENT

During the year, we have further enhanced our risk appetite framework
and stepped up the robustness of our liquidity risk management,
partly in light of the changes in the regulatory requirements put
forward under the revised Supervisory Policy Manual modules
on liquidity risk management issued by the Hong Kong Monetary
Authority (“HKMA”) during 2016. Continuing effort and progress were
made in the year to improve credit approval and credit administration
processes to achieve improvement in credit controls and work
efficiency.

On the anti-money laundering (“AML”) front, we continued to
strengthen our AML risk management framework including
management oversight, policy and procedures, operational
processes, transaction monitoring and staff compliance culture.

EEXRRBEE CAPITAL AND LIQUIDITY
2016 F 20154
RITEE Banking Group 2016 2015
MBS ERIT 2 B AREHE Capital base of banking
(LAE&&TET) subsidiaries (HK$ Million)
®12A31H As at 31 December
— LR - Common Equity Tier 1 17,203 15,840
——® — Tier 1 17,203 15,840
- — Tier 2 7,515 5,855
HRg 2 ERERE B Total capital base after deductions 24,718 21,695
BARF B E Capital adequacy ratio*
— LR - Common Equity Tier 1 12.7% 12.2%
——® — Tier 1 12.7% 12.2%
— B - Total 18.3% 16.7%
MBEE#FLE(FETY) Liquidity maintenance ratio 41.9% 39.5%

AFEMEEEGRAT] 2016553k

(average for the year)
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REVIEW OF OPERATIONS

CAPITAL AND LIQUIDITY (Continued)

* The capital adequacy ratio as at 31 December 2016 and 31 December
2015 represents the consolidated position of DSB (covering BCM and
DSB China) computed on Basel Il basis with reference to the Banking
(Capital) Rules. This consolidated capital adequacy ratio takes into
account market risk and operational risk.

The liquidity maintenance ratio are calculated as the simple average
of each calendar month’s average consolidated liquidity maintenance
ratio of DSB (covering BCM and DSB China) for the 12 months of the
financial year, computed in accordance with the Banking (Liquidity)
Rules effective from 1 January 2015.

The Group’s banking business maintained healthy capital adequacy
ratios over the past 2 years whilst the Group pursued its growth
strategy and implemented changes to comply with the new regulatory
capital rules. In addition to profit retention in the year to strengthen
the Banking Group’s Common Equity Tier 1 capital, DSB issued a new
Basel Il compliant US$250 million Tier 2 subordinated debt in late
2016, which boosted the Tier 2 capital base and also consolidated
capital adequacy ratio of the Banking Group as at 31 December 2016.
The new Tier 2 subordinated debt was issued in advance of DSB’s
redemption of two non-Basel lll compliant Tier 2 subordinated debts
in February 2017 (with the call options to be exercised in early 2017,
after receiving the prior consent of HKMA).

Our Banking Group continued to maintain throughout the year a high
liquidity ratio backed by a strong pool of liquid assets including cash
and placements with banks, and diversified marketable securities held
for investment and liquidity purposes.

HUMAN RESOURCES

We continued to make efforts to inculcate the Group’s guiding
principles and values in our employees. Riding on the success of the
staff recognition program “Unsung Hero Award” in the past years,
in 2016, we launched the new “Dah Sing Star Awards” to continue
to recognise colleagues who have exhibited the Group’s guiding
principles and values in their daily work. Recognitions were also given
to those staff who made contributions to improvement in business
performance, productivity and effectiveness of our operations.
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HUMAN RESOURCES (Continued)

Growing with employees through mutual commitment is a part of the
Group’s corporate mission. In 2016, we launched the new Dah Sing
Manager Program for junior managerial staff based on the successful
experience of the similar program at advanced level covering senior
executives, which will contribute to the career advancement of our
managerial staff. A number of other new training programmes and
enhanced programmes were also launched to cope with the Group’s
changing business needs.

We furthered our efforts in fostering a caring culture throughout the
organization. In 2016, we introduced birthday party subsidy for all
employees and celebration lai see for colleagues who are newly
married or have a new born baby, enhanced our group medical
insurance coverage and implemented initiatives to promote staff
wellness, such as Work-Life Balance Week, Healthy Week and
various wellness talks. To support building a breastfeeding-friendly
workplace, lactation rooms for employees in need were set up or
planned for further development in the year.

DSBG was presented with “The Employer of Choice Award 2016” by
Job Market. The award is a recognition of the Group’s commitment
and achievement across different areas including recruitment and
retention strategy, training and development, reward, organizational
culture and work-life balance.

The Group is honoured to receive the “10+ years Caring Company”
award from the Hong Kong Council of Social Service in recognition
of our commitment to corporate social responsibility. Also, we were
granted the “2015/16 Good MPF Employer Award” by the Mandatory
Provident Fund Schemes Authority as a recognition of the Group’s
efforts in enhancing the retirement benefits of employees. Further, we
were given the “Family-Friendly Employer” award and “Awards for
Breastfeeding Support” under the 2015/16 Family-Friendly Employers
Award Scheme jointly organized by the Home Affairs Bureau and
the Family Council. In recognition of our being a “Family-Friendly
Employer” in two rounds of assessment under the Family-Friendly
Employers Award Scheme, we were also given the “Special Mention”.
These awards recognised the Group’s continuous efforts in enhancing
family-friendly policies and practices.

To cope with business growth covering the Hong Kong, Macau and
China markets and the increasing demand for human resources
to strengthen our capabilities in both business units and support
functions, the Group’s headcount further increased in 2016, with the
total number of employees of our Group increasing from 2,830 at the
end of 2015 to 2,999 at the end of 2016.
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CORPORATE GOVERNANCE PRINCIPLES AND
PRACTICES

The Board of Directors (the “Board”) and the Management of Dah Sing
Financial Holdings Limited (“Company” or “Group”) are committed to
maintaining a high standard of corporate governance practices within
the Group and devote considerable effort to identify and formalize
best practices. We believe that sound and effective corporate
governance practices are essential for delivering sustainable value,
enhancing a culture of business integrity and maintaining investors’
confidence. Good corporate governance promotes and safeguards
the interests of shareholders and other stakeholders, thereby
enhancing the credibility and reputation of the Group.

Throughout the year ended 31 December 2016, the Company has
applied the principles and complied with all code provisions as set
out in the Corporate Governance Code (“CG Code”) under Appendix
14 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (“Listing Rules”) with the exception
of code provision A.4.1 as explained in the following relevant section.
This Corporate Governance Report has been prepared in accordance
with the requirements set out in Appendix 14 of the Listing Rules, and
explains how the Company applies the principles of the CG Code.

BOARD OF DIRECTORS
The Board

The Board is responsible for the leadership and control of the
Company so as to promote its success and continued growth.
The Board is also responsible for ensuring that the Company has
sound systems of risk management, internal control and regulatory
compliance. The Directors, collectively and individually, have a duty to
act in good faith, and to take decisions objectively in the interests of
the Group. The Board sets the business objectives for the Company,
and monitors the execution of those objectives by the Management of
the Company.
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BOARD OF DIRECTORS (Continued)

The Board (Continued)

The Board has delegated the day-to-day responsibility of running

the Group to the Management, and has delegated responsibility for

certain matters to a number of committees, which are described

more fully in the following sections. As defined in the Board’s

terms of reference, there are a number of matters which require

the deliberation of the full Board, and may not be delegated to the

committees of the Board or the Management. These reserved matters

include:

setting and overseeing the objectives and strategies of the
Group

approving annual budget and business plan, and monitoring
performance and execution of plan

risk governance

appointment and oversight of senior management, and ensuring
competent management is in place

setting corporate values and standards

ensuring a suitable and transparent corporate structure

ensuring effective audit function and internal control

ensuring an appropriate level of effectiveness in respect of the
structure, operation and risk management

matters involving conflict of interest of substantial shareholders
or any Director

material acquisition or disposal of assets (not in the ordinary
business or operation of the Company), investments and
business reorganization

appointment of Directors and also appointment of individual
Directors as the chairman or members of Board Committees

corporate governance functions in respect of the development
and review of policies and practices on corporate governance
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BOARD OF DIRECTORS (Continued)
Board Composition

The Board comprises 11 Directors and 1 Alternate Director, namely
Messrs. David Shou-Yeh Wong (Chairman), Hon-Hing Wong (Derek
Wong) (Managing Director and Chief Executive), Gary Pak-Ling
Wang and Nicholas John Mayhew as Executive Directors (“EDs”),
Messrs. Eiichi Yoshikawa (Mr. Hidekazu Horikoshi as alternate),
Toshihide Motoshita and John Wai-Wai Chow as Non-Executive
Directors (“NEDs”), and Messrs. Robert Tsai-To Sze, Lon Dounn, Seiji
Nakamura and Blair Chilton Pickerell as Independent Non-Executive
Directors (“INEDs”). There is a strong independent element in the
Board to ensure the independence and objectivity of the Board’s
decision-making process as well as the thoroughness and impartiality
of the Board’s oversight of the Management.

The Board possesses appropriate experience, competencies and
personal qualities to discharge its responsibilities adequately
and effectively. In addition, the Board collectively has adequate
knowledge and expertise relevant to the business activities of the
Company in order to ensure effective governance and oversight. Brief
biographical particulars of the Directors are set out on pages 6 to 11.
The Company has maintained on the respective websites of Dah Sing
Bank and Hong Kong Exchanges and Clearing Limited an updated
list of its Directors including their roles and functions and whether
they are INEDs. INEDs are also identified as such in all corporate
communications that disclose the names of the Company’s Directors.

The independence of the INEDs has been assessed in accordance
with the guidelines set out in Rule 3.13 of the Listing Rules.
Following such assessment, the Board considers all the INEDs to be
independent. Further, the Company has also received from each of
the INEDs an annual confirmation of his independence.

The Company issues appointment letters to each of the NEDs
(including INEDs), setting out the terms and conditions of their
appointment.

Chairman and Chief Executive

The Company acknowledges that there are two key aspects of its
management — the management of the Board and the day-to-day
management of its business, and that there should be a clear division
of these responsibilities at the Board level to ensure a balance
of power and authority, so that no single individual should have
unfettered powers of decision.
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BOARD OF DIRECTORS (Continued)
Chairman and Chief Executive (Continued)

The posts of the Chairman and the Chief Executive are held separately
by Mr. David Shou-Yeh Wong and Mr. Hon-Hing Wong (Derek Wong)
respectively. This segregation ensures a clear distinction between
the Chairman’s responsibility to manage the Board and the Chief
Executive’s responsibility to manage the Company’s business and
a balance of power and authority. The Chairman mainly provides
leadership for the Board to ensure that the Board discharges its
responsibilities effectively, and that all key and appropriate issues are
discussed by the Board in a timely manner. The Chairman possesses
the requisite experience, competencies and personal qualities to fulfill
these responsibilities. The Chief Executive is responsible for the day-
to-day management of the Company to provide business direction
and operational leadership for the benefit of the Group’s businesses,
enhance shareholder value and ensure sound internal control.

NEDs (including INEDs)

The Company has 3 NEDs and 4 INEDs. Each of the INEDs has
provided to the Company confirmation of his independence as
required under Rule 3.13 of the Listing Rules. The Company has
complied with Rule 3.10(1) and (2) and 3.10A with sufficient number
of INEDs who possess the appropriate professional qualifications and
experience.

Pursuant to code provision A.4.1 of the CG Code, NEDs should be
appointed for a specific term, subject to re-election. The NEDs of
the Company are not appointed for a specific term, but are subject
to retirement by rotation and re-election at annual general meetings
in accordance with the provisions of the Company’s Articles of
Association.

NEDs, as equal Board members, give the Board and any committees
on which they serve the benefit of their skills, expertise and varied
backgrounds and qualifications through regular attendance and active
participation. They attend regular and special Board meetings, and
are encouraged to attend the general or extraordinary general meeting
of the shareholders of the Company. The NEDs make valuable
contribution to the development of the Company’s strategy and
policies through independent, constructive and informed comments
and suggestions.

Board Process

Board meetings are held at least 4 times each year at approximately
quarterly intervals, and additional board meetings are held as
necessary. Details of Directors’ attendance at the Board meetings and
the annual and extraordinary general meetings in 2016 are set out in
the section on Attendance Record.
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BOARD OF DIRECTORS (Continued)
Board Process (Continued)

Notice of at least 14 days is given of regular Board meetings to give
all Directors an opportunity to attend. For all other Board meetings,
reasonable notice is given in advance. Directors may submit to
the Company Secretary, in writing, and at least 7 days in advance,
matters that they would like to include in the agenda for regular
Board meetings. Minutes of the Board and committees of the Board
are kept by the Company Secretary or the secretary of the relevant
committees, and are open for inspection at any reasonable time on
reasonable notice by any Director.

Other than regular Board meetings, the Chairman also meets with the
NEDs (including INEDs), without the presence of the EDs and other
Management staff, to facilitate open and frank discussion on issues
relating to the Company.

Directors may, upon reasonable request, seek independent
professional advice in appropriate circumstances, at the Company’s
expense. In circumstances where Directors believe that independent
advice is needed, they should approach the Company Secretary or
the Chief Executive in the first instance with their request. No such
request will be unreasonably denied, and the Company Secretary
or the Chief Executive will endeavor to identify and engage an
appropriate professional adviser at the expense of the Company. The
Company maintains appropriate insurance cover in respect of legal
action against its Directors.

Corporate Governance Functions

The Board is responsible for performing the corporate governance
duties including:

- To develop and review of the Group’s policy and practices on

corporate governance

- To review and monitor the training and continuous professional

development of directors and senior management

- To review and monitor the Group’s policies and practices on
compliance with legal and regulatory requirements

- To develop, review and monitor the code of conduct and

compliance manual applicable to employees and directors

- To review the Company’s compliance with the CG Code and
disclosure in the Corporate Governance Report
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BOARD OF DIRECTORS (Continued)
Corporate Governance Functions (Continued)

The following is a summary of the matters relating to the above
corporate governance duties reviewed and discussed by the Board in
2016:

- Corporate Governance Report of 2015

- Requirements of the Listing Rules in respect of Environmental,
Social and Governance Reporting

- Corporate Social Responsibility Report of 2015

- Change of Board composition

- Revised Code of Conduct for Staff

- Adoption of e-communication with shareholders

- Revised Terms of Reference of the Nomination and
Remuneration Committee

Code for Securities Transactions by Directors

The Company has adopted its own code for directors’ securities
transactions (“Directors’ Dealing Code”) on terms no less exacting
than the prevailing required standard set out in the Model Code for
Securities Transactions by Directors of Listed Issuers (“Model Code”)
under Appendix 10 of the Listing Rules. Following specific enquiry,
the Directors of the Company confirmed that they had complied with
the required standard set out in the Model Code and the Directors’
Dealing Code during the year ended 31 December 2016.

Appointment and Re-election of Directors

A director appointed to fill a casual vacancy shall be subject to
election by shareholders at the first general meeting after his/her
appointment. Pursuant to code provision A.4.2 of the CG Code, every
director, including those appointed for a specific term, should be
subject to retirement by rotation at least once every three years. All
new Directors are subject to election by shareholders of the Company
at the next annual general meeting after their appointments have
become effective. All other Directors of the Company are subject to
retirement by rotation at least once every three years.
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BOARD OF DIRECTORS (Continued)
Delegation by the Board

The Nomination and Remuneration Committee and the Audit
Committee were set up under the authority of the Board, to assist the
Board in carrying out its responsibilities.

The current composition of the Board, the Nomination and

ZBHEEFFYINT Remuneration Committee and the Audit Committee is as follows:
EEg Board
BOES EDs
FFEGERF) David Shou-Yeh Wong (Chairman)
=R (B BEIRRITIAER) Hon-Hing Wong (Derek Wong) (Managing Director and Chief Executive)
Fla% Gary Pak-Ling Wang
B Nicholas John Mayhew
EHTES NEDs
HE— Eiichi Yoshikawa
KT&EF Toshihide Motoshita
EEE John Wai-Wai Chow
BYEHTES INEDs
s B Robert Tsai-To Sze
! Lon Dounn
RRNE R Seiji Nakamura
EME Blair Chilton Pickerell
BEEEE Alternate Director
BUE—(HNR—ZBEEEF) Hidekazu Horikoshi (Alternate to Eiichi Yoshikawa )
Nomination and
EERFMZESEE Remuneration Committee ERERES Audit Committee
BIYEHTES INEDs BYEHITEE INEDs
SEE(ERE) Robert Tsai-To Sze (Chairman) SEE(ERE) Robert Tsai-To Sze (Chairman)
RRNE R Seiji Nakamura E el Lon Dounn
EME Blair Chilton Pickerell
78 ED
TP David Shou-Yeh Wong
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EEg @ BOARD OF DIRECTORS (Continued)
EEREREAIRIEI Induction and Training for Directors
ARAREMHZANESRHESREFREAR A newly appointed Director is provided with a Director’s induction
NAIZER  THEBBELREN - WERES handbook and materials relevant to the Company and briefed by the
HAREBEREERERHEEEIER - AR Management to ensure that the Director has a proper understanding
BAGERBEENMETE THEE - A Q7] JFE of the operations and business of the Group and that he or she
MEEEERRENIEININTEES  IERZES is aware of his or her responsibilities under the relevant laws and
AR FESEBEAEELRNTORE - regulations. The Company also organized continuous professional
development and training to its Directors to ensure that they are
fully aware of their responsibilities under the applicable laws and
regulations.
EEHLEEFEEENRE BRI EHHENG Directors participated in continuous professional development to
Kikge e REEN  ARFAEFLHENE o develop and refresh their knowledge and skills. During the year, the
FrBESEHERARWEREEER 2016 FAFT Company has organized board briefings for Directors. All Directors

B MERER o

provided to the Company Secretary a record of the training they
received in 2016.

ZBEENFENCES T &EE 257 The Directors received trainings on the following areas during the
year:
g3l sne
Training Areas
%/ 0%
TEER EERTE BB
Business/
Corporate Financial/
- Directors Governance Regulatory ~ Management
BUFHTEE INEDs
LB Robert Tsai-To Sze v v v
B4 Lon Dounn v v v
HRBIR Seiji Nakamura v v/ v
EhE Blair Chilton Pickerell v v v
FHTEE NEDs
HE— Eiichi Yoshikawa v v v
(R2016%F 8 523 HIEHAF) (re-designated on 23 August 2016)
ATMER Toshihide Motoshita - - v
[EEE John Wai-Wai Chow v v v
HiTEE EDs
e David Shou-Yeh Wong v/ v/ v
BEH Hon-Hing Wong (Derek Wong) v / /
B (=l Gary Pak-Ling Wang v v/ v
BEE Nicholas John Mayhew v v v
BEFEE Alternate Director
EME— Hidekazu Horikoshi v v v
(BlR-—2BEES) (Alternate to Eiichi Yoshikawa)
(R2016 8 523 HEZF) (appointed on 23 August 2016)
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BOARD COMMITTEE - NOMINATION AND REMUNERATION
COMMITTEE

Nomination of Directors

The terms of reference of the Board sets out the requirement for a
formal, considered and transparent procedure for the appointment
of new directors to the Board. The terms of reference also explicitly
prohibit the delegation of decisions regarding the appointment of
new directors to sub-committees of the Board or to the management
of the Company, and require that such appointments are made after
deliberation by the full Board.

Remuneration of Directors

The Remuneration Committee was established by the Company in
August 2005 with specific written terms of reference setting out its
roles and responsibilities. The Committee was reconstituted as the
Nomination and Remuneration Committee (“NRC”) of the Company
in August 2006 with a set of updated terms of reference. The NRC is
responsible, among other things, for the review and endorsement of
the nomination of directors, approval of the remuneration of directors
and senior management. Since December 2010, the NRC’s terms
of reference have covered the following roles and responsibilities as

well:

- To assist the Board in discharging its responsibility for the

design and operation of the Company’s remuneration system

- To review and make recommendation to the Board in respect of
the Company’s remuneration policy and practices

- To determine the specific remuneration packages of directors

and senior management

To ensure that regular review of the Company’s remuneration
system and its operation is conducted
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BOARD COMMITTEE — NOMINATION AND REMUNERATION
COMMITTEE (Continued)

Corporate Governance Duties
The NRC also performs the following duties:
- To review the structure, size, composition and diversity of the

Board at least annually and make recommendations on any
proposed changes to the Board

- To regularly review the efficiency and effectiveness of
the functioning of the Board, particularly in respect of the
composition of Board members

- To review the Board Diversity Policy, the related measurable
objectives and the progress on achieving these objectives

The NRC is chaired by an INED and the majority of the members are

INEDs. The terms of reference for the NRC are available for inspection
at the Company’s registered office and the website of Dah Sing Bank.

The NRC held 3 meetings in 2016. The current members of the NRC
and their attendance record in 2016 are set out in the section on
Attendance Records.

The work of the NRC during 2016 included:

- Determining and approving the remuneration levels for
executive directors and senior management

- Reviewing and endorsing the nomination of directors to the
Board

- Reviewing and endorsing the terms of reference of NRC

- Reviewing and endorsing the Group’s remuneration policy and
related systems and practices

- Reviewing the disclosure on the Company’s remuneration
systems and practices

- Reviewing the Board governance of the Company and Dah Sing
Bank
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BOARD COMMITTEE — NOMINATION AND REMUNERATION
COMMITTEE (Continued)

Corporate Governance Duties (Continued)

- Reviewing the 2015 performance evaluation of individual INEDs
and the Board evaluation of Dah Sing Bank

- Reviewing and endorsing the succession plan for the Chief
Executive and Division Head positions of Dah Sing Bank

The Group’s Remuneration Policy

The Group’s policy on remuneration is to maintain fair and competitive
packages for its employees, which are commensurate with market
terms, and are based on business needs, expertise and quality of
the individuals, and with proper reference to industry practice and
regulatory guidelines.

For determining the level of fees paid to members of the Board of
Directors, market rates and factors such as each director’s workload
and required commitment will be taken into account. The following
factors are considered when determining the remuneration packages
of EDs:

- Business needs and performance

- The economy and business conditions in general

- Each individual’s contributions to the Group

- Risk related performance

- Reference to market pay level commensurate with the individual’s
responsibility

- Consideration of regulatory guidelines

Retention considerations and each individual’s potential

During the process of consideration, no individual director will be
involved in decisions relating to his/her own remuneration.
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BOARD COMMITTEE - NOMINATION AND REMUNERATION

COMMITTEE (Continued)
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Board Diversity Policy

The Board has adopted a Board Diversity Policy (the “Policy”) on 3
December 2013. The key terms of this Policy are set out as follows:

Purpose

This Policy aims to set out the approach to achieve diversity
on the Company’s Board in order to enhance the quality of
its performance which in turn benefits the Company and its
business as a whole.

Policy statement

The Company recognizes and embraces the benefits of having
a diverse Board in supporting the attainment of its sustainable
development. Board diversity has been considered from a
number of aspects, including but not limited to gender, age,
ethnicity, cultural and educational background, professional
experience, skills, knowledge and length of service. All Board
appointments will be based on meritocracy, and candidates will
be considered against objective criteria, having due regard for
the factors on personal attributes outlined above, expectation
on contribution to the Board, and the benefit of diversity of the
Board.

Measurable Objectives

Selection of candidates will be based on a range of diversity
perspectives, including but not limited to gender, age, ethnicity,
cultural and educational background, professional experience,
skills, knowledge, independence and length of service. The
ultimate decision will be based on merit and contribution that
the selected candidates will bring to the Board.

Monitoring and Reporting

The NRC will review and report annually, in the corporate
governance report to the Board, a summary of the Policy, the
measurable objectives to implement the Policy and progress
made towards achieving those objectives.

Review of the Policy

The NRC will review the Policy, as appropriate, to ensure the
effectiveness of the Policy and discuss and recommend any
revisions that may be required to the Board for consideration
and approval.
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BOARD COMMITTEE - AUDIT COMMITTEE

The Audit Committee (“AC”), established by the Board of the
Company, is responsible for ensuring the objectivity and credibility
of financial reporting, reviewing the internal control system and
compliance with regulatory requirements, and approving audit
plans and reviewing findings and reports of the internal and external
auditors, and that in presenting results to the shareholders, the
Directors have exercised the care, diligence and skills prescribed
by laws, and that appropriate accounting and financial reporting
standards are followed.

The AC makes recommendation to the Board on the selection,
oversight and remuneration of external auditors. The AC reviews and
monitors the external auditors’ independence and objectivity and
the effectiveness of the audit process in accordance with applicable
standards.

The AC reviews and monitors the integrity of the Company’s annual
and interim financial statements, including significant financial
reporting judgments used in producing the financial statements.

The AC reviews the Company’s internal controls and reports its major
findings and comments to the Board. Descriptions of the Company’s
internal control system are set out below, whilst for risk management,
these are shown in the Supplementary Financial Information
under Risk Management and described with appropriate financial
quantification in the Financial Risk Management sections as notes to
the annual financial statements.

The terms of reference for the AC are available for inspection at the
Company'’s registered office and the website of Dah Sing Bank.

The members of the AC are Mr. Robert Tsai-To Sze (Chairman),
Mr. Lon Dounn and Mr. Blair Chilton Pickerell. All of the members
of the AC are INEDs with extensive experience in banking, finance
and business management. The AC’s chairman, Mr. Sze, is a
qualified accountant and was a partner of a predecessor firm
of PricewaterhouseCoopers up to June 1996. None of the other
committee members are employed by or otherwise affiliated with the
former or existing external auditors of the Company.

The AC members meet at least 3 times a year with the Company’s
senior Management, the head of internal audit and the external
auditors. In 2016, a total of 3 meetings were held.
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BOARD COMMITTEE - AUDIT COMMITTEE (continued)

The attendance record of individual directors at the AC meetings in
2016 is set out in the section on Attendance Records.

To enable Directors to be informed of the discussions and decisions of
the AC, members of the AC who also attend meetings of the Board will
advise on matters of significance relating to the financial statements
and the internal control system of the Group discussed in the AC.

The following is a summary of the work of the AC during 2016 in
discharging its responsibilities:

a. Review of, and providing advice and recommendations to the
Board for the approval of the 2015 results announcements and
audited financial statements of the Group, and the 2016 interim
results and interim report;

b. Review of external auditors’ findings and comments, and
management’s reports on major accounting and financial
disclosure matters in respect of 2015 audit and financial
statements;

c. Review of the Corporate Governance Report of 2015 for
inclusion in the Company’s 2015 annual report and the key
changes to the Corporate Governance Code of the Listing
Rules;

d. Approval of the reports to the Board providing a summary of the
issues, focuses and discussion reviewed and dealt with by the
AC in the second half of 2015 and the first half of 2016;

e. Review of connected party transactions and disclosure;

f. Review and approval of the appointment and remuneration of
external auditors;

g. Review and approval of the external auditors’ audit plan;

h. Review and approval of internal audit plan;

i Review of the internal audit’s work, findings and recommendations;

j- Review of updates from the Legal and Compliance Division
of the Group on the Hong Kong Monetary Authority (“HKMA”)

examinations and regulatory concerns, management’s actions
in implementing the HKMA’s recommendations;
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BOARD COMMITTEE - AUDIT COMMITTEE (continued)

k. Review of the highlights of major new accounting and financial
reporting standards and guidance issued by the Hong Kong
Institute of Certified Public Accountants, and impact to the
Group on their adoption; and

I Review of significant accounting treatments for the preparation

BEHA - of 2016 financial statements.
SR HETE ATTENDANCE RECORD
BRIEELFE016FEETe S  BHREEES The attendance of individual Directors at the Board meetings, Audit
IR NTNEEe e 2016 FREAFK Committee meetings, Nomination and Remuneration Committee
ERBRRFEIIREERZLFELEZNNWT - meetings, the 2016 Annual General Meeting and the Extraordinary
General Meeting held in 2016 are as follows:
Ro016 FERLERY/ BRRY
No. of meetings attended/meetings held in 2016
REREFH
Bzg ENZEE %88 RRBAFAE REHRIAE
Nomination and Annual Extraordinary
Audit Remuneration General General
B2 Directors Board Committee Committee Meeting Meeting
BUFHTEE INEDs
LEE Robert Tsai-To Sze 4/4 313 33 1 0/
E49 Lon Dounn 4/4 3/3 N/A 1 0/
BRER Seiji Nakamura 34 N/A 33 0 0A
*hE Blair Chilton Pickerell 4/4 313 N/A 11 0/1
FHTEE NEDs
Fit 2 Takashi Morimura 13 N/A N/A 0/1 N/A
(F2016 8 A 23 H#F) (resigned on 23 August 2016)
EIE— Eiichi Yoshikawa 1 N/A N/A N/A 01
(F2016 8 523 HEHIE) (re-dlesignated on 23 August 2016)
NN Toshihide Motoshita 3/4 N/A N/A 11 11
FER John Wai-Wai Chow 4/4 N/A N/A 11 01
HITEE EDs
Ivg David Shou-Yeh Wong 44 N/A 213 111 11
BEH Hon-Hing Wong (Derek Wong) 4/4 N/A N/A 11 11
% Gary Pak-Ling Wang 4/4 N/A N/A 111 11
K Nicholas John Mayhew 4/4 N/A N/A 11 11
EFES Alternate Director
EIIE- Eiichi Yoshikawa 013 N/A N/A 01 N/A
(FHEZBAESR) (Alternate to Takashi Morimura)
(F2016 %8 A 23 HE1F) (ceased on 23 August 2016)
BuA— Hidekazu Horikoshi 0/1 N/A N/A N/A 01
(BE-2EAES) (Alternate to Eiichi Yoshikawa)
(R2016%8 723 AEZ(T) (appointed on 23 August 2016)
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ACCOUNTABILITY AND AUDIT
Financial Reporting

It is the responsibility of the Board to present a balanced, clear and
comprehensible assessment of the Company’s performance, position
and prospects.

Management is responsible for providing sufficient explanation and
information to the Board to enable the Board to make an informed
assessment of the financial and other information put before the
Board for approval.

The Directors acknowledge their responsibility for preparing the
financial statements of the Group. As at 31 December 2016, the
Directors are not aware of any material uncertainties relating to events
or conditions which may cast significant doubt upon the Group’s
ability to continue as a going concern. The Directors have prepared
the financial statements of the Group on a going-concern basis.
The responsibility of the Group’s external auditor on the financial
statements is set out in the Independent Auditor’s Report attached to
the Group’s financial statements.

The Board is also responsible for providing a balanced, clear and
understandable assessment to annual and interim reports, other
price-sensitive announcements and other financial disclosures
required under the Listing Rules, as well as to information required to
be disclosed pursuant to statutory or regulatory requirements.

Internal Controls

The Board has delegated to management the responsibility to
develop and maintain a sound internal control system. The internal
control system, operating through a framework of management and
operational controls, and risk management systems, is intended to
allow the Board to monitor the Group’s business performance and
financial positions, to control and adjust risk exposures, to adopt
sound business practices, to obtain reasonable assurance on controls
against fraud and errors, to ensure compliance with applicable laws
and regulations, and to exercise oversight on and provide guidance
to management in achieving the Company’s objectives. However, it
should be recognized that the Group’s internal control procedures
can only provide reasonable, not absolute, assurance against material
errors, losses or fraud.
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ACCOUNTABILITY AND AUDIT (continued)
Internal Controls (Continued)

The key procedures that the Group has established to maintain an
effective internal control system are as follows:

A clear management organizational structure is set up with well-
defined lines of authority, accountability and responsibilities.

- Specialized committees are formed to oversee and control
significant risk factors, such as credit risk, liquidity and interest
rate risks, operational risk and compliance risk.

- Regular reporting of the performance of the Company’s businesses
to senior management and management committees. Actual
performance results against budgets are closely monitored. The
Board reviews the Group’s business and financial performance
on a quarterly basis.

- Written policies and procedures are established to facilitate
proper assessment of customers, services to customers,
segregation of duties, accuracy and completeness of
transaction processing, safeguarding of assets, credit control
and risk monitoring, control of business exposures, compliance
control and monitoring (including anti-money laundering
(“AML”)), staff training, IT development, IT governance and
information security, business continuity planning, financial
control (including accounting, regulatory reporting, financial
reporting to comply with regulatory and financial reporting
standards, management accounting and budget control,
reconciliation of accounts), and system of management
oversight including the operations of various functional
committees.

- The independent internal audit function monitors compliance
with management policies and procedures, and regulatory
requirements; and will conduct a wide variety of internal
control reviews and audit activities such as compliance audits
and operations and systems reviews to ensure the integrity,
efficiency and effectiveness of the systems of control. The
Head of Internal Audit reports functionally to the AC and
administratively to the Chief Executive with direct access to the
Executive Committee.
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ACCOUNTABILITY AND AUDIT (continued)
Internal Controls (Continued)

- The independent group risk function monitors and reports the
Group’s risk positions and analysis to senior management, Risk
Management and Compliance Committee and the Board, and
operates to sustain a sound asset quality and risk control in the
portfolio of the Group’s businesses with due consideration of a
proper risk and return balance.

- The Group’s business continues its ongoing upgrade of risk
management framework and capabilities to strengthen its risk
control and effectiveness, which are key to the maintenance of
sound internal control process of the Group.

- The Group Compliance Committee at the management level
serves to uphold a high level of awareness and accountability
of compliance requirements and is responsible for overseeing
and guiding the development, maintenance and enhancement
of compliance system, policies and practices to ensure
compliance with all statutory requirements and regulatory
guidelines. The Legal and Compliance Division of the Group
performs an independent on-going monitoring and advisory role
on the Group’s compliance with relevant rules and regulations,
while the AML and Financial Crime Risk Department manages
and oversees AML and financial crime risk of the Group.

Assessment of Internal Control System

In assessing the effectiveness of the internal control system, the
Board has considered reviews performed by the AC and executive
management, and the findings of both internal and external auditors.

Under the direction of the AC, the Group’s Internal Audit conducted
an assessment covering all material controls, including financial,
operational and compliance controls and risk management practices.
The 2016 reviews included an annual assessment of internal control
system with reference to the comments made by both internal and
external auditors, policies and procedures of the Group, regulatory
guidelines and the CG Code regarding internal controls. The Group
will continue to work to enhance its internal control system and
processes.
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RISK MANAGEMENT AND INTERNAL CONTROL

It is the responsibility of the Board to evaluate and determine the
nature and extent of the risks it is willing to take in achieving the
Group’s strategic objectives, and ensuring that the Group establishes
and maintains appropriate and effective risk management and
internal control systems. The Board is also responsible for overseeing
Management in the design, implementation and monitoring of the
risk management and internal control systems. Management has to
provide a confirmation to the Board on the effectiveness of these
systems.

The Group’s risk management and internal control systems are
designed to manage rather than eliminate the risk of failure to
achieve business objectives, and can only provide reasonable and
not absolute assurance against material misstatement or loss. Such
systems comprise a well-established organisational structure and
comprehensive policies and standards. Areas of responsibilities
for each business and functional unit are clearly defined to ensure
effective checks and balances.

Procedures have been designed for safeguarding assets against
unauthorised use or disposition; for maintaining proper accounting
records; and for ensuring the reliability of financial information used
within the business or for publication. The procedures provide
reasonable but not absolute assurance against material errors, losses
or fraud. Procedures have also been designed to ensure compliance
with applicable laws, rules and regulations.

Systems and procedures are in place in the Group to identify,
control and report on the major types of risks the Group encounters.
Business and functional units are responsible for the assessment of
individual types of risk arising under their areas of responsibilities,
the management of the risks in accordance with risk management
procedures and the reporting on risk management. The Group
maintains an effective risk management framework through the
setting up of specialised management committees for the oversight
and monitoring of major risk areas and the establishment of risk
management departments for relevant functions of the Group. Risk
management reports are submitted to the relevant committees and
ultimately to the Board or its delegated Board committee for oversight
and monitoring of various types of risk associated with the Group’s
businesses and operations. The Group’s risk management policies
and major control limits are approved by the Board or its delegated
Board committee. Operating and risk performance are monitored and
reviewed against relevant risk limits regularly according to established
policies and procedures.
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RISK MANAGEMENT AND INTERNAL CONTROL (continued)
Annual Assessment

The Group has implemented control self-assessment process on
risk management and internal control systems with reference to the
requirements of the CG Code of the Listing Rules covering all material
controls, including financial, operational and compliance controls
as well as risk management functions. The self-assessments on the
setup and effectiveness of risk management and internal control
systems included assessment conducted by management and risk
control departments, review and endorsement performed by Internal
Audit function, and review and confirmation by senior management of
the Group.

The results of the 2016 review, which have been reported to the
AC and the Board, revealed that the Group’s risk management and
internal control systems were effective and appropriate.

INTERNAL AUDIT

The Group has established an Internal Audit function. The primary role
of the Internal Audit function is to help the Board and Management
to protect the assets, reputation and sustainability of the Group. The
Internal Audit function provides independent and objective assurance
as to whether the design and operational effectiveness of the Group’s
framework of risk management, control and governance processes,
as designed and represented by the Management, is adequate.

Results of audit work together with an assessment of the overall risk
management and control framework are reported to the AC or the
Board as appropriate and at least annually. The Internal Audit function
also reviews the Management’s action plans in relation to audit
findings and verifies the adequacy and effectiveness of the mitigating
controls before formally closing the issue.

EXTERNAL AUDITORS’ INDEPENDENCE AND
REMUNERATION

The Company has reviewed and is satisfied with the independence of
the Company’s external auditors, PricewaterhouseCoopers (“PwC”),
for performing the audit of the Group’s financial statements.

The Company will use the non-audit services of PwC only when
the Company can benefit in a cost-effective manner and the
independence and objectivity of PwC as the Company’s external
auditors can be maintained. Otherwise, professional services from
other firms are used.
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EXTERNAL AUDITORS’ INDEPENDENCE AND
REMUNERATION (Continued)

In addition to audit related services, PwC, based on agreed-upon
procedures, provided the Group non-audit services during 2016
including review of tax returns and computation, tax advisory
services, review of the Group’s interim financial disclosure, and review
of the update on the offering circular of Dah Sing Bank, Limited’s
US$2 Billion Euro Medium Term Note Programme, and independent
assessments of certain operational processes, risk management and
internal control of the Group.

The remuneration paid/payable to PwC in respect of audit services
and non-audit services for the year ended 31 December 2016 is set
out as follows:

exft Bz EA
BN ARMEREE Services rendered for the Company Fee paid/payable
(F#7T)
(HK$°000)
ENZIRTS Audit services 10,139
EZLAINRTE Non-audit services:
o EMEEFHBUNTISHEZEAZI ([ o Review of the updated Euro Medium Term 770
B RARFIRITEFT EI T EATHEREEY Note Programme (the “Programme”) and
BHEETIE professional work on new subordinated note
issue of Dah Sing Bank under the Programme
o HRBERERE  BHEEKRERE - FE: e Compliance reviews and independent 3,977
FHIE B FIRMH A A ER RE % assessments on operational risk management,
technology risk management, new IT system
projects, etc.
o HAEBIMEHTIEKRANFIETEM o Tax compliance review on taxation computation 4,044
BHRB . MBERES and advisory service on compliance with new
tax regulations relevant to the Group
o Hfth e Others 3,255
aH# Total 22,185
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COMMUNICATION WITH SHAREHOLDERS
Effective Communication

The Board attaches great importance to communication with
shareholders. The Annual General Meeting provides a useful forum for
shareholders to exchange views with the Board. The Chairman of the
Board and all Directors make a strong effort to attend. The Chairmen
of the Board Committees and a representative of the external auditors
also attend the Annual General Meeting to take shareholders’
questions.

The Management holds group meetings with analysts in connection
with the Company’s annual and interim results. Apart from the
above, designated senior executives maintain regular dialogue with
institutional investors and analysts to keep them abreast of the
Company’s development, subject to compliance with the applicable
laws and regulations.

Moreover, the website of Dah Sing Bank (www.dahsing.com)
offers shareholders convenient access to the Company’s financial
information, announcements/circulars and information on the
Company’s corporate governance structure and practices, in addition
to business and corporate social responsibility activities of the Group.

Convening an Extraordinary General Meeting

Shareholder(s) holding not less than 5% of the total voting rights of
the Company may put forth requisition to convene an Extraordinary
General Meeting of the Company.

The requisition must (i) state the objectives of the meeting, (ii) be
signed by the requisitionist(s) and (iii) be deposited at the Company’s
registered office at 36th Floor, Dah Sing Financial Centre, 108
Gloucester Road, Hong Kong or in electronic form. It may also consist
of several documents in like form, each signed by one or more
requisitionist(s).

The requisition must also state (i) the name(s) of the requisitionist(s),
(i) the contact details of the requisitionists(s) and (iii) the number of
ordinary shares of the Company held by the requisitionist(s).

The Directors must proceed to convene an Extraordinary General
Meeting within 21 days from the date of the deposit of the requisition.
Such meeting should be held on a date not more than 28 days after
the date on which the notice convening the meeting is given.
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COMMUNICATION WITH SHAREHOLDERS (Continued)
Convening an Extraordinary General Meeting (Continued)

If the Directors fail to convene the Extraordinary General Meeting
as aforesaid, the requisitionist(s), or any of them representing more
than one-half of the total voting rights of all of them, may themselves
convene the meeting. Any meeting so convened shall not be held
after the expiration of 3 months from the date of the deposit of the
requisition.

A meeting so convened by the requisitionist(s) shall be convened in
the same manner, as nearly as possible, as that in which meetings are
to be convened by the Directors.

Any reasonable expenses incurred by the requisitionist(s) by reason of
the failure of the Directors to duly convene a meeting shall be repaid
to the requisitionist(s) by the Company.

Putting forward proposals at general meetings

Shareholders representing not less than 2.5% of the total voting rights
of all shareholders, or not less than 50 shareholders, who are entitled
to vote on a resolution at a general meeting, may:

- put forward a proposal at a general meeting

- circulate to other shareholders a written statement with respect
to matters to be dealt with at a general meeting

Shareholders may refer to section 580 of the Companies Ordinance
(Chapter 622 of the Laws of Hong Kong) for further details on
the shareholder qualifications and the procedures and timeline in
connection with the above.

Submission of enquiries to the Board

Shareholders may send their enquiries requiring the Board’s attention
to the Company Secretary at the Company’s registered office at 36th
Floor, Dah Sing Financial Centre, 108 Gloucester Road, Hong Kong.
Questions about the procedures for convening or putting forward
proposals at an Annual General Meeting or Extraordinary General
Meeting may also be put to the Company Secretary.
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COMMUNICATION WITH SHAREHOLDERS (Continued)
Shareholders Communication Policy

The Company has in place a Shareholders Communication Policy
which sets out the Company’s practices in relation to communication
with shareholders and the investment community. The Policy is
available on the website of Dah Sing Bank (www.dahsing.com).

HANDLING AND DISSEMINATION OF INSIDE
INFORMATION

A Guideline on the Control and Disclosure of Inside Information is in
place, which sets out the guiding principles, procedures and internal
controls for the handling of confidential inside information, and
dissemination of inside information in a timely manner so as to allow
all stakeholders to be aware of the latest positions or price sensitive
information of the Group and its subsidiaries.

CONSTITUTIONAL DOCUMENTS

The Company has not changed its constitutional documents in 2016.

COMPANY SECRETARY

All Directors have access to the advice and services of the Company
Secretary who possesses the relevant qualifications and experience
pursuant to the requirements of Rule 3.29 of the Listing Rules. She has
taken more than 15 hours of relevant professional training to update
her skills and knowledge during the financial year ended 31 December
2016.
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ABOUT THIS REPORT

As a renowned financial services group with a history deeply rooted
in Hong Kong for 70 years, Dah Sing Financial Holdings Limited
(the “Company” or the “Group” or “Dah Sing Group”) embraces
our responsibilities and desire to be a good corporate citizen who
contributes to the creation of shared social values.

We are committed to providing visibility on our performance in
sustainable development to our stakeholders. This Environmental,
Social and Governance (“ESG”) Report provides an update on our key
achievements concerning material ESG aspects during the financial
year ended 31 December 2016.

The scope of this report encompasses the Group’s core operations in
banking and insurance. In addition to our business operations located
in Hong Kong, this year we have extended the reporting scope to
cover the Group’s major operations in Macau and Mainland China.

This report is compiled in accordance with the ESG Reporting Guide
under Appendix 27 of the Main Board Listing Rules published by the
Stock Exchange of Hong Kong Limited.

This report supplements the Corporate Governance Report and is
included as part of the Group’s 2016 Annual Report. This report is also
accessible via the website of Dah Sing Bank at www.dahsing.com.

Our Philosophy in ESG

We believe that as a growing and responsible financial services group
in Hong Kong, we are accountable to fulfil not only our economic
responsibilities, but also our social and environmental obligations.
The Group’s Corporate Social Responsibility Policy reaffirms our
principles in ESG, and our ESG activities are organised to create long-
term value for our stakeholders.
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ABOUT THIS REPORT (Continued)
Our Philosophy in ESG (Continued)

We leverage various resources to address challenges and tap
into opportunities associated with ESG through our roles and
responsibilities at the workplace and marketplace, in the community
and the environment as a whole. At the Group level, we have
established a dedicated Corporate Social Responsibility (“CSR”)
Committee, comprising members of Management, to oversee the
direction of sustainable development. The CSR Committee also
reviews, approves, supervises and monitors the implementation
of our ESG initiatives. At the local level, our business units tailor
these initiatives in alignment with their nature of business and
community engagement. To facilitate continuous improvement, our
ESG performance is monitored, measured, reviewed and reported to
Management on a regular basis.

Stakeholder Engagement and Materiality Assessment

Addressing our ESG priorities requires working closely with our
stakeholders who share our values and vision, receive services from
the Group, or engage with the Group via different relationships;
these include our employees, customers, shareholders, suppliers,
regulators and the wider community. We engage our stakeholders on
a regular basis and maintain open and transparent dialogue with them
to collect and act on their feedback.

The table below outlines our engagement with different key
stakeholders:

Key Stakeholders Type of Engagement

Employees e Annual performance management

e Training, seminars and briefing sessions
e Dah Sing Staff Club

e Employee Assistance Program

e  Staff communication

e  People portal/intranet

e Recreational and volunteer activities

Customers e Relationship manager visits

e  Corporate website

e  Customer service hotline

e Quality Assurance unit to respond to
customers’ opinions

e  Customer talks and seminars
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ABOUT THIS REPORT (Continued)

Stakeholder Engagement and Materiality Assessment (Continued)

Shareholders e Annual General Meeting and other general

meetings

e Investor and press conferences and
briefings

e  Corporate website

e Corporate communications including
announcements, circulars, interim and
annual reports

Suppliers e Meetings and communications
e Regular supplier reviews
e  Supplier management

Regulators e Regular meetings and communications
e  On-site review
e Compliance reports

Community e Volunteer activities
e Sponsorship and donations
e Community outreach

The material ESG aspects identified are in line with what is most
critical to our stakeholders and our business. We are pleased to
disclose more on how we leverage our resources and strengths to
create sustained values for our communities in which we are a part.
This ESG Report serves to address the key concerns, interests and
expectations of our stakeholders. It summarises our ESG initiatives
and performance in the order of our employment practices, operating
practices, environmental performance and community involvement.

EMPLOYMENT PRACTICES

With more than 2,900 employees serving our core markets in Hong
Kong, Macau and Mainland China, the Group

values its people as its greatest asset. We
are dedicated to providing rewarding ‘

I

career opportunities and an inclusive work
I

environment to retain and engage the best
people to work for us. —
I
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program for graduate trainees

EMPLOYMENT PRACTICES (Continued)
Employment

The Group’s business achievements rely on the hard work and
dedication from our employees. We place great importance on talent
recruitment, development and retention through our employment
policies and practices, to ensure that we have the right talent required
to execute the Group’s strategic goals in the long run.

Our Graduate Trainee Programme has been running since 2004,
with more than 160 university graduates recruited. It manifests our
commitment to build our talent pipeline. We also offer fresh graduates
the opportunity to develop their career in the banking industry through
our Financial Services Trainee programme.

We have policies in place to stipulate
practices in relation to recruitment
and promotion, compensation and
dismissal, working hours, resting
periods, equal opportunity, diversity,
anti-discrimination and other
benefits and welfare.

We reward our people with our
“pay for performance” philosophy.

We offer competitive remuneration

to differentiate and reward
performance. Eligible employees
are entitled to benefits that are competitive in the market, these
benefits include leave entitlements and retirement benefits which are
above the statutory requirements, medical and life insurance, staff
housing loan and staff deposit accounts with preferential rates, etc.

We are dedicated to creating a fair and inclusive work environment
for our employees. Our employment policies and practices set a
tone of zero tolerance for discrimination, harassment, victimisation
or vilification on any grounds including gender, marital status,
pregnancy, disability, family status or race.
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EMPLOYMENT PRACTICES (continued)
Employment (Continued)

The Group encourages and supports a balanced work-life by
providing industry-compatible leave entitlements including annual
leave, birthday leave and volunteer service leave. ‘Healthy Week’,
‘Work-Life Balance Week’ and wellness talks are organised to raise
awareness of healthy living and work-life balance. We also provide
channels to convert into part-time work for our full-time employees
who wish to fulfil their work, personal and family commitments. In
supporting employees who are working mothers, the Group joined
the “Say Yes to Breastfeeding” Community Support Campaign
2015/2016, organised by UNICEF Hong Kong in collaboration with
the Hong Kong SAR Government, and set up lactation facilities in the
office premises.

Employee well-being has always been our top priority. Since 2001,
the Group has been operating the Employee Assistance Program,
where employees are supported by professionals to prevent, identify
and address their personal, family or work-related concerns in a
confidential manner.

Health and Safety

Providing a safe and healthy workplace for all employees is ingrained
in the Group’s culture. Our employees have been informed of potential
health and safety hazards in the office and the corresponding
preventative measures through our “Guidelines on Occupational
Safety and Health”. In the event of a pandemic outbreak, our
“Contingency Plan for Outbreak of an Infectious Disease” sets out
procedures to help us cope with the situations and maintain business
continuity by taking appropriate and timely actions.

Training and Development

Our training programmes are designed to provide our employees
with a rewarding career and help our high-calibre talents actualise
their potential. The training programmes cover a diverse range of
topics, including sales, operations, product compliance, leadership
and management skills. Our e-learning platform, which mainly covers
the compliance and internal control related topics, allows
our employees to learn anytime and anywhere. The use

of online training channel in 2016 has increased by
almost 40% as compared to last year.
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EMPLOYMENT PRACTICES (continued)
Training and Development (Continued)

Dah Sing Group believes in lifelong learning. We offer education
sponsorships for employees to acquire higher academic qualifications
for their personal development. Sponsorship and examination
leave are also given to employees to attend various professional
development programmes and examinations such as FLMI, ACCA,
HKICPA, AHKIB, CFP, CFMP and CFA organised by different
professional bodies.

It is important that we help our people embrace our corporate culture
and shared values. Our Value Building Foundation Workshop adopts
an interactive approach to engage our employees to live and exhibit
the Group’s guiding principles and values in their daily work.

Labour Standards

The Group observes high labour standards and prohibits the use of
child, forced and compulsory labour. We monitor, prevent and report
such practices through scrupulous and rigorous practices.

Regulatory Compliance

During the year, we were not aware of any non-compliance with laws
and regulations that have a significant impact on the Group relating to
employment, occupational health and safety, or labour standards.

OPERATING PRACTICES

We recognise that loyal and satisfied customers are critical to our
continued business success. The Group upholds a customer-centric
culture and strives to construct a mutually beneficial relationship with
our customers in which values created are shared in a transparent and
fair manner.

Supply Chain Management

In managing our supply chain risk, we use suppliers that act in an
environmentally, socially and ethically responsible manner. Suppliers
are assessed based not only on their quality of work, track record
and economic factors, but also their ways of doing things in respect
of environmental, social and business conduct. Our suppliers are
expected to adhere to our standards, including those related to
ESG, as outlined in the respective request for proposal documents.
Such expectation is reinforced through our supplier performance
evaluation.
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OPERATING PRACTICES (continued)
Customer Experience

The Group works to create a good customer experience by providing
quality products and services that suit customer needs.

The Group invests in leading technologies and resources to deliver
quality and up-to-date services to customers. These have provided
our customers fast account opening, services via different channels,
and the added convenience, security and service quality on the use of
our e-banking and e-payment services, which have ongoing upgrade.
Our life insurance subsidiary is among the first batch of insurance
companies in Hong Kong certified with the internationally-recognised
standard ISO 9001 for its outstanding quality management system.

Our people are equipped with proper training and skills in handling
customer enquiries and complaints. We welcome constructive
feedback from our customers and provide them with various
communication channels, such as hotline and email, in addition to our
branch network. Customer complaints are followed up and addressed
in a timely manner by the relevant parties and customer suggestions
are taken to guide our continuous efforts in making improvements.

We are committed to providing clear, accurate and balanced
information about our products and services to our customers to help
them make informed financial decisions. Our frontline sales personnel
are adequately trained to act with due skill, care and diligence.

Customer Data Privacy

As a socially responsible financial services organisation in Hong
Kong, trust is our license to facilitate the economic development of
the community we serve. The Group is committed to building trusting
relationships with our customers and communities by safeguarding
personal data privacy.

We have a Privacy Policy Statement in place which sets out clear
instructions for the collection, retention and use of customer data.
Policies and standard operating procedures are established and
adopted at the business level to protect the privacy and security of
personal data, in accordance with the applicable local regulatory
requirements. Our data privacy policies and requirements are
communicated and emphasised to all employees through inductions
and annual refresher trainings as well as various

other avenues, including seminars and quizzes.

Access to customer data is strictly limited to

authorised personnel. Unauthorised use of

customer data, particularly for the purpose of

direct marketing, is strictly forbidden.
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OPERATING PRACTICES (continued)
Customer Data Privacy (Continued)

With the increasing application of internet-based technologies in
financial services, the Group has been keenly aware of the cyber risks
associated with personal data security and has implemented stringent
control and security measures in offering its products and services
on the internet-based banking platform, mobile banking and mobile
securities trading platforms.

Anti-corruption and Whistle-blowing

We live up to the high expectations that our stakeholders have for us
as a responsible business by upholding high ethical values. The Group
has zero tolerance for bribery, extortion and other forms of corruption.
Our anti-corruption policies and procedures require our businesses to
meet high ethical standards at all times.

The Group’s requirements toward anti-corruption and business
ethics, incorporated in our Code of Conduct, are communicated and
reinforced to all employees. Regular training on anti-corruption and
whistle-blowing are given to all employees to create and strengthen
their awareness. The Group’s independent internal audit function
conducts in-depth reviews of various internal controls and audit
activities across our businesses to safeguard staff integrity.

Our whistle-blowing procedures encourage and enable our
employees and other stakeholders to report on observed and
suspected non-compliance and questionable practices in confidence
without retribution. Reported cases are investigated and followed
up by the compliance or internal audit teams. Confirmed cases are
reported to the Audit Committee and Management of the Group.

The Group is strongly committed to combatting money laundering
and terrorism financing. Our Group-wide anti-money laundering
(“AML”) and counter-terrorism financing policies and procedures
are established in line with international and local AML and counter-
terrorism financing frameworks. We practise rigorous customer due
diligence and record-keeping and report suspicious transactions to
mitigate AML risks. Dedicated governance structures including the
AML Committee, Management Committee and Risk Management
Committee have been established to oversee and control the risks
concerning AML, financial crime and terrorism financing.

For more information regarding our corporate governance practices,
please refer to the Corporate Governance Report in this Annual
Report.
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OPERATING PRACTICES (Continued)
Regulatory Compliance

During the year, we were not aware of any breach of laws and
regulations that have a significant impact on the Group relating
to anti-corruption; nor were we aware of any incidents of non-
compliance with laws and regulations that have a significant impact
on the Group concerning health and safety, advertising, labelling and
privacy matters relating to products and services and methods of
redress.

ENVIRONMENTAL PERFORMANCE

As a responsible financial services provider, we are committed to
minimising our environmental impacts, and have proactively played a
role in driving our community towards a greener economy. We work
to be part of the solution to environmental protection, by reducing our
own energy and greenhouse gas (“GHG”) footprints, practising waste
recycling and enabling sustainable businesses by supporting green
financing.

Energy and GHG Emission Management

The Group recognises that energy comprises a major part of its GHG
emissions. Our businesses have implemented a myriad of measures
in improving energy efficiency in our operations and reducing the
intensity of GHG emissions.

To minimise energy use and GHG emission at its source, we choose
to procure higher energy efficient machinery and equipment. Our
employees are encouraged to avoid unnecessary business travels
and use alternatives, such as videoconferencing. To exert a positive
influence on user behaviour, we have set out guidelines to encourage
energy saving by turning off the computer or printer during idle time.

At our banking business in Hong Kong, we have replaced over 600
fluorescent light tubes with more energy efficient LED models in 2016
to lower the CO, emissions at the office premises by about 60,000 kg.
We are proud to announce that in March 2016 we became a signatory
to the Environmental Bureau’s “Charter on External Lighting”. This
initiative allows us to reduce energy wastage and minimise light
nuisances of external lighting installations. Additionally, we undertook
a virtualisation project with external consultants to consolidate

and streamline IT equipment which helped lower electricity
consumption and GHG emissions.

Our continuous efforts in making our operations
greener have been recognised by the
Environmental Campaign Committee with the
award “Energywi$e Certificate — Good Level”.
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ENVIRONMENTAL PERFORMANCE (continued)
Waste Reduction and Recycling

The Group is committed to managing waste responsibly through
reducing and recycling waste. Waste generated from our operations
is recycled as much as possible. Recycling bins are provided on the
premises and are easily accessible by employees. We recycled over
140 tonnes of scrap paper, empty printer cartridges and toner bottles
in 2016.

As recognition of our consistent efforts in waste reduction and
recycling, the Group was presented the “Wastewi$e Certificate —
Good Level” award by the Environmental Campaign Committee in
2016.

Going Paperless

We have invested in state-of-the-art technologies, such as the
internet commercial banking platform, DS-Direct, which enables us
to send bank alerts, advices and statements electronically to our
customers. Additionally, we launched e-receipts for ATMs as an
alternative to paper receipts. Since March 2016, our banking business
in Macau has migrated over 4,500 customers to electronic statements
for their credit cards.

Internally within Dah Sing Group, many of our processes have evolved
to be paperless. For example, e-forms have been widely applied
internally and e-fax has been adopted for bank-wide document
transfers. We have deployed over 200 scanning devices to facilitate

document retention in electronic form.

Reducing Water Use

We support water conservation and have adopted practical water-
efficiency measures in our key premises. For example, we installed
faucets which are designed to be 80% more water-efficient than
traditional taps in the washrooms of our banking operation in Macau
to reduce daily water usage.
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ENVIRONMENTAL PERFORMANCE (continued)
Supporting Green Finance

The Group recognises the global demand in green finance and is
enthusiastic to play a part in enabling capital-raising and project
investment that provide environmental solutions. Our banking
business in Mainland China has established a set of lending guidelines
which prohibits loans for inefficient, pollution-causing projects. This
is in line with the trend of the industry and addresses increasing
expectations from the public for greater accountability from the

financial sectors.

Regulatory Compliance

We were not aware of any non-compliance of laws and regulations
that have a significant impact on the Group relating to air and
GHG emissions, discharges into water and land, and generation of

hazardous and non-hazardous waste during the reporting period.

COMMUNITY INVOLVEMENT

We believe that the prosperity of the community in which we
operate is intertwined with the growth of our business. Community
outreach is an essential part of our CSR strategy. We make efforts
to understand the needs, interests
and concerns in the community and
give back to society as much as we
could. In collaboration with various
partners, the Group supports a variety
of community programmes that create
long-lasting social benefits and brings
sustainable solutions to scale. In 2016
our community involvement focused on
Small and Medium Enterprise (“SME”)
support, youth development, sports for

Ay T o
EREBSE EPIEEETAT AN (58

Staff of BCM Bank participated in “Walk for Millions” in Macau

charity, environmental conservation and

financial inclusion.
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a® K AT
€4 DA SINGBANK

AEsa e

Fici=1- _
ME’s Partner Award in 2016

COMMUNITY INVOLVEMENT (continued)
Supporting SMEs

SMEs are the lifeblood of the Hong Kong economy and they form
an important customer segment for the Group. We believe that
supporting SMEs is important not just
for the sustainable development of
Hong Kong, but also for the Pearl River
Delta region as a whole. Apart from
organising many activities for SMEs,
we also sponsored the 2016 Hong
Kong E-commerce Ecosystem Summit
and the 2" Hong Kong E-commerce
Award Competition co-organised by
Alibaba, the Office of the Government
Chief Information Office of the Hong

Kong SAR and the Hong Kong
Netrepreneurs Association.

Nurturing the Youth

The youth are the future of our society and we strive to empower them
and bring social mobility to them.

The Group introduced the “Life Buddies” programme in mid-2016,
where our staff volunteered to be one-on-one mentors for 8 students
in Lingnan Secondary School to guide them through the process of
setting goals for personal development.

In July 2016, we supported the “Taobao E-commerce Training
Program” by engaging employees to provide training to 50 young
e-commerce talents on topics ranging from cash flow and financial

management to the basics of trade finance.

We also supported the volunteering work organised by The Hong
Kong Association of Banks to promote financial management
concepts and career in banking industry to the youths and
participated in the career workshops organised by the Chinese YMCA
of Hong Kong for secondary school students.

To promote reading and to facilitate our society’s transition into
a knowledge-based economy, the Group supported a series
of activities under the “New Home Association Reading Fun”
programme to help children from underprivileged families enhance
their reading and writing skills. The programme engaged parents to
share tips about reading with their children and distributed over 160
admission tickets to families to go to the Hong Kong book fair.
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COMMUNITY INVOLVEMENT (continued)
Nurturing the Youth (Continued)

The Group has given scholarships to students with good academic
results at selected universities in Hong Kong, Macau and Mainland
China over the past few years.

Promoting Sports and Supporting Those in Need

The Group organised a basketball

ERLBRPNBRE
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event with competition and
challenge games in late 2016 to
raise funds for Operation Santa
Claus. The fundraising event was
attended by over 120 staff and 32
children. The Group hosted the
event with a view to providing DSB
staff with a chance to join hands
with children in need for charity,

while also fostering a strong team

AMBEERBER [BOEHAITE | B

spirit among its staff.

Dah Sing Charity Score Challenge raised funds for Operation Santa Claus
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The Group sponsored the “Dah Sing Bank ROPE-SKIPPING Inspires!
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The Group also sponsored 19 children from low income families to join
a 2-year free rope skipping course and 80 underprivileged children
to participate in the Doraemon Run, which helped the youngsters to
develop sports skills and sportsmanship.
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Doraemon Run 2016

In November 2016, the Group sponsored a running event called
“Dah Sing Love Love Run” organised by AIDS Concern, a charity
that focuses on improving the living standards for HIV/AIDS patients
and dedicated to stop the spread of HIV/AIDS. Over 1,000 people
participated in the event and we raised a total of HK$540,000.
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COMMUNITY INVOLVEMENT (continued)
Environmental Conservation

The Group is pleased to be the sponsor, for the second time in a row,
for the Konica Minolta Green Concert: Power Triathlon 2016, a 10-day
event that aims to raise awareness for environmental protection and
climate change. The event engaged over 2,000 participants and raised
over HK$700,000 to support those in need.

To promote awareness for environmental conservation, the Group
organised a clean-up for an eco-garden in Shenzhen, southern China.
The event was attended by over 150 staff.

Financial Inclusion

Dah Sing Group supports disadvantaged customers, such as the
elderly, minors, low-income groups and physically or mentally
challenged customers, by providing waivers for low-balance
maintenance and dormant account fees. The Group also participates
in the “Treat Customers Fairly Charter” run by the Hong Kong
Monetary Authority.

AWARDS AND RECOGNITIONS
The following are the major awards received by the Group in 2016:

o “10+ years Caring Company” recognition by the Hong Kong
Council of Social Service

o “2015/16 Good MPF Employer Award” by the Mandatory
Provident Fund Schemes Authority

. “2015/16 Family-Friendly Employer”, “2015/16 Awards for
Breastfeeding Support” and “Special Mention” under the
2015/16 Family-Friendly Employers Award Scheme by the
Home Affairs Bureau and the Family Council

° “The Employer of Choice Award 2016” by JobMarket

° “Corporate Social Responsibility Award” by CAPITAL magazine

° “2016 Best SME’s Partner Award” by the Hong Kong General
Chamber of Small and Medium Business

° “Outstanding Financial Management Planner Award” by the
Hong Kong Institute of Bankers for sales and financial planning
colleagues
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AWARDS AND RECOGNITIONS (continued)

° Persistently Outstanding Service Outlet (TKO Metro City
Branch) and Persistently Outstanding Service Company of the

year by Tip Top Consultants Ltd

° Best Loved SME Bank Brand Award by RoadShow

° Elite Award — Best Commercial Banking by Ming Pao Weekly
° “Best Commercial Banking” under Metro Awards for Banking &

Finance Corporations 2016 by Metro Daily and Metro Prosperity

° “Capital Merits in Internet Banking Services Award” by CAPITAL
magazine

N
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Annual General Meeting
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The Directors submit their report together with the audited financial
statements for the year ended 31 December 2016.

PRINCIPAL ACTIVITIES AND SEGMENT ANALYSIS OF
OPERATIONS

The principal activity of Dah Sing Financial Holdings Limited (the
“Company”) is investment holding. The principal activities of the
subsidiaries are shown in Note 28 to the financial statements. An
analysis of the performance of the Company and its subsidiaries
(the “Group”) for the reporting period by business and geographical
segments are set out in Note 6 to the financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2016 are set

out in the consolidated income statement on page 97.

The Directors declared an interim dividend of HK$0.29 per share and
a total of HK$97,171,779 in cash was paid on 23 September 2016.

The Directors recommend the payment of a final dividend of HK$1.03
per share in cash, totalling HK$345,127,353.

CLOSURE OF REGISTER OF SHAREHOLDERS

For determining shareholders’ right to attend and vote at the
forthcoming annual general meeting:

2017523 B (A=) % 20175260 (28 A)
23 May 2017 (Tuesday) to 26 May 2017 (Friday)

201745 H22H (28—) THF 4K 305
4:30 p.m. on 22 May 2017 (Monday)

20175 A26 A (EHF)
26 May 2017 (Friday)

201765 A26 A (EHF)
26 May 2017 (Friday)
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REPORT OF THE DIRECTORS

CLOSURE OF REGISTER OF SHAREHOLDERS (continued)

For determining shareholders’ entitlement to receive the proposed
final dividend™:

20176 A6H(EH=)E201766 A8 H (2HM)
6 June 2017 (Tuesday) to 8 June 2017 (Thursday)

201746 A5 H(EH ) TF4E309
4:30 p.m. on 5 June 2017 (Monday)

201746 A8 H (EHM)
8 June 2017 (Thursday)

201766 A14B (EH=)
14 June 2017 (Wednesday)

(*subject to shareholders’ approval at the forthcoming annual general meeting)

During the periods of the closure of Register of Shareholders, no share
transfers will be registered. For registration, all transfer documents
accompanied by the relevant share certificates must be lodged with
the Company’s share registrar, Computershare Hong Kong Investor
Services Limited, Shops 1712-1716, 17th Floor, Hopewell Centre, 183
Queen’s Road East, Wan Chai, Hong Kong before the relevant latest
time to lodge transfers.

BUSINESS REVIEW

A review of the business of the Group and a discussion and analysis
on the Group’s future business development are provided in the
“Chairman’s Statement” and the “Review of Operations” of this
Annual Report. Description of the principal risks and uncertainties
that the Group may be facing can also be found in the “Chairman’s
Statement” and the “Review of Operations” of this Annual Report.
The objectives and policies of financial risk management and the
risk management structure and framework of the Group can be
found in the “Notes to the Financial Statements” of this Annual
Report. Particulars of important events affecting the Company that
have occurred (if any) can be found in the “Notes to the Financial
Statements”. An analysis of the Group’s performance during the year
using financial key performance indicators is provided in the “Review
of Operations” of this Annual Report. In addition, discussions on
the Group’s environmental policies and relationships with the key
stakeholders and compliance with relevant laws and regulations
which have significant impact on the Group can be found in the
“Environmental, Social and Governance Report” and the “Corporate
Governance Report” of this Annual Report. The “Notes to the
Financial Statements” also contain description of the management
structures and framework to ensure compliance of various laws and
regulations which are applicable to the Group. The above sections
form part of this Report of the Directors.
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SHARES ISSUED IN THE YEAR

Details of the shares of the Company issued during the year are shown
in Note 43 to the financial statements.

DONATIONS

During the year, the Group made charitable and other donations
amounting to HK$2,247,000.

DIRECTORS

The Directors of the Company during the year and up to the date of
this Report of the Directors are:

David Shou-Yeh Wong
Chairman

Robert Tsai-To Sze*

Lon Dounn*

Seiji Nakamura*

Blair Chilton Pickerell*

Eiichi Yoshikawa
(ceased to act as Alternate Director and re-designated as
Non-Executive Director with effect from 23 August 2016)

Toshihide Motoshita

John Wai-Wai Chow

Hon-Hing Wong (Derek Wong)
Managing Director and Chief Executive

Gary Pak-Ling Wang
Nicholas John Mayhew
Hidekazu Horikoshi
(appointed as alternate to Eiichi Yoshikawa with effect from

23 August 2016)

Takashi Morimura
(resigned with effect from 23 August 2016)

* Independent Non-Executive Directors
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REPORT OF THE DIRECTORS

DIRECTORS (Continued)

In accordance with Article 122 of the Company’s Articles of
Association, one-third (or the number nearest to but not exceeding
one-third) of the Directors (including Managing Director(s)) being
those who have been longest in office shall retire by rotation at each
annual general meeting. The Directors retiring under Article 122 are,
however, eligible for re-election. Accordingly, Messrs. Gary Pak-Ling
Wang, John Wai-Wai Chow and Blair Chilton Pickerell will retire, and
being eligible, offer themselves for re-election at the forthcoming
annual general meeting.

In accordance with Article 126 of the Company’s Articles of
Association, any Director who is appointed at any time shall retain his
office until the next following annual general meeting of the Company
at which he shall retire and, being eligible, offer himself for re-election.
Accordingly, Mr. Eiichi Yoshikawa who was re-designated as a Non-
Executive Director on 23 August 2016, will retire, and being eligible,
offers himself for re-election at the forthcoming annual general
meeting.

The Company has received an annual confirmation from each of the
Independent Non-Executive Directors as regards their continued
independence while serving as members of the Board of Directors
during the year, and the Company still considers all the Independent
Non-Executive Directors to be independent.

Details of the Directors to be re-elected at the forthcoming annual
general meeting are set out in the circular to the shareholders sent
together with this Annual Report.

DIRECTORS OF SUBSIDIARIES

A list of the names of all the directors who have served on the boards
of the subsidiaries of the Company during the year and up to the
date of this Report of the Directors is provided in the “Directors of
Subsidiaries” section which follows this Report of the Directors.

DIRECTORS’ SERVICE CONTRACTS

None of the Directors proposed for re-election has a service contract
with the Company or any of its subsidiaries which is not determinable
within 1 year without payment of compensation, other than statutory
compensation.
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

As at 31 December 2016, the interests and short positions of the
Directors and the Chief Executive of the Company in the shares,
underlying shares and debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFO”)) which were required to
be notified to the Company and The Stock Exchange of Hong Kong
Limited (“SEHK”) pursuant to Part XV of the SFO (including interests
and short positions which they have taken on or are deemed to have
acquired under such provisions of the SFO), or which were required,
pursuant to the SFO, to be entered in the register referred to therein,
or as otherwise required to be notified to the Company and the SEHK
pursuant to the Model Code for Securities Transactions by Directors
of Listed Issuers and the code of conduct for directors’ securities
dealing adopted by the Company (collectively the “Securities Model
Code”) were as follows:

a) Interests in the shares of the Company and its
associated corporation

EERTRG

By R

BAt

ARREBERRAEE Percentage

Number of ordinary shares in the Company of interests

BARE EEER Hthgs BEtER in the total

Personal Corporate Other Total number of

Bz Directors Interests Interests Interests Interests  issued shares
TrE David Shou-Yeh Wong - 11,096,495"  126,189,187@ 137,285,682 40.97
[k John Wai-Wai Chow 1,203,231 - - 1,203,231 0.37
EERTRG

By R

BAt

AFRTEEERARNSBERRAHE Percentage

Number of ordinary shares in Dah Sing Banking Group Limited of interests

BARE EEER Hthgs BEtER in the total

Personal Corporate Other Total number of

Bz Directors Interests Interests Interests Interests  issued shares
IF% David Shou-Yeh Wong - 1,045,626,9559 - 1,045,626,955 74.50
Bk John Wai-Wai Chow 208,741 - - 208,741 0.01
EEEY Nicholas John Mayhew! 523,142 - - 523,142 0.04
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REPORT OF THE DIRECTORS

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

a)

b)

Interests in the shares of the Company and its
associated corporation (Continued)

Notes:

(1) The corporate interests are in respect of shares held by
companies in which the director controls one third or more of the
voting powers at general meetings.

2) Such shares are indirectly held by HSBC International Trustee
Limited, a trustee of a discretionary trust established for the
benefit of David Shou-Yeh Wong and his family members.

3) Such shares include the indirect corporate interests of David
Shou-Yeh Wong in Dah Sing Banking Group Limited (“DSBG”)
under Part XV of the SFO by virtue of his beneficial interests
of 40.97% in the Company which currently holds a controlling
interest of 74.49% in DSBG and interests in DSBG held through a
company controlled by David Shou-Yeh Wong.

4) In addition to the interests in DSBG disclosed above, Nicholas
John Mayhew is also beneficiary interested in all of the preference
shares of DSE Investment Services Limited (“DSE”) in issue
totalling HK$700. DSE is a wholly owned subsidiary of the
Company and is currently inactive.

Interests in options under share option schemes of the
Company and its associated corporation

i) Share option scheme of the Company

The share option scheme of the Company adopted on 28 April
2005 (the “Old DSFH Scheme”) had expired on 28 April 2015.
On 27 May 2015, the shareholders of the Company approved
the adoption of a new share option scheme (the “New DSFH
Scheme”). No further options can be offered under the Old
DSFH Scheme after its expiration but the provisions of the
Old DSFH Scheme remain in full force and effect to the extent
necessary to give effect to exercise of all options granted prior
to the expiration of the Old DSFH Scheme but not yet exercised
at the time of expiration.

In accordance with the requirements of The Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”), a summary of the Old DSFH
Scheme and the New DSFH Scheme (collectively the “DSFH
Schemes”) is disclosed as follows:
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b)

Interests in options under share option schemes of the
Company and its associated corporation (Continued)

i)
M

Share option scheme of the Company (Continued)

Purpose of the DSFH Schemes:

The purpose of the DSFH Schemes is to provide an
incentive and/or reward to grantees for their contribution
to, and continuing efforts to promote the interests of, the
Group.

Participants of the DSFH Schemes:

Any director, manager, or other employee holding an
executive, managerial or supervisory position in the Group
as the Board may in its sole discretion determine to be
eligible to participate in the DSFH Schemes.

Total number of shares available for issue under the DSFH
Schemes and percentage of total number of issued shares
as at the date of this Report of the Directors:

Following the expiration of the Old DSFH Scheme, no
further share options can be granted under the Old DSFH
Scheme.

The number of shares available for issue under the New
DSFH Scheme and any other schemes is 16,753,755
shares, representing 5% of the total number of issued
shares of the Company as at the date of this Report of the
Directors.

Maximum entitlement of each participant under the DSFH
Schemes:

No options may be granted to any eligible person which, if
exercised, would result in such eligible person becoming
entitled to subscribe for such number of shares as, when
aggregated with the total number of shares already issued
or to be issued to him under all options granted to him in
the 12-month period up to and including the offer date of
relevant options, exceed 1% of the shares in issue at such
date. Any grant of further options above the limit shall be
subject to the provisions of the DSFH Schemes and the
Listing Rules as amended from time to time.
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REPORT OF THE DIRECTORS

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b) Interests in options under share option schemes of the

Company and its associated corporation (Continued)

i)
()

Share option scheme of the Company (Continued)

Period within which the shares must be taken up under an
option:

The exercise period is determined by the Nomination
and Remuneration Committee on behalf of the Board of
the Company, and is specified when related options are
granted. Shares under the options must be taken up within
10 years from the date of grant. All the existing options
under the Old DSFH Scheme shall be exercisable upon
vesting in 5 equal tranches between the first and fifth
anniversaries from the date of grant.

Minimum period for which an option must be held before
it can be exercised:

The minimum holding period is determined by the
Nomination and Remuneration Committee on behalf of
the Board of the Company, and is specified when related
options are granted. None of the existing share options
under the Old DSFH Scheme shall be exercisable within 1
year from the date of grant.

Amount payable on application or acceptance of the
option and the period within which payments or calls must
or may be made or loans for such purpose must be repaid:

The amount payable on acceptance of an option is HK$1
and must be made within 21 days upon offer of granting of
options or the date on which the conditions (if any) for the
offer are satisfied.

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016

83



84

=

SHEE

REPORT OF THE DIRECTORS

EERT

AR )

Z) EARQARMEBEEMSEARERS

(&)

AR A2 B (40

TEENEEEE

BIHRBKEZTEE T RIS R
ZEERRARRESEUNEER
PCEMRAINE17.030Q) ERET -
BEMERUT 2 &R EEERE : ()4
RABRNERTEREERSGMER
ZWTHE Ry AR BRI IERER
FEAGEALEANELAXZMES
ZFHWNTE - ARFRIRMEER
HEREFCARHERIN(F622%F )74 2014
F3A3H3 A EEESEER
B REEAMEMETT S 21TFE
B EA o

ZE R BhAT 8 M ERE A

AT e RMEFEIER2015F4 H28H

[ FTEREAT e mMERTEIEE
i 8 ARAT 62, RRAE AR - KF7
SR ET 8B 2015465 A 27 H £ 5T
10BN - 2202545526 AF
e

R RAAEERMBEE2016F12 7
318 - WEAARBIAERIE A B
g -

AFEMEEEGRAT] 2016553k

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b) Interests in options under share option schemes of the
Company and its associated corporation (Continued)

)
@)

Share option scheme of the Company (Continued)

Basis of determining the exercise price:

The exercise price per option share is concluded by the
Nomination and Remuneration Committee on behalf of
the Board of the Company on the basis no less exacting
than the requirement set out in Rule 17.03(9) of the Listing
Rules and is determined as no less than the highest of (i)
the closing price of the Company’s shares traded on the
SEHK on the date of grant; and (ii) the average closing
price of the Company’s shares traded on the SEHK for the
5 business days immediately preceding the date of grant.
The basis of nominal value of the Company’s shares for
determining exercise price under the Old DSFH Scheme
was not applicable following the adoption of a mandatory
system of no nominal value under the Companies
Ordinance (Cap. 622) which came into force on 3 March
2014.

Remaining life of the DSFH Schemes:

The Old DSFH Scheme had expired on 28 April 2015
and all outstanding share options granted under the Old
DSFH Scheme and yet to be exercised shall remain valid.
The New DSFH Scheme shall be valid and effective for a
period of 10 years commencing from 27 May 2015 and
expiring at the close of 26 May 2025.

No share options had been granted under the New DSFH

Scheme since the date of adoption to 31 December 2016.
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REPORT OF THE DIRECTORS

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b)

Interests in options under share option schemes of the
Company and its associated corporation (Continued)

i) Share option scheme of the Company (Continued)

Certain directors of the Company’s major operating subsidiaries
were granted options under the Old DSFH Scheme. Details of
the movements during the year ended, and the status as at, 31
December 2016 of the Company’s outstanding share options
which have been granted under the Old DSFH Scheme are as
follows:

ABEEZZALARRYE

Number of the Company’s shares in the options

R2016% N16FH  RAO16F
1R1R  2016%h  20168%  HE/AR 128018
Rt i Cancelled/ B8 frEEo i)
Held at Granted Exercised lapsed Held at Exercise RiA Exercise
ERA Grantee 11/2016"  during 2016 during 2016 during 2016 31/12/2016 price  Grant date period
(81) (B/R/%) (B/R/%)
(HKS) (DIMFY) (DY)
R Aggregate of employees 521,534 - - - 521,534 3835 1211212011 121122012 -
1211212017
312,920 - - - 312,920 3188 2171272012 2112/2013-
2111212018

(1)  EARQRN2014F 4 AR 2 M EH
FE - AR FIBE 201444 A 29 HELHERE
AREBMEIEL QM

@ REEDNETETEARER KRERXK
AATELEMNBRARANES  EERE
ABHBE - Y RBEBREREEDT [EH
AR THENER -

@) MAERBEAFSBEBITRE ZREE
RETREFTE1EZSE5@EFS 54
ISFBIL A T IATTEE ©

(4 RBREEBEZEEFBHRIBRRM T
48 -

(1) Adjusted as a result of the rights issue of the Company completed
in April 2014. The key summary of related adjustments was
announced by the Company on 29 April 2014.

) Share options were granted to certain eligible employees, who
are directors, senior executives or officers of major operating
subsidiaries of the Company and are working under employment
contracts that are regarded as “continuous contracts” for the
purpose of the Employment Ordinance of Hong Kong.

3) All the existing share options granted under the Old DSFH
Scheme shall be exercisable upon vesting in 5 equal tranches

between the first and fifth anniversaries from the date of grant.

4) Details of the computation of the value of options are shown in
Note 48 to the financial statements.
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b)

Interests in options under share option schemes of the
Company and its associated corporation (Continued)

i) Share option scheme of Dah Sing Banking Group Limited,
a majority owned subsidiary of the Company

The respective shareholders of the Company and Dah Sing
Banking Group Limited (“DSBG”) approved the adoption of a
new share option scheme of DSBG (the “New DSBG Scheme”)
and, at the same time, the termination of the share option
scheme adopted by DSBG on 12 June 2004 (the “Old DSBG
Scheme”) at the respective annual general meeting held on
27 May 2014. No further options can be offered under the Old
DSBG Scheme after its termination but the provisions of the
Old DSBG Scheme remain in full force and effect to the extent
necessary to give effect to exercise of all options granted
prior to the termination of the Old DSBG Scheme but not yet
exercised at the time of termination.

In accordance with the requirements of the Listing Rules, a
summary of the Old DSBG Scheme and the New DSBG Scheme
(collectively the “DSBG Schemes”) is disclosed as follows:

(1)  Purpose of the DSBG Schemes:

The purpose of the DSBG Schemes is to attract, motivate
and retain high quality executives to contribute to the
business and growth of DSBG group of companies.

(2) Participants of the DSBG Schemes:

Eligible participants of the DSBG Schemes included
directors and employees holding supervisory positions in
DSBG and its subsidiaries.

(3)  Total number of shares available for issue under the DSBG
Schemes and percentage of total number of issued shares
as at the date of this Report of the Directors:

Following the termination of the Old DSBG Scheme, no
further share options can be granted under the Old DSBG
Scheme.

The number of shares available for issue under the New
DSBG Scheme and any other schemes is 70,076,781
shares, representing 4.99% of the total number of issued
shares of DSBG as at the date of this Report of the
Directors.
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REPORT OF THE DIRECTORS

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b) Interests in options under share option schemes of the
Company and its associated corporation (Continued)

ii)

(4)

Share option scheme of Dah Sing Banking Group Limited,
a majority owned subsidiary of the Company (Continued)

Maximum entitlement of each participant under the DSBG
Schemes:

No options may be granted to any eligible person which, if
exercised, would result in such eligible person becoming
entitled to subscribe for such number of shares as, when
aggregated with the total number of shares already issued
or to be issued to him under all options granted to him in
the 12-month period up to and including the offer date of
relevant options, exceed 1% of the shares in issue at such
date. Any grant of further options above the limit shall be
subject to the provisions of the DSBG Schemes and the
Listing Rules as amended from time to time.

Period within which the shares must be taken up under an
option:

The exercise period is determined by the Nomination and
Remuneration Committee on behalf of the Board of DSBG,
and is specified when related options are granted. Shares
under the options must be taken up within 10 years from
the date of grant. All the existing share options under the
Old DSBG Scheme shall be exercisable upon vesting in
5 equal tranches between the first and fifth anniversaries
from the date of grant.

Minimum period for which an option must be held before
it can be exercised:

The minimum holding period is determined by the
Nomination and Remuneration Committee on behalf of the
Board of DSBG, and is specified when related options are
granted. None of the existing share options under the Old
DSBG Scheme shall be exercisable within 1 year from the
date of grant.
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b) Interests in options under share option schemes of the
Company and its associated corporation (Continued)

ii)

@)

Share option scheme of Dah Sing Banking Group Limited,
a majority owned subsidiary of the Company (Continued)

Amount payable on application or acceptance of the
option and the period within which payments or calls must
or may be made or loans for such purpose must be repaid:

The amount payable on acceptance of an option is HK$1
and must be made within 21 days upon offer of granting of
options or the date on which the conditions (if any) for the
offer are satisfied.

Basis of determining the exercise price:

The exercise price per option share is concluded by the
Nomination and Remuneration Committee on behalf of
the Board of DSBG on the basis no less exacting than the
requirement set out in Rule 17.03(9) of the Listing Rules
and is determined as no less than the highest of (i) the
closing price of DSBG’s shares traded on the SEHK on
the date of grant; and (ii) the average closing prices of
DSBG’s shares traded on the SEHK for the 5 business
days immediately preceding the date of grant. For options
granted before the commencement of the Companies
Ordinance (Cap. 622) on 3 March 2014, the nominal
value of the shares of HK$1 each in the capital of DSBG
had been taken into account in determining the exercise
price per option share. (The Companies Ordinance (Cap.
622) adopts a mandatory system of no nominal value for
all Hong Kong incorporated companies having a share
capital and abolishes the concept of nominal value for
all shares. With effect from 3 March 2014, the shares of
DSBG have no nominal value.)

Remaining life of the DSBG Schemes:

The Old DSBG Scheme was terminated on 27 May 2014
and all outstanding share options granted under the Old
DSBG Scheme and yet to be exercised shall remain valid.
The New DSBG Scheme shall be valid and effective for
a period of 10 years commencing from 27 May 2014 and
expiring at the close of 26 May 2024.
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

REPORT OF THE DIRECTORS

(Continued)

b)

Interests in options under share option schemes of the

Company and its associated corporation (Continued)

i) Share option scheme of Dah Sing Banking Group Limited,

a majority owned subsidiary of the Company (Continued)

No share options had been granted under the New DSBG

Scheme since the date of adoption to 31 December 2016.

Certain Directors of the Company and its major operating
subsidiaries were granted options under the Old DSBG Scheme.
Details of the movements during the year ended, and the status
as at, 31 December 2016 of DSBG’s outstanding share options
which have been granted under the Old DSBG Scheme are as

follows:

EAY EEpbeGELEGEE

Number of DSBG's shares in the options

R2016% N6FR  RO16EF

1818 20168 20168 HE/&% 128318
20l Rit T Cancelled/ 58 frEE" bt
Held at Granted Exercised lapsed Held at Exercise RitA Exercise
ARA Grantee 1/1/2016"  during 2016 during 2016 during 2016 31/12/2016 price  Grant date period
(81) (B/R/%) (R/R/%)
(HKS) (DIMAY) (DIMAY)

£ Directors

T Gary Pak-Ling Wang 2,700,218 - - - 2,700218 891 121122011 12/12/2012 -
121212017
934,691 - - - 934,691 796 211122012 21/12/2013-
21/12/2018
R Nicholas John Mayhew 2,492,510 - - - 2492510 891 121122011 1212/2012-
121212017
830,836 - (498,502) © - 332,334 796 21/12/2012  21/12/2013-
21/12/2018
H6ESAEO  Aggregate of other employees @ 2,907,921 - - - 2907927 891 121122011 12/12/2012 -
1211212017
1,765,526 - (934,692) © - 830,834 796 21/122012  21/12/2013-
21/12/2018
249,251 - (62,313 @ - 186,938 11.68 26032014  26/03/2015-
26/03/2020
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

b)

Interests in options under share option schemes of the
Company and its associated corporation (Continued)

ii)

Share option scheme of Dah Sing Banking Group Limited,
a majority owned subsidiary of the Company (Continued)

Notes:

M

Adjusted as a result of the rights issue of DSBG completed
in May 2014. The key summary of related adjustments was
announced by DSBG on 8 May 2014.

Share options were granted to certain eligible employees,
who are directors, senior executives or officers of major
operating subsidiaries of DSBG and are working under
employment contracts that are regarded as “continuous
contracts” for the purpose of the Employment Ordinance
of Hong Kong.

The weighted average closing price of the shares of DSBG
immediately before the dates on which the options were
exercised during the year ended 31 December 2016 was
HK$14.2283.

All the existing share options granted under the Old DSBG
Scheme shall be exercisable upon vesting in 5 equal
tranches between the first and fifth anniversaries from the
date of grant.

Details of the computation of the value of options are
shown in Note 48 to the financial statements.
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REPORT OF THE DIRECTORS

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

All the interests stated above represent long positions. As at 31
December 2016, none of the Directors or Chief Executive of the
Company held any short positions as defined under the SFO which
are required to be recorded in the register of directors’ and chief
executives’ interests and short positions.

Save as disclosed above, as at 31 December 2016, none of the
Directors or Chief Executive of the Company and their respective
associates had any interests or short positions in the shares,
underlying shares and debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the SFO) as
recorded in the register required to be kept by the Company pursuant
to section 352 of the SFO, or as otherwise notified to the Company
and the SEHK pursuant to the Securities Model Code.

EQUITY-LINKED AGREEMENTS

Save for the share option schemes of the Company as disclosed
above, no equity-linked agreements were entered into by the
Company during the year or subsisted at the end of the year.

DIRECTORS’ MATERIAL INTERESTS IN TRANSACTIONS,
ARRANGEMENTS OR CONTRACTS THAT ARE
SIGNIFICANT IN RELATION TO THE COMPANY’S
BUSINESS

No transactions, arrangements or contracts of significance in relation
to the Company’s business to which the Company or its subsidiaries
was a party and in which a Director of the Company or an entity
connected with a Director had a material interest, whether directly or
indirectly, subsisted at the end of the year or at any time during the
year.
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REPORT OF THE DIRECTORS

M2016F 12 A31H * LA T (AREIEE RIT
BRBH RO EXHERIN) RARA RN
RBEBBRMT  FEARARBGESRIPEHE
Bl )YEE XV & 55 336 15457 7 17 & 9 IR 518 % & 7 fif
F AR SIE AR B ABR S SRR ©

SUBSTANTIAL SHAREHOLDERS’ INTERESTS

As of 31 December 2016, the following are the persons, other than
the Directors and Chief Executive of the Company whose interests are
disclosed above, who had interests or short positions in the shares
and underlying shares of the Company as recorded in the register of

shareholders’ interests required to be kept by the Company pursuant
to section 336 of Part XV of the SFO or otherwise known to the

Company.

HERT

ROEH
EREDE

Percentage of

interests in

FisROHE the total

(&S &4 Number of number of
Shareholder Capacity shares held issued shares®

THEE HEEGREEAETHERR

Christine Yen Wong

ELBRETBRAR
HSBC International Trustee Limited

DSI Limited

DSI Group Limited

DSI Holding Limited

ZZEUFRJSREE
Mitsubishi UFJ Financial Group, Inc.

ZZRRUFJIRTT

The Bank of Tokyo-Mitsubishi UFJ, Ltd.

Aberdeen Asset Management
Asia Limited

AFEMEEEGRAT] 2016553k

MR A S
Deemed interests by virtue of

her spouse having a notifiable interest

EEAREE R
Trustee and corporate interests

EEAREE#R
Trustee and corporate interests

EEAREEER
Trustee and corporate interests

ERAREEER
Trustee and corporate interests

EERER
Corporate interests

B

Beneficial interests

REKE
Investment manager

137,285,682 (L)

126,199,187 (L)@

61,205,583 (L)@

45,068,894 ()@

19,914,710 ()©

50,870,777 (1)

50,870,777 (L)

18,048,800 (L)

40.97*

37.66"

18.27*

13.45"

5.94%

15.18

15.18

5.39
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HRXBA &MY 2 2REFRXTNELEEE
AERATEEES -

IERHEBHRAT TERERKEKE MM
N2 ZREEFEZFLADSI Limited + DSI Group
Limited & DSI Holding Limited f##4 °

B ATIRRATIE B 2 Em B 2 L IREA AR
#H2016F 12 A31 A2 B BTRMDAETE -

FEILIERERDILTR

BEFFHRERIERX
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BRABREITERE B EREANEMER
MEXSIABAERRIEML - DERESA
REAAHEERE - ARRERATEEERLS
MABLRFEENESRSRABRERE -

REPORT OF THE DIRECTORS

SUBSTANTIAL SHAREHOLDERS’ INTERESTS (Continued)

*

Each of the interests of HSBC International Trustee Limited, DSI Limited,
DSI Group Limited and DSI Holding Limited forms part of the shares
held by David Shou-Yeh Wong in the Company as disclosed under the
heading “Interests of Directors and Chief Executive”. The interests of
Christine Yen Wong represent the whole of such shares. Therefore,
these shareholdings should not be aggregated, and rather form part or
whole of the same share interests of David Shou-Yeh Wong held in the
Company.

Notes:

O]

Such shares represent the deemed interests of Christine Yen Wong
by virtue of her spouse, David Shou-Yeh Wong being a substantial
shareholder of the Company having a notifiable interest in the relevant
share capital of the Company (under the interpretation of section 316(1)
of the SFO). These interests comprise the same shares held by David
Shou-Yeh Wong under the heading “Interests of Directors and Chief
Executive” above.

Out of these shares, 126,189,187 shares are mainly comprised of the
interests indirectly held by HSBC International Trustee Limited in trust for
a discretionary trust established for the benefit of David Shou-Yeh Wong
and his family members.

Such shares are mainly comprised of the interests indirectly held by
DSI Limited, DSI Group Limited and DSI Holding Limited in trust for a
discretionary trust established for the benefit of David Shou-Yeh Wong
and his family members.

Percentage of interests held by each named shareholder was calculated
with reference to the total number of issued shares of the Company as

at 31 December 2016.

The letter “L” denotes a long position in the shares.

PERMITTED INDEMNITY PROVISION

Pursuant to the Company’s Articles of Association, every Director

and officer shall be entitled to be indemnified out of the assets of the

Company against all losses or liabilities (to the fullest extent permitted

by the Companies Ordinance (Cap. 622)) which he/she may sustain

or incur in or about the execution of the duties of his/her office or

otherwise in relation thereto. The Company has arranged appropriate

directors’ and officers’ liability insurance coverage for the Directors

and officers of the Group.
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THE DIRECTORS

PURCHASE, SALE OR REDEMPTION OF SECURITIES

There was no purchase, sale or redemption by the Company, or any
of its subsidiaries, of the listed securities of the Company during the
year ended 31 December 2016.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year ended 31 December 2016.

DISTRIBUTABLE RESERVES

Distributable reserves of the Company at 31 December 2016,
calculated under sections 291, 297 and 299 of the Companies
Ordinance (Cap. 622), amounted to HK$1,122,787,000 (2015:
HK$1,173,033,000).

CONNECTED TRANSACTIONS

Details of transactions with related parties of the Group for the year
ended 31 December 2016 have been set out in Note 47 to the financial
statements.

FIVE-YEAR FINANCIAL INFORMATION

The published results and the assets and liabilities of the Group for the
last 5 years are included in the section headed “Financial Summary”
of this Annual Report.

MAJOR CUSTOMERS

During the year ended 31 December 2016, the Group derived less
than 30% of interest income and other operating income from its 5
largest customers.

SUFFICIENCY OF PUBLIC FLOAT

The Company has maintained the prescribed public float under the
Listing Rules, based on the information that is publicly available to the
Company and within the knowledge of the Directors of the Company.

COMPLIANCE WITH THE RULES GOVERNING THE
LISTING OF SECURITIES ON THE STOCK EXCHANGE OF
HONG KONG LIMITED

The accompanying financial statements comply with the applicable
disclosure provisions of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited.
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REPORT OF THE DIRECTORS

AUDITORS

The financial statements have been audited by PricewaterhouseCoopers
who retire and, being eligible, offer themselves for re-appointment.
A resolution for the re-appointment of PricewaterhouseCoopers as
auditors of the Company is to be proposed at the forthcoming annual
general meeting. The Company has not changed its auditors in the
preceding 3 years.

On behalf of the Board
David Shou-Yeh Wong
Chairman

Hong Kong, 22 March 2017
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DIRECTORS OF SUBSIDIARIES

REZE2016F12 A31 HIEFEREZE 201743 The names of the directors and alternate director who have served on

R22 B(AIARRIz AFEEFGREESAE)IE the boards of the subsidiaries of the Company during the year ended

HE - HERARZHMBARESENEERE 31 December 2016 and up to 22 March 2017, being the date of the

FEFZ2HEARWT Report of the Directors of Company for the year, are set out below:

(TR FHEZ) (in alphabetical order)

Eric Edmund BARNETT Eric Edmund BARNETT

R 5 7 CHAN Seng-Lee

e 2= i CHAN Sou-Chao (Kenneth CHAN)

PR 4 B2 CHAN Wai-Kin Cliff

B3 e CHENG Yu-Chung (Patrick CHENG)

Rig CHIU Yuk-Fai Alick

B4 Lon DOUNN

Michael Gordon FRITH Michael Gordon FRITH

Christopher George GARROD (¥ /ZZ %) Christopher George GARROD (alternate director)

FHER Shoji HIRAI *

TT RS KONG Yiu-Fai (Eddie KONG)

RUpkiE LAU Shing-Tat Eddie

RETIR LAW See-Chan Embrose

REE LEUNG Kwan-Yuen Andrew

FEE LI Hau-Tak (Gary LI)

BIEX LO Tat-Man (Diamond LO)

BHEE Nicholas John MAYHEW

RIRH NG Yuen-Tin

Richard Alexander OLLIVER Richard Alexander OLLIVER

B POON Clement

BB POON Kwok-Fai *

IR POON Wing-Fai Jimmy

Andrew Charles SALTON Andrew Charles SALTON

s ER SZE Tsai-To Robert

MR TO King-Yan Adam *

BEF* TSANG Yuk-Fong Elly *

FirZ WANG Pak-Ling Gary

EPEREE WONG Hon-Hing (Derek WONG)

ITx2 WONG Mei-Chun Phoebe

e WONG Shou-Yeh David

FHE WONG Tsu-Hing Harold

TE4B WONG Wai-Nar Doris

WOOCO NOMINEES LIMITED * WOOCO NOMINEES LIMITED *

AFfE— Kenichi YAMATO

LR YAU Ho-Wing Vincent

RIE L YU Yuk-Wing Kenneth

wirE YUEN Yat-To (Henry YUEN)

* EEET  TBEIAATIEHEMBAREER * Those who have resigned/ceased as a Director of the relevant
% e subsidiary(ies) of the Company.

AFEMEEEGRAT] 2016553k
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CONSOLIDATED INCOME STATEMENT

HZE2016F 12 A 31 H LLFZ For the year ended 31 December 2016
(LA T 7h1%17R) (Expressed in thousands of Hong Kong dollars)

|
Fizr Restated
Note 2016 2015
BESEER Continuing operations
ELON Interest income 5,197,642 5,067,908
MEX Interest expense (1,540,406) (1,714,951)
BRE WA Net interest income 7 3,657,236 3,352,957
R E RASIA Fee and commission income 1,060,016 1,127,089
REERAS<E Fee and commission expense (228,298) (220,151)
FREERASHA Net fee and commission income 8 831,718 906,938
FEERA Net trading income 9 192,330 259,160
FREREMEA Net insurance premium and other income 10 249,103 277,537
Hfh & E WA Other operating income 11 76,034 70,739
EEBA Operating income 5,006,421 4,867,331
RBRRERZHFE Net insurance claims and expenses 12 (149,908) (179,862)
NRREBREZEERA Total operating income net of insurance claims 4,856,513 4,687,469
HES Operating expenses 13 (2,482,200) (2,342,256)
MBRREERA2EERF Operating profit before impairment losses 2,374,313 2,345,213
SRREREREMEERRA Loan impairment losses and other credit provisions 16 (563,567) (496,352)
HRETREREEEEZ Operating profit before gains and losses
6354 - VIPA- Nyl on certain investments and fixed assets 1,810,746 1,848,861
HMEEWEFEE 2 FEE Net loss on disposal of other fixed assets (306) (1,419)
BAMERTERAE TR/ (BE) Net gain/(loss) on fair value adjustment
of investment properties 3,768 (9,530)
HE A & 5 2 s Net gain on disposal of available-for-sale securities 61,964 35,571
BREEHENRREZEHE Loss on deemed disposal of
investment in an associate - (47,617)
RatRARE 2 REBERRE Impairment losses charged on
investment in equity securities - (10,970)
i /NI e Share of results of an associate 602,793 665,942
[EEERIEGER 2 2E Share of results of jointly controlled entities 18,593 21,945
FRB: AR Profit before taxation 2,497,558 2,502,783
HA Taxation 17 (305,270) (308,790)
BEREERZFERF Profit for the year from continuing operations 2,192,288 2,193,993
BRIEREEK Discontinued operations
RESISE T k3] Profit for the year from discontinued operations 34 246,810 313,817
FERA Profit for the year 2,439,098 2,507,810
DEWT Attributable to:
VNN ES Shareholders of the Company
—REHELEET - From continuing operations 1,645,401 1,634,068
—REERIEEEEH - From discontinued operations 246,416 313,399
1,891,817 1,947,467
SRR R IR AR R Non-controlling interests 547,281 560,343
FEERF Profit for the year 2,439,098 2,507,810
BREF Earnings per share
AR Basic
—-REFELEEL - From continuing operations 19 HK$4.91 HK$4.88
—REBRIEEEED - From discontinued operations 19 HK$0.74 HK$0.93
e Diluted
~REFELEEL - From continuing operations 19 HK$4.91 HK$4.88
—REBRIEREER - From discontinued operations 19 HK$0.73 HK$0.93
F103B 2 F302B 2 M IR IRk 2 — The notes on pages 103 to 302 are an integral part of these
B o consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

#HZ=2016F 12 A 31 H L FE For the year ended 31 December 2016
(LAB® T LAI517R) (Expressed in thousands of Hong Kong dollars)

2016 2015
FEERF Profit for the year 2,439,098 2,507,810
FEHME2E K Other comprehensive income for the year
HegtTeshoEze ltems that will not be reclassified subsequently
REWEERMIER ¢ to the consolidated income statement:
1TE Premises
REENDBETERKE Reserves arising from reclassification of premises
Y% 2 R to investment properties 29,927 1,393
ARE g ENHEE Items that may be reclassified to the consolidated
RAWEIRMIAR ¢ income statement:
BFRE Investments in securities
R R S Fair value gains on available-for-sale securities
BEQFERE recognised in equity 330,160 73,114
AFE (W) EEREE R Fair value (gain)/loss realised and transferred
% E YRR to income statement upon:
—HEHEEES - Disposal of available-for-sale securities (61,964) (43,563)
— A EEFESZRE — Impairment of available-for-sale securities = 10,970
REBHFEESE 2 Deferred income tax on movements
ERERIR in investment revaluation reserve (45,599) 4,689
222,597 45,210
HEGIMERER TER& Exchange differences arising on translation
MENEE of the financial statements of foreign entities (361,895) (209,766)
MRTIIEE 2 FEH it 2 EEE Other comprehensive loss for the year, net of tax (109,371) (163,163)
HBpHRER 2 EFEIRSEATE Total comprehensive income for the year, net of tax 2,329,727 2,344,647
DEWT Attributable to:
V2 78 | B AR R Non-controlling interests 517,507 519,690
ZN/NGT Shareholders of the Company
—REIFELEET — From continuing operations 1,539,227 1,485,719
—RE BRI EER — From discontinued operations 272,993 339,238
HBRHBER2FEZEKEERE Total comprehensive income for the year, net of tax 2,329,727 2,344,647

F103EEFEI028 2 Mz HALRE
:i52)

AFEMEEER AT 2016553,

MRz —

financial statements.

The notes on pages 103 to 302 are an integral part of these consolidated
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

20164 12 A 31 H As at 31 December 2016

(LA T 7h1%17R) (Expressed in thousands of Hong Kong dollars)

B aE
Note 2016 2015
BE ASSETS
R RIERITH AR Cash and balances with banks 20 15,083,632 17,631,716
FEIR1T1 212 (8 A AR B TFR Placements with banks maturing between
one and twelve months 8,592,164 7,714,421
RIEEERZNES Trading securities 21 8,967,783 8,766,304
EEUNAFEFEAHE Financial assets designated at fair value
STABRNEREE through profit or loss 21 611,159 11,000,786
TESMTA Derivative financial instruments 22 1,177,322 1,100,710
BHEERREMIRE Advances and other accounts 23 121,014,785 120,776,773
AEHEES Available-for-sale securities 24 32,865,500 24,533,819
BEEHES Held-to-maturity securities 25 10,330,237 10,698,859
BENEIRE Investment in an associate 26 4,253,393 4,099,217
R ERERE Investments in jointly controlled entities 27 75,412 71,119
Bl Goodwill 29 874,603 950,992
EREE Intangible assets 29 81,315 82,480
TERHMETEE Premises and other fixed assets 30 2,151,421 2,222,465
BREMFE Investment properties 31 1,059,226 886,664
BERi B EE Current income tax assets 5,098 5,784
BT IBAE Deferred income tax assets 41 68,286 83,473
ROSREB 2 ARREEE Value of in-force long-term
life assurance business 32 - 2,166,695
DERFLHE CHEMREE Assets of disposal group classified
as held for sale 34 16,031,674 -

BEAT Total assets 223,243,010 212,792,277
=L LIABILITIES
RITIER Deposits from banks 2,318,203 1,550,911
TESMTA Derivative financial instruments 22 1,343,418 1,500,591
REEBERRNAR Trading liabilities 35 7,748,887 6,270,630
LYSHEE Deposits from customers 36 152,436,415 149,264,197
BEEITHERE Certificates of deposit issued 37 6,559,976 6,231,837
BIEER Subordinated notes 38 7,146,163 5,279,340
HiniR B R BER Other accounts and accruals 39 5,399,385 5,785,899
BIEAI I B & Current income tax liabilities 165,320 208,046
EETIAAE Deferred income tax liabilities 41 116,709 95,950
HERHRBRENRERBAZAR Liabilities to policyholders under

long-term insurance contracts 40 - 10,695,944

NERFHECHERRNAR

Liabilities of disposal group classified
as held for sale

34 12,320,966 =

BEa Total liabilities 195,555,442 186,883,345
g EQUITY
R HIRERR R Non-controlling interests 5,870,786 5,463,846
FARRRELER Equity attributable to the Company’s shareholders
[N Share capital 43 4,248,559 4,248,559
Hib &S (BREREBEF) Other reserves (including retained earnings) 44 17,568,223 16,196,527

RRES

Shareholders’ funds

21,816,782 20,445,086

EEAH Total equity 27,687,568 25,908,932

EzkaEa Total equity and liabilities 223,243,010 212,792,277

EESR 2017 43 A 22 BHLAERIRHERM - Approved and authorised for issue by the Board of Directors on 22
March 2017.

EERSE HERE David Shou-Yeh Wong Hon-Hing Wong

EE EELATE Director Managing Director

£103B EEI02E 2 M ARG M RE 2 — The notes on pages 103 to 302 are an integral part of these

B e consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

# %2016 4 12 A 31 H L4 Z For the year ended 31 December 2016
(LAB® T LAI517R) (Expressed in thousands of Hong Kong dollars)

FAARFESES
Attributable to the shareholders
of the Company
R
RR
B HibE  REERA Non-  BHAH
Share Other Retained  controlling Total
capital reserves earnings interests equity
20161 A1 A&# Balance at 1 January 2016 4,248,559 1,037,596 15,158,931 5,463,846 25,908,932
FERA Profit for the year - - 1,801,817 547,81 2,439,098
FEAMEERE Other comprehensive income for the year - (79,597) - (29,774)  (109,371)
—fM B AR R Capital contribution by non-controlling
RERABRA interests of a subsidiary - = - 3,093 3,093
BRRETS TR -HHRBAT Additional net assets in a subsidiary acquired
BAENFEE via share option arrangement = (10,107) - 19,151 9,044
RS (AR A fE R Provision for equity-settled
Egb e Bl share-based compensation = 1,830 - (729) 1,101
—RHE AR R R R Dividends paid to non-controlling
ERE interests of a subsidiary - - - (132,082 (132,082
2015 FREE S 2015 final dividend - - (335,075) - (335,075)
2016 FHERE 2016 interim dividend - - (97,172) - (97,172)
201612 A 31 B8R Balance at 31 December 2016 4,248,559 949,722 16,618,501 5,870,786 27,687,568

AFEMEEER AT 2016553,




GARNEDS

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

#ZE2016 4 12 A 31 B ILFE (%) For the year ended 31 December 2016 (Continued)
(LAB® T 7LA7%17R) (Expressed in thousands of Hong Kong dollars)

NG e
Attributable to the shareholders
of the Company
R IERIE
e
B Afis  RERA Non- BEaat
Share Other Retained  controlling Total
capital reserves earnings interests equity
20151 f1 AE#% Balance at 1 January 2015 4,248,559 1,159,879 13,637,009 5,071,933 24,117,380
FREMN Profit for the year - - 1,947,467 560,343 2,507,810
FEEM2EKE Other comprehensive income for the year - (122,510) - (40,653)  (163,163)
—fM B AR R Capital contribution by non-controlling
RERABRA interests of a subsidiary = = = 605 605
BRREZH TR -HHRBAR Additional net assets in a subsidiary acquired
BABNFEE via share option arrangement - (1,431) - 3,207 1,776
PR (AR A fE R Provision for equity-settled
HEmm & share-based compensation = 1,658 = 303 1,961
—HNB AR R R R Dividends paid to non-controlling
EERE interests of a subsidiary - - - (131,892  (131,892)
14 EFERE 2014 final dividend - - (318321) - (318321)
2015FHERE 2015 interim dividend - - (107,224) - (107,224)
2015612 431 B&& Balance at 31 December 2015 4,248,559 1,037,596 15,158,931 5,463,846 25,908,932
F103E EF3028 2 MisE I A4RE MRz 2 — The notes on pages 103 to 302 are an integral part of these
5 o consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

#HZ=2016F 12 A 31 H L FE For the year ended 31 December 2016
(LAB® T LAI517R) (Expressed in thousands of Hong Kong dollars)

L

Note 2016 2015
RETFH2HERE Cash flows from operating activities
L EE R AR 5 Net cash from operating activities 45(a) 2,073,430 2,412,661
RETBHZHRERE Cash flows from investing activities
BETE REMER Purchase of premises, investment properties

HAbEE & E and other fixed assets (267,917) (506,262)
HETE  KEMEREM Proceeds from disposal of premises,

E & EFSRIA investment properties and other fixed assets 138 37
SRR TAR Net cash used in investing activities (267,779) (506,225)
AMEZEZRERE Cash flows from financing activities
BITIREE Issue of subordinated notes 1,929,703 —
— B A R 2 2 Capital contribution by non-controlling

E RPN interests of a subsidiary 3,093 605
SIBEITERERR Interest paid on subordinated notes

REBES2FIL and debt securities issued (277,626) (276,005)
—REIME A R R E R HI R R Dividends paid to non-controlling

IREERR B, interests of a subsidiary (132,082) (131,892)
k3% E AR B Dividends paid on ordinary shares (432,247) (425,545)
BMEFERA(FTA) RS FE Net cash from/(used in) financing activities 1,090,841 (832,837)
ReERERESER EMNFHE Net increase in cash and cash equivalents 2,896,492 1,073,599
FReRERBFSIEE Cash and cash equivalents

at beginning of the year 17,285,847 16,339,878
MEREE 7 & Effect of foreign exchange rate changes (35,291) (127,630)
FRESRERFRESIER Cash and cash equivalents

at end of the year 45(b) 20,147,048 17,285,847

F103EEFE302B 2 M F AN E M TREK Z —

B e

AFEMEBFRAT 20165555,

consolidated financial statements.

The notes on pages 103 to 302 are an integral part of these
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NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF A5/~ ) (Expressed in thousands of Hong Kong dollars)

1. GENERAL INFORMATION

Dah Sing Financial Holdings Limited (the “Company”) and its
subsidiaries (together the “Group”) provide banking, insurance,
financial and other related services in Hong Kong, Macau, and the
People’s Republic of China.

The Company is an investment holding company incorporated in
Hong Kong. The address of its registered office is 36th Floor, Dah Sing
Financial Centre, 108 Gloucester Road, Wanchai, Hong Kong.

These consolidated financial statements are presented in thousands
of Hong Kong dollars (HK$’000), unless otherwise stated. These
consolidated financial statements have been approved for issue by
the Board of Directors on 22 March 2017.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies
have been consistently applied to all the reporting years presented,
unless otherwise stated.

2.1 Basis of preparation

The consolidated financial statements of the Group have been
prepared in accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs” is a collective term which includes all
applicable individual Hong Kong Financial Reporting Standards, Hong
Kong Accounting Standards (“HKASs”) and Interpretations) issued by
the Hong Kong Institute of Certified Public Accountants (“HKICPA?”),
accounting principles generally accepted in Hong Kong and the
requirements of the Hong Kong Companies Ordinance Cap.622.

These consolidated financial statements have been prepared under
the historical cost convention, as modified by the revaluation of
investment properties, available-for-sale financial assets, financial
assets and financial liabilities held for trading, and financial assets and
financial liabilities (including derivative instruments) designated at fair
value through profit or loss, which are carried at fair value.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)
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AFEMEEEGR AT 2016553,

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.1 Basis of preparation (Continued)

The preparation of financial statements in conformity with HKFRSs
requires the use of certain critical accounting estimates. It also
requires management to exercise its judgement in applying the
Group’s accounting policies. Changes in assumptions may have
a significant impact on the financial statements in the period the
assumptions changed. Management believes that the underlying
assumptions are appropriate and that the Group’s financial
statements therefore present the financial position and results fairly.
The areas involving a higher degree of judgement or complexity,
or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in Note 4.

(@ New and amended standards adopted by the Group

The following amendments to standards have been adopted by
the Group for the first time for the financial year beginning on or
after 1 January 2016:

° Clarification of acceptable methods of depreciation and
amortisation — Amendments to HKAS 16 and HKAS 38;

o Annual improvements to HKFRSs 2012-2014 cycle; and

° Disclosure initiative — amendments to HKAS 1.

The adoption of these amendments did not have any impact on
the current period or any prior period and is not likely to affect
future periods.

(b)  New standards and interpretations not yet adopted

A number of new standards and amendments to standards and
interpretations are effective for annual periods beginning after
1 January 2016, and have not been early adopted in preparing
these consolidated financial statements. None of these is
expected to have a significant effect on the consolidated
financial statements of the Group, except for the following
standards:
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NOTES TO THE FINANCIAL STATEMENTS

2.1

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Basis of preparation (Continued)

(b) New standards and interpretations not yet adopted
(Continued)

HKFRS 9, “Financial instruments”

The new standard addresses the classification, measurement
and derecognition of financial assets and financial liabilities,
introduces new rules for hedge accounting and a new
impairment model for financial assets.

The Group is still conducting a detailed assessment of the
classification and measurement of financial assets and financial
liabilities. The derecognition rules have been transferred
from HKAS 39, “Financial instruments: recognition and
measurement” and have not been changed.

The new hedge accounting rules will align the accounting
for hedging instruments more closely with the Group’s
risk management practices. As a general rule, more hedge
relationships might be eligible for hedge accounting, as the
standard introduces a more principles-based approach. While
the Group is yet to undertake a detailed assessment, it would
appear that the Group’s current hedge relationships would
qualify as continuing hedges upon the adoption of HKFRS 9.
Accordingly, the Group does not expect a significant impact on
the accounting for its hedging relationships.

The new impairment model requires the recognition of
impairment provisions based on expected credit losses
rather than only incurred credit losses as is the case under
HKAS 39. It applies to financial assets classified at amortised
cost, debt instruments measured at fair value through other
comprehensive income, contract assets under HKFRS 15,
“Revenue from contracts with customers”, lease receivables,
loan commitments and certain financial guarantee contracts.
The Group is assessing how its impairment provisions would be
affected by this new standard.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)
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2.1

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Basis of preparation (Continued)

(b) New standards and interpretations not yet adopted
(Continued)

HKFRS 9, “Financial instruments” (Continued)

The new standard also introduces expanded disclosure
requirements and changes in presentation. These are expected
to change the nature and extent of the Group’s disclosures
about its financial instruments particularly in the year of the
adoption of the new standard.

HKFRS 9 must be applied for financial years commencing on
or after 1 January 2018. Based on the transitional provisions
in the completed HKFRS 9, early adoption by phases was
only permitted for annual reporting periods beginning before 1
February 2015. After that date, the new rules must be adopted
in their entirety. The Group does not intend to adopt HKFRS 9
before its mandatory date.

HKFRS 15, “Revenue from contracts with customers”

The HKICPA has issued a new standard for the recognition of
revenue. This will replace HKAS 18 which covers contracts for
goods and services and HKAS 11 which covers construction
contracts. The new standard is based on the principle that
revenue is recognised when control of a good or service
transfers to a customer. The standard permits either a full
retrospective or a modified retrospective approach for the
adoption.
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NOTES TO THE FINANCIAL STATEMENTS

2.1

(LAY T 7A1%7R) (Expressed in thousands of Hong Kong dollars)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Basis of preparation (Continued)

(b) New standards and interpretations not yet adopted
(Continued)

HKFRS 15, “Revenue from contracts with customers”(Continued)

Management is currently assessing the effects of applying the
new standard on the Group’s financial statements and has
identified the following areas that are likely to be affected:

° revenue from service — the application of HKFRS 15
may result in the identification of separate performance
obligations which could affect the timing of the
recognition of revenue;

o accounting for certain costs incurred in fulfilling a contract
— certain costs which are currently expensed may need to
be recognised as an asset under HKFRS 15; and

° rights of return under HKFRS 15 requires separate
presentation on the balance sheet of the right to recover
the goods from the customer and the refund obligation.

At this stage, the Group has not yet completed the estimate of
the impact of the new rules on the Group’s financial statements.
The Group will make more detailed assessments of the impact
over the next twelve months.

HKFRS 15 is mandatory for financial years commencing on or

after 1 January 2018. At this stage, the Group does not intend
to adopt the standard before its effective date.
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NOTES TO THE FINANCIAL STATEMENTS

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)
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2.1

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Basis of preparation (Continued)

(b) New standards and interpretations not yet adopted
(Continued)

HKFRS 16, “Leases”

HKFRS 16 will result in almost all leases being recognised on
the balance sheet, as the distinction between operating and
finance leases is removed. Under the new standard, an asset
(the right to use the leased item) and a financial liability to pay
rentals are recognised. The only exceptions are short-term and
low-value leases. Some of the commitments may be covered
by the exception for short-term and low value leases and some
commitments may relate to arrangements that will not qualify as
leases under HKFRS 16.

The accounting for lessors will not significantly change.

The standard will affect primarily the accounting for Group’s
operating leases. The Group has not yet determined to what
extent non-cancellable operating lease commitments will result
in the recognition of an asset and a liability for future payments
and how this will affect the Group’s profit and classification of
cash flows.

The new standard is mandatory for financial years commencing
on or after 1 January 2019. At this stage, the Group does not
intend to adopt the standard before its effective date.

There are no other HKFRSs or interpretations that are not yet
effective that would be expected to have a material impact on
the Group.
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NOTES TO THE FINANCIAL STATEMENTS

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

2. FEEFTBEHBEm@m 2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
2.2 HREMKRE 2.2 Consolidation
REMBEHREREEARRREMEHRBARES The consolidated financial statements include the financial
12 431 Bz sk - statements of the Company and all its subsidiaries made up to 31
December.

(FF) H@gxa]
MEARRAKE A2 B (BREEHE

HERE) ARBEAZEHZEEREEASE
EAEmSEZERME YA RENAE
MBI BAENEELERERBZIENY
EZEOH - AEHRERTAKEER
KB ARIERARTE - WHZIEHER
IFZ B T BEREFHE -

AEBARBEE/AREZEHA G
SRR - B —RMBRRMNEZRER
EBBEE AEZARRAKERETZ
B AFE - AITHRERBEEMSRA
REZFZEEXABZLFE - KEHR
Bz ERRNELRXHE - EXBEHBIE
TERGAKRERIRRAEERAE AR
RERABE ARUEBERREATEE
HEAE - AEBEREZBREEER
R EHEZEFEBCREE R REE R
BEERE 2 L ) R AR A BB 2R Z
PERX R AR ©

(@)  Subsidiaries

A subsidiary is an entity (including a structured entity) over
which the Group has control. The Group controls an entity
when the Group is exposed to, or has rights to, variable returns
from its involvement with the entity and has the ability to affect
those returns through its power over the entity. Subsidiaries are
consolidated from the date on which control is transferred to
the Group. They are deconsolidated from the date that control

ceases.

The acquisition method of accounting is used to account
for business combinations by the Group. The consideration
transferred for the acquisition of a subsidiary is the fair values
of the assets transferred, the liabilities incurred and the equity
interests issued by the Group. The consideration transferred
includes the fair value of any asset or liability resulting from
a contingent consideration arrangement. Acquisition-related
costs are expensed as incurred. Identifiable assets acquired
and liabilities and contingent liabilities assumed in a business
combination are measured initially at their fair values at the
acquisition date. On an acquisition-by-acquisition basis,
the Group recognises any non-controlling interest in the
acquiree either at fair value or at the non-controlling interest’s
proportionate share of the acquiree’s net assets.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

2.2
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2.2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Consolidation (Continued)
(@)  Subsidiaries (Continued)

The excess of the consideration transferred, the amount of any
non-controlling interest in the acquiree and the acquisition-date
fair value of any previous equity interest in the acquiree over
the fair value of the Group’s share of the identifiable net assets
acquired is recorded as goodwill. If the total of consideration
transferred, non-controlling interest recognised and previously
held interest measured is less than the fair value of the net
assets of the subsidiary acquired in the case of a bargain
purchase, the difference is recognised directly in the statement
of comprehensive income.

Inter-company transactions, balances and unrealised gains
on transactions between group companies are eliminated.
Unrealised losses are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred.
Accounting policies of subsidiaries have been changed where
necessary to ensure consistency with the policies adopted by
the Group.

Impairment testing of the investments in subsidiaries is required
upon receiving a dividend from these investments if the dividend
exceeds the total comprehensive income of the subsidiary in
the period the dividend is declared or if the carrying amount of
the investment in the separate financial statements exceeds the
carrying amount in the consolidated financial statements of the
investee’s net assets including goodwill.
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NOTES TO THE FINANCIAL STATEMENTS

2.2

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Consolidation (Continued)
(b)  Transactions with non-controlling interests

The Group treats transactions with non-controlling interests as
transactions with equity holders of the Company. For purchases
from non-controlling interests, the difference between any
consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary is recorded in
equity. Gains or losses on disposals to non-controlling interests
are also recorded in equity.

When the Group ceases to have control, any retained interest
in the entity is remeasured to its fair value, with the change in
carrying amount recognised in profit or loss. The fair value is
the initial carrying amount for the purposes of subsequently
accounting for the retained interest as an associate, joint
venture or financial asset. In addition, any amounts previously
recognised in other comprehensive income in respect of that
entity are accounted for as if the Group had directly disposed
of the related assets or liabilities. This may mean that amounts
previously recognised in other comprehensive income are

reclassified to profit or loss.

(c) Associates

Associates are all entities over which the Group has significant
influence but not control. Investments in associates are
accounted for using the equity method of accounting and
are initially recognised at cost. The Group’s investment in an
associate includes goodwill (net of any accumulated impairment

loss) identified on acquisition.
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2.2

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Consolidation (Continued)
(c) Associates (Continued)

The Group’s share of its associates’ post-acquisition profits
or losses is recognised in the income statement, and its share
of post-acquisition movements in reserves is recognised in
reserves. The cumulative post-acquisition movements are
adjusted against the carrying amount of the investment. When
the Group’s share of losses in an associate equals or exceeds
its interest in the associate, including any other unsecured
receivables, the Group does not recognise further losses, unless
it has incurred obligations or made payments on behalf of the
associates.

The Group determines at each reporting date whether there is
any objective evidence that the investment in the associate is
impaired. If this is the case, the Group calculates the amount of
impairment as the difference between the recoverable amount
of the associate and its carrying value and recognises the
amount adjacent to “share of results of an associate” in the

income statement.

Unrealised gains on transactions between the Group and its
associates are eliminated to the extent of the Group’s interest
in the associates. Unrealised losses are also eliminated unless
the transaction provides evidence of an impairment of the
asset transferred. Accounting policies of associates have been
changed where necessary to ensure consistency with the
policies adopted by the Group.

Dilution gains and losses in associate are recognised in the
income statement.

In the Company’s statement of financial position, the investments
in associates are stated at cost less provision for impairment
losses. The results of associates are accounted for by the
Company on the basis of dividend received and receivable.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.2 Consolidation (Continued)

(d)  Jointly controlled entities

A joint venture is a contractual arrangement whereby the Group
and other parties undertake an economic activity, which is
subject to joint control and none of the participating parties has
unilateral control over the economic activity.

The results and assets and liabilities of jointly controlled entities
are accounted for using equity method of accounting. The
consolidated income statement includes the Group’s share
of the results of jointly controlled entities for the year, and
the consolidated statement of financial position includes the
Group’s share of the net assets of the jointly controlled entities.

2.3 Interest income and expense

Interest income and expense are recognised in the income statement
for all instruments measured at amortised cost, available-for-sale
securities and certain financial assets/liabilities designated at fair
value through profit or loss using the effective interest method.

The effective interest method is a method of calculating the amortised
cost of a financial asset or a financial liability and of allocating the
interest income or interest expense over the relevant period. The
effective interest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected life of the
financial instrument or, when appropriate, a shorter period to the
net carrying amount of the financial asset or financial liability. When
calculating the effective interest rate, the Group estimates cash
flows considering all contractual terms of the financial instrument (for
example, prepayment options) but does not consider future credit
losses. The calculation includes all fees and points paid or received
between parties to the contract that are an integral part of the effective
interest rate, transaction costs and all other premiums or discounts.

Once a financial asset or a group of similar financial assets has been
written down as a result of an impairment loss, interest income is
recognised using the rate of interest used to discount the future cash
flows for the purpose of measuring the impairment loss.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.4 Fee and commission income and expense

Fees and commissions are generally recognised on an accrual basis
when the service has been provided. Loan syndication fees are
recognised as revenue when the syndication has been completed and
the Group retained no part of the loan package for itself or retained
a part at the same effective interest rate as the other participants.
Wealth management, financial planning and custody services that are
continuously provided over an extended period of time are recognised
rateably over the period the service is provided.

2.5 Dividend income

Dividends are recognised in the income statement when the Group’s
right to receive payment is established.

2.6 Financial assets
2.6.1 Classification

The Group classifies its financial assets in the following categories:
financial assets at fair value through profit or loss, loans and
receivables, held-to-maturity investments, and available-for-sale
financial assets. The classification depends on the purpose for which
the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition, except for
subsequent reclassification meeting specified definition of relevant
asset reclassification.

(@)  Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for
trading, and those designated at fair value through profit or loss
at inception.

A financial asset is classified as held for trading if it is acquired
principally for the purpose of selling in the short term or if so
designated by management. Derivatives are also categorised as
held for trading unless they are designated as hedges.

The Group designates a financial asset upon initial recognition
as designated at fair value through profit or loss (fair value
option) if the following criteria are met:
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NOTES TO THE FINANCIAL STATEMENTS

2.6

2.6.1

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Financial assets (Continued)
Classification (Continued)

(@ Financial assets at fair value through profit or loss
(Continued)

(i) It eliminates or significantly reduces a measurement or
recognition inconsistency (sometimes referred to as “an
accounting mis-match”) that would otherwise arise from
measuring assets or recognising the gains and losses on
them on different bases;

(ii) A group of financial assets is managed and its performance
is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and
this is the basis on which information about the assets is
provided internally to the key management personnel such
as the Board of Directors and Chief Executive Officer; or

(iii)  Financial assets with embedded derivatives where the
characteristics and risks of the embedded derivatives are
not closely related to the host contracts.

Financial assets for which the fair value option is applied are
recognised in the statement of financial position as “Financial
assets designated at fair value through profit or loss”.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active
market, other than: (a) those that the Group intends to sell
immediately or in the short term, which are classified as held
for trading, and those that the Group upon initial recognition
designates as at fair value through profit or loss; (b) those that
the Group upon initial recognition designates as available-
for-sale; or (c) those for which the Group may not recover
substantially all of its initial investment, other than because of
credit deterioration.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.6 Financial assets (Continued)
2.6.1 Classification (Continued)
(c)  Available-for-sale

Available-for-sale financial assets are non-derivatives that are
either designated in this category or not classified in any of
the other categories. Available-for-sale investments are those
intended to be held for an indefinite period of time, which may
be sold in response to needs for liquidity or changes in interest
rates, exchange rates or equity prices.

(d)  Held-to-maturity

Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturities that
the Group’s management has the positive intention and ability
to hold to maturity.

2.6.2 Reclassification

The Group may choose to reclassify a non-derivative trading financial
asset out of the held-for-trading category if the financial asset is no
longer held for the purpose of selling it in the near term. Financial
assets are permitted to be reclassified out of the held-for-trading
category only in rare circumstances arising from a single event that
is unusual and highly unlikely to recur in the near term. In addition,
the Group may choose to reclassify financial assets that would meet
the definition of loans and receivables out of the held-for-trading
or available-for-sale categories if the Group has the intention and
ability to hold these financial assets for the foreseeable future or until
maturity at the date of reclassification. The Group may also reclassify
financial assets that no longer qualify for recognition as loans and
receivables to available-for-sale if the financial assets become quoted
in active market.

Reclassifications are made at fair value as of the reclassification date.
Fair value becomes the new cost or amortised cost as applicable, and
no reversals of fair value gains or losses before reclassification date
are subsequently made. Effective interest rates for financial assets
reclassified to loans and receivables and held-to-maturity categories
are determined at the reclassification date. Further increases
in estimates of cash flows from the financial assets will require
adjustment to the effective interest rates prospectively.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.6 Financial assets (Continued)
2.6.2 Reclassification (Continued)

On reclassification of a financial asset out of the “at fair value through
profit or loss” category, all embedded derivatives are re-assessed
and, if necessary, separately accounted for.

2.6.3 Recognition and measurement

Purchases and sales of financial assets are recognised on the trade
date - the date on which the Group commits to purchase or sell the
asset.

Financial assets are initially recognised at fair value plus transaction
costs for all financial assets not carried at fair value through profit or
loss. Financial assets carried at fair value through profit or loss are
initially recognised at fair value, and transaction costs are expensed
in the income statement. Financial assets are derecognised when the
rights to receive cash flows from the financial assets have expired or
the Group has transferred substantially all the risks and rewards of
ownership and the transfer qualifies for derecognition.

The bases for the determination of fair value of financial assets are set
out in Note 3.5(a).

(@)  Financial assets at fair value through profit or loss

Gains and losses arising from changes in fair value of financial
assets held for trading and financial assets designated at fair
value at inception are included directly in the income statement
and are reported as part of “Net trading income”. Interest
income and expense derived from and incurred on financial
assets at fair value through profit or loss are included under “Net
interest income” in the income statement.

(b) Loans and receivables

Loans and receivables are carried at amortised cost less any
impairment loss. For loans and receivables that are subject
to fair value hedge arrangements, the hedged elements of the
loans and receivables hedged are carried at fair value.
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2.6

2.6.3

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Financial assets (Continued)
Recognition and measurement (Continued)
(c) Available-for-sale

Available-for-sale financial assets are initially recognised at
fair value which is the cash given including any transaction
costs. They are measured subsequently at fair value with
gains and losses (except for impairment losses and foreign
exchange gains and losses on monetary assets classified
as available-for-sale) recognised in other comprehensive
income and accumulated in equity until the financial assets
are derecognised. Upon derecognition, the gains and losses
previously recognised in equity are reclassified into the income
statement.

If an available-for-sale financial asset is determined to be
impaired, the cumulative gain or loss previously accumulated in
equity is reclassified into the income statement.

Interest is calculated using the effective interest method and
recognised in the income statement. Foreign currency gains and
losses on monetary assets classified as available-for-sale are
recognised in the income statement. Dividends on available-for-
sale equity instruments are recognised in the income statement
under “Other operating income” when the Group’s right to
receive payment is established.

(d)  Held-to-maturity

Held-to-maturity investments are initially recognised at fair
value including direct and incremental transaction costs and are
measured subsequently at amortised cost using the effective
interest method. They are derecognised when the rights to
receive cash flows have expired.

Interest is included in the income statement and is reported
as “Net interest income”. If a held-to-maturity investment
is determined to be impaired, the impairment is reported as
a deduction from the carrying value of the investment and
recognised in the income statement as impairment charge on
held-to-maturity investments.
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NOTES TO THE FINANCIAL STATEMENTS

2.7

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Impairment of financial assets
(@) Assets carried at amortised cost

The Group assesses at each end of the reporting period whether
there is objective evidence that a financial asset or group of
financial assets is impaired. A financial asset or a group of
financial assets is impaired and impairment losses are incurred
if there is objective evidence of impairment as a result of one
or more events that occurred after the initial recognition of the
asset (a “loss event”) and that loss event (or events) has an
impact on the estimated future cash flows of the financial asset

or group of financial assets that can be reliably estimated.

The criteria that the Group uses to determine that there is

objective evidence of an impairment loss include:

o Delinquency in contractual payments of principal or
interest;

o Cash flow difficulties experienced by the borrower (for
example, high debt-to-equity ratio, low net income as a
percentage of sales);

° Breach of loan covenants or conditions;

o Deterioration of the borrower’s competitive position;
° Deterioration in the value of collateral; and

o Downgrading below investment grade level.

The Group first assesses whether objective evidence of
impairment exists individually for financial assets that are
individually significant, and individually or collectively for
financial assets that are not individually significant. If the Group
determines that no objective evidence of impairment exists for
an individually assessed financial asset, whether significant or
not, it includes that asset in a group of financial assets with
similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for
impairment and for which an impairment loss is or continues to
be recognised are not included in a collective assessment of
impairment.
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2.7

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Impairment of financial assets (Continued)
(@) Assets carried at amortised cost (Continued)

The amount of the loss is measured as the difference between
the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have
not been incurred) discounted at the financial asset’s original
effective interest rate. The carrying amount of the asset is
reduced through the use of an allowance account and the
amount of the loss is recognised in the income statement. If
a loan or held-to-maturity investment has a variable interest
rate, the discount rate for measuring any impairment loss is the
current effective interest rate determined under the contract.
As a practical expedient, the Group may measure impairment
on the basis of an instrument’s fair value using an observable

market price.

The calculation of the present value of the estimated future cash
flows of a collateralised financial asset reflects the cash flows
that may result from foreclosure less costs for obtaining and
selling the collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment,
financial assets are grouped on the basis of similar credit risk
characteristics (i.e. on the basis of the Group’s grading process
that considers asset type, collateral type, overdue status and
other relevant factors). Those characteristics relevant to the
estimation of future cash flows for groups of such assets by
being indicative of the debtors’ ability to pay all amounts due
according to the contractual terms of the assets are considered.

Future cash flows in a group of financial assets that are
collectively evaluated for impairment are estimated on the
basis of the contractual cash flows of the assets in the group
and historical loss experience for assets with credit risk
characteristics similar to those in the group. Historical loss
experience is adjusted on the basis of current observable data
to reflect the effects of current conditions that did not affect the
period on which the historical loss experience is based and to
remove the effects of conditions in the historical period that do
not currently exist.
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NOTES TO THE FINANCIAL STATEMENTS

2.7

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Impairment of financial assets (Continued)
(@) Assets carried at amortised cost (Continued)

Estimates of changes in future cash flows for groups of assets
should reflect and be directionally consistent with changes in
related observable data from period to period (for example,
changes in unemployment rates, property prices, payment
status, or other factors indicative of changes in the probability of
losses in the group and their magnitude). The methodology and
assumptions used for estimating future cash flows are reviewed
regularly by the Group to reduce any differences between loss
estimates and actual loss experience.

When a loan is uncollectible, it is written off against the related
allowances for loan impairment. Such loans are written off
after all the necessary procedures have been completed and
the amount of the loss has been determined. Subsequent
recoveries of amounts previously written off decrease the
amount of the allowances for loan impairment in the income
statement.

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised (such as
an improvement in the debtor’s credit rating), the previously
recognised impairment loss is reversed by adjusting the
allowance account. The amount of the reversal is recognised in
the income statement.
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2.7

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Impairment of financial assets (Continued)
(b)  Assets classified as available-for-sale

The Group assesses at each end of the reporting period
whether there is objective evidence that a financial asset or
a group of financial assets is impaired. In the case of equity
investments classified as available-for-sale, a significant or
prolonged decline in the fair value of the security below its
cost is considered in determining whether the assets are
impaired. If any such evidence exists for available-for-sale
financial assets, the cumulative loss measured as the difference
between the acquisition cost (net of any principal repayment
and amortisation) and the current fair value, less any impairment
loss on that financial asset previously recognised in the income
statement, is removed from equity and recognised in the
income statement. Impairment losses recognised in the income
statement on equity instruments are not reversed through the
income statement. If, in a subsequent period, the fair value of
a debt instrument classified as available-for-sale increases and
the increase can be objectively related to an event occurring
after the impairment loss was recognised in profit or loss, the
impairment loss is reversed through the income statement.

(c) Renegotiated loans

Loans that are either subject to collective impairment
assessment or individually significant and whose terms have
been renegotiated are no longer considered to be past due but
are treated as new loans. In subsequent periods, the asset if
past due again is considered to be and disclosed as past due
loans.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.8 Financial liabilities

Financial liabilities are classified into two categories: financial

liabilities at fair value through profit or loss and other financial

liabilities. All financial liabilities are classified at inception and

recognised initially at fair value and are derecognised when the

obligation is discharged, cancelled or expires. The bases for the

determination of fair value of financial liabilities are set out in Note

3.5(a).

@

Financial liabilities at fair value through profit or loss

This category has two sub-categories: financial liabilities held

for trading, and those designated at fair value through profit or

loss at inception.

A financial liability is classified as held for trading if it is incurred

principally for the purpose of repurchasing in the short term. It

is carried at fair value and any gains and losses from changes in

fair value are recognised in the income statement.

A financial liability is typically classified as fair value through

profit or loss at inception if it meets the following criteria:

@i

(ii)

(iii)

It eliminates or significantly reduces a measurement or
recognition inconsistency (sometimes referred to as “an
accounting mis-match”) that would otherwise arise from
measuring liabilities or recognising the gains and losses
on them on different bases; or

A group of financial liabilities is managed and its
performance is evaluated on a fair value basis, in
accordance with a documented risk management or
investment strategy, and this is the basis on which
information about the liabilities is provided internally to
the key management personnel such as the Board of
Directors and Chief Executive Officer; or

Financial liabilities with embedded derivatives where the
characteristics and risks of the embedded derivatives are
not closely related to the host contracts.
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(LAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)
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2.8

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Financial liabilities (Continued)

(@) Financial liabilities at fair value through profit or loss
(Continued)

Financial liabilities designated at fair value through profit or loss
include the Group’s own debt securities in issue and deposits
received from customers that are embedded with certain
derivatives. Financial liabilities designated at fair value through
profit or loss are carried at fair value and any gains and losses
from changes in fair value are recognised under “Net trading
income” in the income statement.

(b)  Other financial liabilities

Other financial liabilities are recognised initially at fair value
net of transaction costs incurred and are subsequently carried
at amortised cost. Any difference between proceeds net of
transaction costs and the redemption value is recognised in the
income statement over the period of the other financial liabilities
using the effective interest method.

If the Group purchases its own debt, it is removed from the statement

of financial position, and the difference between the carrying amount

of a liability and the consideration paid is accounted for as a gain or

loss in the income statement.

289

Derivative financial instruments and hedge accounting

Derivatives are initially recognised at fair value on the date on

which a derivative contract is entered into and are subsequently re-

measured at their fair value. The bases for the determination of fair

value of derivative financial instruments are set out in Note 3.5(a). All

derivatives are carried as assets when fair value is positive and as

liabilities when fair value is negative.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.9 Derivative financial instruments and hedge accounting

(Continued)

Certain derivatives embedded in other financial instruments, such
as the conversion option in a convertible bond where it is not settled
by exchanging a fixed amount of cash or another financial asset for
a fixed number of own equity instrument, are treated as separate
derivatives when their economic characteristics and risks are not
closely related to those of the host contract and the host contract
is not carried at fair value through profit or loss. These embedded
derivatives are measured at fair value with changes in fair value
recognised in the income statement unless the Group chooses to
designate the hybrid contracts at fair value through profit or loss.

The method of recognising the resulting fair value gain or loss
depends on whether the derivative is designated as a hedging
instrument, and if so, the nature of the item being hedged. The
Group designates certain derivatives as hedges of the fair value
of recognised assets or liabilities. Hedge accounting is used for
derivatives designated in this way provided certain criteria are met.

The Group documents, at the inception of the transaction, the
relationship between hedging instruments and hedged items, as well
as its risk management objective and strategy for undertaking various
hedge transactions. The Group also documents its assessment,
both at hedge inception and on an ongoing basis, of whether the
derivatives that are used in hedging transactions are highly effective
in offsetting changes in fair values of hedged items.

(@)  Fair value hedge

Changes in the fair value of derivatives that are designated
and qualify as fair value hedges are recorded in the income
statement under “Net trading income — Net gain/loss arising
from financial instruments subject to fair value hedge”, together
with any changes in the fair value of the hedged asset that are
attributable to the hedged risk.

If the hedge no longer meets the criteria for hedge accounting,
the adjustment to the carrying amount of a hedged item for
which the effective interest method is used is amortised to
profit or loss over the period to maturity and remains in retained
earnings until the disposal of the hedged item.
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.9 Derivative financial instruments and hedge accounting

(Continued)
(b)  Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge
accounting. Changes in the fair value of any derivative instrument
that does not qualify for hedge accounting are recognised
immediately in the income statement under “Net trading income”.
For derivatives that are managed in conjunction with designated
financial assets or financial liabilities, the gains and losses
arising from changes in their fair value are included under “Net
trading income — Net gain/loss arising from financial instruments

designated at fair value through profit or loss”.

2.10 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount
reported in the statement of financial position when there is a legally
enforceable right to offset the recognised amounts and there is
an intention to settle on a net basis, or realise the asset and settle
the liability simultaneously. The legally enforceable right must not
be contingent on future events and must be enforceable in the
normal course of business and in the event of default, insolvency or
bankruptcy of the Company or the counterparty.

2.11 Sale and repurchase agreements

The liability to counterparties in respect of securities sold subject
to repurchase agreements (“repos”) is included in amounts due to
other banks, deposits from banks, or other accounts and accruals,
as appropriate. Securities purchased under agreements to resell
(“reverse repos”) are recorded as loans and advances to other banks
or customers, as appropriate. The difference between the sale and
repurchase price is treated as interest and accrued over the life of
the agreements using the effective interest method. Securities lent to
counterparties are also retained in the financial statements.

Securities borrowed are not recognised in the financial statements,
unless these are sold to third parties, in which case the purchases and
sales are recorded with the gain or loss included in trading income.
The obligation to return them is recorded at fair value as a trading
liability.
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.12 Repossessed assets

Loans on which collateral assets have been repossessed are not
derecognised and are carried in the statement of financial position
with appropriate amounts of impairment allowances made. In the case
of delinquent loans on which collateral assets have been foreclosed
and repossessed by the Group pursuant to legal arrangements or
court orders, and with the legal title of the assets having been passed
to the Group, such loans are derecognised. The foreclosed assets
held for resale are included in “Advances and other accounts — Other
assets”.

2.13 Segment reporting

Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decision maker. The
chief operating decision maker is the person or group of persons that
allocates resources to and assesses the performance of the operating
segments of an entity. The Group has determined the Chief Executive
and members of the Executive Committee (“EC”) as its chief operating
decision maker.

All transactions between operating segments are conducted on
an arm’s length basis, with inter-segment revenues and costs
being eliminated on consolidation. Income and expenses directly
associated with each segment are included in determining operating
segment performance.

Based on the requirements of HKFRS 8, the Group has the following
segments: Personal Banking, Commercial Banking, Treasury,
Overseas Banking, Insurance Business, and Others.

2.14 Foreign currency translation
(@)  Functional and presentation currency

Items included in the financial statements of each of the
Group’s entities are measured using the currency of the
primary economic environment in which the entity operates (the
“functional currency”). The consolidated financial statements
are presented in HK dollars, which is the Group’s presentation
currency and the functional and presentation currency of the
Company and major part of the Group.
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

2. FESTBEHE@ 2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
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2.14 Foreign currency translation (Continued)
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(b) Transactions and balances

Foreign currency transactions are translated into the functional
currency of the relevant entity using the exchange rates
prevailing at the dates of the transactions. Foreign exchange
gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange
rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement.

All foreign exchange gains and losses recognised in the income
statement are presented net in the income statement within
the corresponding item. Foreign exchange gains and losses
on other comprehensive income items are presented in the
statement of comprehensive income within the corresponding
item.

In the case of changes in the fair value of foreign currency
denominated monetary assets classified as available-for-sale,
a distinction is made between translation differences resulting
from changes in amortised cost of the assets and other changes
in the carrying amount of the assets. Translation differences
related to changes in the amortised cost are recognised in the
income statement, and those related to changes in the carrying
amount, except for impairment, are recognised in equity.

Translation differences on non-monetary items, such as
investments in equity instruments held at fair value through
profit or loss, are reported as part of the fair value gain or loss.
Translation difference on certain other non-monetary items,
such as equities classified as available-for-sale financial assets,
are included in the fair value reserve in equity.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.14 Foreign currency translation (Continued)
(c) Group companies

The results and financial position of all the Group’s entities
(none of which has the currency of a hyperinflationary economy)
that have a functional currency different from the presentation
currency are translated into the presentation currency as

follows:

(i) assets and liabilities for each statement of financial
position presented are translated at the closing rate at the
date of that statement of financial position;

(i)  income and expenses for each income statement are
translated at average exchange rates (unless this average
is not a reasonable approximation of the cumulative effect
of the rates prevailing on the transaction dates, in which
case income and expenses are translated at the dates of
the transactions); and

(iii)  all resulting exchange differences are recognised as a
separate component of equity.

Exchange differences arising from the above processes are
reported in shareholders’ equity under “Exchange reserve”.

On consolidation, exchange differences arising from the
translation of the net investment in foreign entities are taken to
shareholders’ equity. When a foreign operation is sold, such
exchange differences are recognised in the income statement
as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of

a foreign entity are treated as assets and liabilities of the foreign
entity and translated at the closing rate.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.15 Premises and other fixed assets

Premises comprise mainly offices and shops. Leasehold land
classified as finance lease and all other fixed assets are stated at
historical cost less depreciation. Historical cost includes expenditure
that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or
recognised as a separate asset, as appropriate, only when it is
probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably.
The carrying amount of the replaced part is derecognised. All other
repairs and maintenance are expensed in the income statement
during the financial period in which they are incurred.

Leasehold land classified as finance lease commences amortisation
from the time when the land interest becomes available for its
intended use. Amortisation on leasehold land classified as finance
lease and depreciation on other assets is calculated using the
straight-line method to allocate their cost to their residual values over
their estimated useful lives, as follows:
- Premises Over the shorter of 50 years or
remaining period of lease
- Furniture, fittings, equipment ~ Over the estimated useful lives
and motor vehicles generally between 3 and
10 years

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each end of the reporting period.

An asset’s carrying amount is written down immediately to its
recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount (Note 2.18).

Gains and losses on disposals are determined by comparing the
proceeds with the carrying amount and are recognised in the income
statement.
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NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.16 Investment properties

Property that is held for long-term rental yields or for capital
appreciation or both, and that is not occupied by the companies in the
consolidated Group, is classified as investment property.

Investment property is measured initially at its cost, including related
transaction costs.

After initial recognition, investment property is carried at fair value.
Fair value is based on active market prices, adjusted, if necessary,
for any difference in the nature, location or condition of the specific
asset. If this information is not available, the Group uses alternative
valuation methods such as recent prices on less active markets or
discounted cash flow projections. These valuations are performed in
accordance with the guidance issued by the International Valuation
Standards Committee. These valuations are reviewed annually by
external valuers. Investment property that is being redeveloped for
continuing use as investment property, or for which the market has
become less active, continues to be measured at fair value.

The fair value of investment property reflects, among other things,
rental income from current leases and assumptions about rental
income from future leases in the light of current market conditions.

Subsequent expenditure is charged to the asset’s carrying amount
only when it is probable that future economic benefits associated
with the item will flow to the Group and the cost of the item can
be measured reliably. All other repairs and maintenance costs are
expensed in the income statement during the financial period in which
they are incurred.

Changes in fair values are recognised in the income statement.
If an investment property becomes owner-occupied, it is reclassified

as premises and other fixed assets, and its fair value at the date of
reclassification becomes its cost for accounting purposes.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.16 Investment properties (Continued)

If an item of premises and other fixed assets becomes an investment
property because its use has changed, any difference resulting
between the carrying amount and the fair value of this item at the
date of transfer is recognised in equity as a revaluation of premises
and other fixed assets under HKAS 16. However, if a fair value gain
reverses a previous impairment loss, the gain is recognised in the
income statement.

2.17 Goodwill and intangible assets

Goodwill represents the excess of the cost of an acquisition over
the Group’s share of the net fair value of the identifiable assets and
liabilities of the acquiree as at the date of acquisition. Goodwill is
carried at cost less any accumulated impairment losses. Goodwill is
tested annually for impairment. Impairment losses on goodwill are not
reversed. Gains and losses on the disposal of an entity include the
carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of
impairment testing. The allocation is made to those cash-generating
units or groups of cash-generating units that are expected to benefit
from the business combination on which the goodwill arose.

Intangible assets arising from an acquisition are recognised
separately from goodwill when they are separable or arise from
contractual or other legal rights, and their value can be measured
reliably. They include core deposits, contracts and customer
relationships intangible assets, and trade names. Intangible assets
are stated at cost less amortisation, and/or accumulated impairment
losses. Amortisation is calculated based on estimated useful life
ranging from 5 to 12 years using a diminishing balance method.
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NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.18 Impairment of goodwill, intangible assets and non-
financial assets

Assets that have an indefinite useful life or are not yet available
for use are not subject to amortisation, but are tested annually for
impairment. Assets are reviewed for impairment whenever events or
changes in circumstances indicated that the carrying amount may not
be recoverable. An impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value less costs
to sell and value in use. For the purposes of assessing impairment,
assets are grouped at the lowest levels (cash-generating units) for
which there are separately identifiable cash flows. Non-financial
assets other than goodwill that suffered an impairment are reviewed
for possible reversal of the impairment at each reporting date.

In the Company’s financial statements, impairment testing of the
investment in a subsidiary or an associate is also required upon
receiving dividend from that entity if the dividend exceeds the
Company’s share of the total comprehensive income of that entity
concerned in the period the dividend is declared or if the carrying
amount of that entity in the Company’s statement of financial position
exceeds the Company’s share of the carrying amount of that entity’s
net assets including goodwill in its consolidated statement of financial
position.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.19 Current and deferred income tax

The tax expense for the period comprises current and deferred tax.
Tax is recognised in the income statement, except to the extent that
it relates to items recognised directly in other comprehensive income.
In such case, the tax is recognised in other comprehensive income
within the corresponding item.

The current income tax charge is calculated on the basis of the tax
laws enacted or substantially enacted at the end of the reporting
period in the countries where the Company’s subsidiaries, associates
and joint ventures generate taxable income. Management periodically
evaluates positions taken in tax returns with respect to situations
in which applicable tax regulation is subject to interpretation. It
establishes provisions where appropriate on the basis of amounts
expected to be paid to the tax authorities.

Deferred income tax is recognised, using the liability method, on
temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the financial statements.
Deferred income tax is determined using tax rates that have been
enacted or substantially enacted by the end of the reporting period
and that are expected to apply when the related deferred income tax
asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised only to the extent that it is
probable that future taxable profit will be available against which the
temporary differences can be utilised. The tax effects of income tax
losses available for carry forward are recognised as an asset when it
is probable that future taxable profits will be available against which
these losses can be utilised.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.19 Current and deferred income tax (Continued)

Deferred income tax is provided on temporary differences arising on
investments in subsidiaries, associates and jointly controlled entities,
except where the timing of the reversal of the temporary difference
is controlled by the Group and it is probable that the temporary
difference will not reverse in the foreseeable future.

Deferred income tax related to investment properties is measured
according to the tax consequence on the presumption that they are
recovered entirely through sale.

Deferred income tax related to fair value re-measurement of available-
for-sale investments, which is charged or credited directly to equity,
is also credited or charged directly to equity and is subsequently
recognised in the income statement upon the realisation of relevant
investments.

2.20 Employee benefits
(@)  Pension obligations

The Group offers a mandatory provident fund scheme and a
number of defined contribution plans, the assets of which are
generally held in separate trustee-administered funds. These
pension plans are funded by payments from employees and by
the relevant Group companies.

The Group’s contributions to the mandatory provident fund
schemes and defined contribution retirement schemes are
expensed as incurred. Other than mandatory provident fund
contribution, the Group’s contributions may be reduced by
contributions forfeited by those employees who leave prior to
vesting fully in the contributions.
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2. FESTBEHE@ 2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
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2.20 Employee benefits (Continued)
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The Group has the choice to pay the intrinsic value of the share
option or to issue new shares to a grantee at the date of exercise
under the share-based compensation plans. The total amount to
be expensed over the vesting period is determined by reference
to the fair value according to settlement type.

For cash-settled share-based compensation, the total cost is
the fair value of the options granted, with re-measurement at
each reporting period with any change in the cost recognised
in the income statement, with a corresponding credit or
adjustment to the “Liabilities”.

For equity-settled share-based compensation, the total cost is
measured and recognised based on the fair value of the equity
options at the grant date, with a corresponding credit to the
“Shared-based compensation reserve” in the shareholders’
funds. The total cost, which is fixed based on the fair value at
the grant date, is charged to income statement in accordance
with the terms of the vesting of the options over time. When
the options are exercised, the Company will issue new shares
to settle its obligation, and transfer applicable amount from the
“Share-based compensation reserve” to the “Share capital”

account.

(c) Employee leave entitlements

Employee entitlements to annual leave and long service leave
are recognised when they accrue to employees. An accrual is
made for the estimated liability for annual leave and long service
leave as a result of services rendered by employees up to the
end of the reporting period.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.20 Employee benefits (Continued)
(d) Bonus plans

Liabilities for bonus plans due wholly within twelve months after
the end of the reporting period are recognised when the Group
has a present or constructive obligation as a result of services
rendered by employees and a reliable estimate of the obligation
can be made.

2.21 Provisions

Provisions for restructuring costs and legal claims are recognised
when: the Group has a present legal or constructive obligation as
a result of past events; it is more likely than not that an outflow of
resources will be required to settle the obligation; and the amount
has been reliably estimated. Restructuring provisions comprise lease
termination penalties and employee termination payments. Provisions
are not recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an
outflow will be required in settlement is determined by considering the
class of obligations as a whole. A provision is recognised even if the
likelihood of an outflow with respect to any one item included in the
same class of obligations may be small.
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2.22

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Leases
(@) Operating lease

Leases in which a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating
leases. Payments made under operating leases (net of any
incentives received from the lessor) are expensed in the income
statement on a straight-line basis over the period of the lease.

Where the Group is a lessor under operating leases, assets
leased out are included in fixed assets in the consolidated
statement of financial position. They are depreciated over their
expected useful lives on a basis consistent with similar owned
fixed assets. Rental income (net of any incentives given to
lessees) is recognised on a straight-line basis over the lease
term.

(b)  Finance lease

Leases of assets where the Group has substantially all the risks
and rewards of ownership are classified as finance leases.
Finance leases are capitalised at the lease’s commencement at
the lower of the fair value of the leased property and the present
value of the minimum lease payments. Each lease payment is
allocated between the liability and finance charges so as to
achieve a constant rate on the finance balance outstanding. The
corresponding rental obligations, net of finance charges, are
included as liabilities. The investment properties acquired under
finance leases are carried at their fair value.

Where the Group is a lessor under finance leases, the amounts
due under the leases, net of unearned finance income, are
recognised as a receivable and are included in “Advances and
other accounts”. Finance income implicit in rentals receivable is
credited to the income statement over the lease period so as to
produce a constant periodic rate of return on the net investment
outstanding for each accounting period.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.23 Fiduciary activities

The Group commonly acts as trustees and in other fiduciary
capacities that result in the holding or placing of assets on behalf of
individuals, trusts and other institutions. These assets are excluded
from the Group’s financial statements, as they are not assets of the
Group.

2.24 Share capital

Ordinary shares are classified as equity. Incremental costs directly
attributable to the issue of new shares are shown in equity as a
deduction, net of tax, from the proceeds.

Dividends on ordinary shares are recognised as a liability in the
financial statements in the period in which they are approved by
shareholders.

2.25 Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash
equivalents comprise balances with less than three months’ maturity
from the date of acquisition, including: cash, balances with banks
and other financial institutions, treasury bills, other eligible bills and
certificates of deposit and investment securities which are readily
convertible to cash and are subject to an insignificant risk of changes

in value.
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.26 Financial guarantee contracts

Financial guarantee contracts are contracts that require the issuer
to make specified payments to reimburse the holder for a loss it
incurs because a specified debtor fails to make payments when due,
in accordance with the terms of a debt instrument. Such financial
guarantees are given to banks, financial institutions and other bodies
on behalf of customers to secure loans, overdrafts and other banking
facilities, and to other parties in connection with the performance of
customers under obligations related to contracts, advance payments
made by other parties, tenders, retentions and the payment of import
duties.

Financial guarantees are initially recognised in the financial
statements at fair value on the date the guarantee was given.
Subsequent to initial recognition, the Group’s liabilities under such
guarantees are measured at the higher of the amount determined
in accordance with HKAS 37 “Provisions, Contingent Liabilities
and Contingent Assets” and the amount initially recognised less
cumulative amortisation recognised. Any changes in the liability
relating to financial guarantees are taken to the income statement.

2.27 Contingent liabilities and contingent assets

A contingent liability is a possible obligation that arises from past
events and whose existence will only be confirmed by the occurrence
or non-occurrence of one or more uncertain future events not wholly
within the control of the Group. It can also be a present obligation
arising from past events that is not recognised because it is not
probable that an outflow of economic resources will be required or the
amount of obligation cannot be measured reliably.

A contingent liability is not recognised but is disclosed in the notes
to the financial statements. When a change in the probability of an
outflow occurs so that outflow is probable, it will then be recognised
as a provision.

A contingent asset is a possible asset that arises from past events
and whose existence will be confirmed only by the occurrence or
non-occurrence of one or more uncertain events not wholly within the

control of the Group.

A contingent asset is not recognised but is disclosed in the notes
to the financial statements when an inflow of economic benefits is
probable. When such inflow is virtually certain, an asset is recognised.
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.28 Insurance contracts

The Group issues contracts that contain insurance risk or both
insurance and financial risks. Insurance contracts are those contracts
that transfer significant insurance risk. Such contract may also
transfer financial risk. As a general guideline, the Group defines as
significant insurance risk the possibility of having to pay benefits on
the occurrence of an insured event that are at least 10% or more than
the benefits payable if the insured event did not occur.

Insurance contracts are accounted for as follows:

(@ Premiums

Premiums for long-term insurance business are recognised
as revenue when they become due. Premiums for general
insurance business are accounted for in the period in which
the risk commences. Unearned premium is provided and is
calculated on a time-apportioned basis as the proportion of
the business underwritten in the accounting year relating to the
period of risk after the end of the reporting period. Reinsurance
premiums are accounted for on the same basis as gross
premiums.

(b) Commission expenses

Commission expenses for securing new contracts are charged
to the income statement on a basis consistent with premium
revenue recognition and are presented in the income statement
under “Net insurance claims and expenses”.

(c)  Claims and benefits

Claims for general insurance business consist of paid claims
and movement in provisions for outstanding claims with related
claims handling expenses. For long-term insurance business,
claims and benefits are accounted for on notification of claims
or when benefits become payable. Liabilities to policyholders
under long-term insurance contracts are the amount recognised
for future claims and benefits of life insurance contracts as
estimated by appointed actuary in compliance with regulatory
requirements. Reinsurance recoveries are accounted for on the
same basis as the related claims or benefits.
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2. FESTBEHE@ 2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)
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2.28 Insurance contracts (Continued)
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in-force business, using appropriate assumptions. Movements
in the value of in-force long-term life assurance business are
reported as “Net insurance premium and other income”.

(e) Liability adequacy test

At each end of the reporting period, liability adequacy tests are
performed to ensure the adequacy of the contract liabilities. In
performing these tests, current best estimates of future cash
flows relating to insurance contracts and claims handling and
administration expenses, as well as investment income from the
assets backing such liabilities, are used.

()  Reinsurance contracts held

Contracts entered into by the Group with reinsurers under
which the Group is compensated for losses on one or more
contracts issued by the Group and that meet the classification
requirement for insurance contracts are classified as

reinsurance contracts held.

The benefits to which the Group is entitled under its reinsurance
contracts held are recognised as reinsurance assets. These
assets consist of short-term balances due from reinsurers,
as well as longer term receivables that are dependent on
the expected claims and benefits arising under the related
reinsured insurance contracts. Amounts recoverable from or
due to reinsurers are measured consistently with the amounts
associated with the reinsured insurance contracts and in
accordance with the terms of each reinsurance contract.
Reinsurance liabilities are primarily premiums payable for
reinsurance contracts and are recognised as an expense when

due.
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

2.28 Insurance contracts (Continued)
()  Reinsurance contracts held (Continued)

The Group assesses its reinsurance assets for impairment on an
annual basis. If there is objective evidence that the reinsurance
asset is impaired, the Group reduces the carrying amount of
the reinsurance asset to its recoverable amount and recognises
that impairment loss in the income statement. The Group
decides whether an insurance receivable is impaired based on
its age and relevant information on the financial health of the
counter party. If the Group deems an insurance receivable to be
impaired, a full and specific provision will be made against the
balance in question.

2.29 Disposal group held-for-sale and discontinued
operations

Disposal group is classified as held for sale when their carrying
amount is to be recovered principally through a sale transaction and a
sale is considered highly probable. The disposal group is stated at the
lower of carrying amount and fair value less cost to sell. Deferred tax
assets, assets arising from employee benefits, financial assets (other
than investments in subsidiaries and associates) and investment
properties, which are classified as held for sale, would continue to be
measured in accordance with the polices set out elsewhere in Note 2.

A discontinued operation is a component of the Group’s business,
the operations and cash flows of which can be clearly distinguished
from the rest of the Group and which represents a separate major line
of business or geographic area of operations, or is part of a single
co-ordinated plan to dispose of a separate major line of business
or geographical area of operations, or is a subsidiary acquired
exclusively with a view to resale.

When an operation is classified as discontinued, a single amount is
presented in the statement of profit or loss, which comprises the post-
tax profit or loss of the discontinued operation and the post-tax gain
or loss recognised on the measurement to fair value less costs to sell,
or on the disposal, of the disposal group constituting the discontinued
operation.
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3. FINANCIAL RISK MANAGEMENT

The Group’s activities expose it to a variety of financial risks and
those activities involve the analysis, evaluation, acceptance and
management of some degree of risk or combination of risks. Taking
risk is core to the financial business, and operational risks are an
inevitable consequence of being in business. The Group’s aim is
therefore to achieve an appropriate balance between risk and return
and minimise potential adverse effects on the Group’s financial
performance.

The Group’s risk management policies are designed to identify and
analyse these risks, to set appropriate risk limits and controls, and
to monitor the risks and adherence to limits by means of reliable and
up-to-date information systems. The Group regularly reviews its risk
management policies and systems to reflect changes in markets,
products and emerging best practice.

Risk management is carried out pursuant to the overall strategy and
policies approved by the Board of Directors. The Risk Management
and Compliance Committee (“RMCC”) under the authority delegated
by the Board oversee and guide the management of different risks
which are more particularly managed and dealt with by the Group
Risk Division (“GRD”) and different functional committees. In addition,
Internal Audit is responsible for the independent review of risk
management and the control environment.

To further enhance the risk governance and risk management
standards, the Board has approved a Risk Strategy framework that
also covers the Group’s Risk Appetite Statement. The Risk Strategy
sets out the core values and high level risk management direction
of the Group, taking account of the overall business strategy and
direction. As for the Risk Appetite Statement, it sets out the tolerance
for the assumption of risk by the Group in the pursuit of return and
key corporate objectives and covers the areas including target
returns to shareholders, earnings volatility, solvency and other key
risk measures. The GRD is responsible for the ongoing monitoring
of the compliance with the Risk Appetite Statement and the regular
reporting of the status to the RMCC and the Board.

The most important types of risk are credit risk, liquidity risk, market
risk, operational risk and insurance risk. Market risk includes currency
risk, interest rate risk and other price risks.



B H5 Rk M et

3. BXEBERE@m
31 ERALRMIBEREK

AEFRIERIERRTRFH2ELFR
WIALLERS 2 B 2R E RSB RI 6 E B A FRER
BEWA - FAEESRKEBESEHES RIZR
=R EHER A KB F S EWA
R I RFFRAZMENE AN RIREAN Z AT
BEIHER o

AEETZERERRETHER  BBABER
TERRAERRIEE - WRAFPWERAE
ERANAT - EFEBHRARTIESREERGBR
AZERRBR  IERAEEREEREEM
AIE - PIIERRE - BARRE R EMRE

REETVRBRZ M NGNS ([5IZXF5])E
EEREMETACeRIA  BEFS &5
EERANER 2GR REAE - EFEHIER
HREUZFTRRE 2T HHERR © BRigE
SN - BRINERF K Z BB —RIARTZ
HiERR (BREZEPATEHF 2R 5) HFA
ITETAEEN  BUHEHEETSREERZ
BeFE -

AR BT B R 2R 1w HR I B A R R OT A T ALBARL
BRMNEZHSTFLSEEATENEHNELFH
BEAFELAZMERR - ET2RTAKA
TERFES I - IR 2 AET - BREmEIHIE
B 28 fX HhfkES  EREQFE
$hIR B RIS F R E MACE - TR R 86 S i
RIEMERFE RIS RIBERLR MG EEH
AHEEIR AR o D FEE RS S
SETAMMAIGIRE - AR SR IAER I
DNFAESIR R H AT L

NOTES TO THE FINANCIAL STATEMENTS

(LA T Th51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (Continued)
3.1 Strategy in using financial instruments

The Group accepts deposits from customers at both fixed and floating
rates, and for various periods, and seeks to earn positive interest
margins by investing and lending these funds in a wide range of
assets. The Group seeks to increase these margins by consolidating
short-term funds and lending for longer periods at higher rates, while
maintaining sufficient liquidity to meet all claims that might fall due.

The Group also seeks to apply its interest margins through its
lending to commercial and retail borrowers and to charge customers
appropriate fees and commission, taking into consideration credit risk
and market conditions. Such exposures involve not just on-balance
sheet loans and advances, as the Group also enters into guarantees
and other commitments such as letters of credit, performance bonds
and other bonds.

The Group also trades in financial instruments where it takes positions
in exchange-traded and over-the-counter (“OTC”) instruments,
including derivatives, to take advantage of short-term market
movements in equities and bonds and in currency and interest rate.
The Board places trading limits on the level of exposures that can
be taken in relation to market positions. Apart from specific hedging
arrangements, foreign exchange and interest rate exposures are
normally offset by entering into counterbalancing positions (including
transactions with customers or market counterparties), or by the
use of derivatives, thereby controlling the variability in the net cash
amounts required to liquidate market positions.

The Group also uses interest rate swap and other interest rate
derivatives to mitigate interest rate risk arising from changes in
interest rates that will result in decrease in the fair value of fixed rate
assets or increase in the fair value of fixed rate liabilities. Part of
these financial instruments are designated as fair value hedges, and
the terms of hedge including hedged item, amount, interest rates,
hedge period and purpose are determined and documented at the
inception of each fair value hedge. Hedge effectiveness is assessed
at inception on a prospective basis and is reassessed, on an ongoing
basis, based on actual experience and valuation. Fair value hedge
relationships that do not meet the effectiveness test requirement
of hedge accounting are discontinued with effect from the date of
ineffectiveness of the fair value hedge.
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3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk

The Group’s main credit risk is that borrowers or counterparties
may default on their payment obligations due to the Group. These
obligations arise from the Group’s lending and investment activities,
and trading of financial instruments (including derivatives).

The Group has a Group Credit Committee (“GCC”) for approving
major credit exposures. The Credit Management Committee (“CMC”)
and the Treasury & Investment Risk Committee (“TIRC”) are the
committees responsible for credit policy formulation and portfolio
monitoring of the loan and treasury businesses respectively. These
committees are all chaired by the Chief Executive with certain
Executive Directors and senior business and credit officers as
members. Credit risk measurement, underwriting, approval and
monitoring requirements are detailed in credit policies.

The Group manages all types of credit risk on a prudent basis.
Credits are extended within the parameters set out in the credit
policies and are approved by different levels of management based
upon established guidelines and delegated authorities. Credit
exposures, limits and asset quality are regularly monitored and
controlled by management, credit committees and GRD. The Group’s
internal auditors also conduct regular reviews and audits to ensure
compliance with credit policies and procedures, and regulatory
guidelines.

The Group has established policies and processes for the approval
and review of new products and activities, and credit policies
with details of the loan grading, or credit scoring, processes and
impairment policies.
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NOTES TO THE FINANCIAL STATEMENTS

3.2
3.2.1

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

FINANCIAL RISK MANAGEMENT (Continued)
Credit risk (Continued)

Credit risk measurement

(@ Loans and advances

In measuring credit risk of loans and advances to customers and
to banks and other financial institutions at a counterparty level,
the Group focuses on three components, namely (i) credit risk
of the client or counterparty; (ii) current exposures to client or
counterparty; and (iii) the amount of impairment allowances.

(i) The Group assesses the credit quality of corporate clients
using an internal rating tool. It is developed internally
and combines general credit analysis and judgements
of credit officers, and is reviewed, where applicable, by
comparison with externally available data. The Group’s
rating scale has 13 grades which are segmented into
three broad rating classes as shown in Note 3.2.3.
Credit exposures migrate between credit grades and
rating classes as the assessment of credit quality on the
borrower and business environment changes. The rating
tool is kept under review and upgraded as necessary.

Credit quality of personal clients is assessed using
established criteria in credit policies and external
market data from credit bureau. Loans to individuals not
relating to commercial banking business are monitored
on portfolio basis primarily based on their delinquency
status.

(i)  Current exposure represents the actual utilisation of a
credit facility and contractual obligations including both

outstanding exposure and undrawn commitment.

(iii)  The assessment of individual and collective impairment is
detailed in Note 3.2.3.
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3.2

3.2.1

FINANCIAL RISK MANAGEMENT (Continued)
Credit risk (Continued)

Credit risk measurement (Continued)

(b)  Credit-related commitments

Credit related commitments include bank guarantee, documentary
letter of credit, standby letter of credit and undrawn commitment
on legally bound facilities. Their credit risk is similar to loans except
for documentary letters of credit which are usually short term
and self-liquidating and carry a low level of credit risk and capital
charge.

(c) Debt securities and treasury bills

For debt securities and treasury bills, external credit ratings
from international credit rating agencies such as Standard &
Poor’s are used to assist in credit risk assessment on top of
internal credit analysis. These investments help to diversify
risk exposures and income streams, and to maintain a readily
available source of liquidity to the Group.

(d) Derivatives

In the normal course of business, the Group enters into a variety
of derivative transactions including forwards, futures, swaps
and options transactions in the interest rate, foreign exchange
and equity markets. Derivative transactions are conducted for
both trading and hedging purposes. The Group’s objectives in
using derivative instruments are to meet customers’ needs by
acting as an intermediary, to manage the Group’s exposure to
risks and to generate revenues through trading activities within
acceptable limits.

The Group is exposed to counterparty risk arising from its
positions in derivative financial instruments, which is either
“valuation risk” for the credit risk on receiving mark-to-market
gains upon the default of a counterparty prior to scheduled
settlement, or “settlement risk” for the possibility of not
receiving the expected cash flow of a derivative transaction
upon the expiry of a derivative contract on the settlement date.
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NOTES TO THE FINANCIAL STATEMENTS

3.2

3.2.1

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

FINANCIAL RISK MANAGEMENT (Continued)
Credit risk (Continued)

Credit risk measurement (Continued)

(d)  Derivatives (Continued)

The notional amounts of financial instruments do not necessarily
indicate the amounts of future cash flows involved or the current
fair value of the instruments and, therefore, do not indicate
the Group’s exposure to credit or price risks. The derivative
instruments become favourable (assets) or unfavourable
(liabilities) as a result of fluctuations in market interest rates,
foreign exchange rates, equity prices and credit market
conditions. The aggregate contractual or notional amount of
derivative financial instruments on hand, the extent to which
instruments are favourable or unfavourable, and thus the
aggregate fair values of derivative financial assets and liabilities,
can fluctuate significantly from time to time.

The Group maintains strict control limits on net open derivative
positions (i.e., the difference between purchase and sale
contracts), by both amount and term. At any one time, the
amount subject to credit risk is limited to the current fair value of
instruments that are favourable to the Group (i.e., assets where
their fair values are positive), which in relation to derivatives is
only a small fraction of the contract, or notional values used to
express the volume of instruments outstanding.
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3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)
3.2.2 Risk limit control and mitigation policies

The Group has an established framework to manage and control
concentrations risk with respect to individual borrower or
counterparty group, industry or country. Exposure limits by borrower
or counterparty group, industry or country are in place and their
exposures are monitored and reported to credit committees regularly.

The large exposure limits to borrower or counterparty groups are
capital based while the limits for industry are relative to the size of the
overall credit portfolio. Country limits are also set up with reference to
the sovereign credit rating from international credit rating agencies. All
these limits aim to achieve a more balanced portfolio.

To mitigate credit risk and where appropriate, the Group will obtain
collateral to support the credit facility granted. To control credit risk
exposure to counterparty arising from derivative positions, the Group
limits its derivative dealings with approved financial institutions, and
uses established market practices on credit support and collateral
settlement to reduce credit risk exposure to derivative counterparties.
Overall credit risk limit for individual financial institution counterparty,
including valuation limit for derivatives, is approved by the
GCC with reference to the financial strength and credit rating of
individual counterparty. The acceptable types of collateral and their
characteristics are established within the credit policies, as are the
respective margins of finance. Enforceable legal documentation
establishes the Group’s direct, irrevocable and unconditional
recourse to any collateral, security or other credit enhancements
provided.

In relation to lending commitments that are unconditionally
cancellable without prior notice, the Group would assess the
necessity to withdraw the credit line in case where the credit quality
of a borrower deteriorates. Accordingly, these commitments do not
expose the Group to significant credit risk.

Irrespective of whether collateral is taken, all credit decisions are
based upon the customer’s or counterparty’s credit profile, cashflow
position and ability to repay.
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NOTES TO THE FINANCIAL STATEMENTS

3.2

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

FINANCIAL RISK MANAGEMENT (Continued)

Credit risk (Continued)

3.2.2 Risk limit control and mitigation policies (Continued)

(@ Loans and advances

The Group has guidelines on the acceptability of specific
classes of collateral for securing loans and advances. The
principal collateral types are:

o Mortgages over properties;

° Charges over business assets such as premises, inventory
and accounts receivable;

° Charges over financial instruments such as debt securities
and equities; and

° Charges over deposits.

In addition, in order to minimise credit loss, the Group will,
where possible, seek additional collateral from the borrower as
soon as impairment indicators are noticed on relevant individual
loans and advances.

(b)  Debt securities

Debt securities and treasury bills are generally unsecured,
with the exception of asset-backed securities and similar
instruments, which are secured by portfolios of financial
instruments or underlying assets.

(c) Derivatives

All counterparty credit risk for derivatives trading are managed
as part of the credit risk control and monitoring process in
respect of the counterparty including credit controls such as
setting individual limit for valuation risk, daily settlement limits
and performing periodic credit assessment. Moreover, the
Group requires all derivative contract counterparties to enter
into International Swaps and Derivatives Association Agreement
or analogous master agreement in order to follow the
standardised market practice of close-out netting arrangement
in the event of default or early termination.

Collateral arrangements with selected counterparties are also

in place to limit our unsecured derivative exposures to these
counterparties.

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016

151



152

B H5 Rk M et

NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

3. BXEBERE@m
3.2 EERKE @
323 BERBEHFE

HWRHGHHEMS @ B BERTETAZ
REEBERERSPRAFENTEREE M
R (R ME2.7) -

TN RRER SR E 39 R HET R B TR
B2 RBRBENTRIRE

o BHENAEHFE MR

o ERARRRESREE (N RAKEBL
T HEFREANE)

o EREFREHIIE

o FRIERRF

o ERAZBEFENBL R

o HWBmEBETE-

AEBZBRAERIESF IR REEHIBER
FEZAHEENEREEERGZEREE -
P (BRI E AR P 2 8 5B B 2 4 TH IR 8 Bl Z 2%
FHEERRERR S R 2 BRMATE © 7L EE
BEnzBERRP A ZER R (BRERER
HEAATIE) RIAFHRAFEE R R a0 23R8
H e

B FHEREERERS () BRERERMEKFEZR
BEEMAS R (i) ERFHEERGENREZE
EfEH -

TRABIRAEEEEABRAERRBEK3
BIZANIMFRAENZAD LA REEERER
A RS2 ERERE 2 (8 B RT Al R AR & 7FAd) B9

mEE-

AFEMEEFRAT 20165555

3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)
3.2.3 Impairment and provisioning policies

Impairment allowances are recognised for loans, securities and
derivative exposures which have objective evidence of impairment at
the end of the reporting period for financial reporting purposes (see
Note 2.7).

In determining whether objective evidence of impairment exists under
HKAS 39, the following criteria are assessed:

° Delinquency in contractual payments of principal or interest;
. Cash flow difficulties experienced by the borrower (e.g. equity to
debt ratio, net income percentage of sales);

° Breach of loan covenants or conditions;

o Initiation of bankruptcy proceedings;

o Deterioration of the borrower’s competitive position; and
° Deterioration in the value of collateral.

The Group’s policy requires the review of individual financial assets
that are above pre-set thresholds at least annually or more regularly
when individual circumstances warrant. Individual impairment
allowances on all individually significant accounts are determined by
an evaluation of the incurred loss at the end of the reporting period
on a case-by-case basis. The assessment normally encompasses
collateral held (including re-confirmation of its enforceability) and
the anticipated receipts from liquidating collaterals for that individual

account.

Collectively assessed impairment allowances are provided for:
(i) portfolios of homogenous assets that are individually below
materiality thresholds; and (ii) assets that are individually assessed but
do not have individual impairment.

The table below shows the percentage of the Group’s on-balance
sheet items relating to loans and advances and the associated
impairment allowances (both individually and collectively assessed)
covering on- and off-balance sheet amounts for each of the three
broad internal rating classes.
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3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)

3.2.3 Impairment and provisioning policies (Continued)

2016 2015
WEERE B
IhE R (==
ERREBX Botk ERREBX ERaNse
BatE  Impairment B2 Impairment
Loans allowance Loans allowance
and as a % of and as a % of

advances loan balance advances loan balance

% % % %

4B Rl Class
1—-1E% 1 - pass 97.9 0.3 98.6 0.3
2—'FRlEEE 2 — special mention 0.6 6.3 0.3 8.9
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As far as the commercial banking business of the Group is concerned,
the credit ratings are broadly categorised as follows:

Class 1 “pass”, which covers Grade 1 to 9 of the Group’s internal loan
grading system, represents loans for which borrowers are current in
meeting commitments and for which the full repayment of interest and
principal is not in doubt.

Class 2 “special mention”, which covers Grade 10 of the Group’s
internal loan grading system, represents loans with which borrowers
are experiencing difficulties and which may lead to credit losses to the
Group if the deterioration in loan quality cannot be contained.

Class 3 “sub-standard or below”, which covers Grade 11 to 13
of the Group’s internal loan grading system, represents loans in
which borrowers are displaying a definable weakness that is likely
to jeopardise repayment; or collection in full is improbable and the
Group expects to sustain a loss of principal and/or interest, taking
into account the fair value of collateral less cost to sell; or loans that
are considered uncollectible after all collection options have been
exhausted.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TAL57R) (Expressed in thousands of Hong Kong dollars)

3. HEERERE@m
3.2 EERKE @

324 Rt ABFBEZEFBERMEEEST

3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit risk (Continued)

3.2.4 Maximum exposure to credit risk before collateral held

FiZBEEEREE or other credit enhancements
2016 2015
THEEAERNEEZFERBRENT : Credit risk exposures relating to
on-balance sheet assets are as follows:
Re RAERITAE Cash and balances with banks 15,083,632 17,631,716
FERTT1 = 12 1@ A R E| HA Placements with banks maturing
MTER between one and twelve months 8,592,164 7,714,421
FEEERENES Trading securities 8,967,783 8,766,304
EENAAFEFE ST ABR Financial assets designated at fair
HWEREE value through profit or loss 611,159 11,000,786
PTESmMTA Derivative financial instruments 1,177,322 1,100,710
BEFPEREBK Loans and advances to customers
BAAERREBK Loans and advances to individuals
—ERAR - Credit cards 4,613,534 4,706,017
—IBER - Mortgages 32,224,005 31,273,079
—Hfh - Others 11,557,295 9,729,001
EERRBHK Loans and advances
to corporate entities
—HHER — Term loans 30,862,318 29,150,773
—IRBER - Mortgages 16,213,526 16,016,536
—EIRE — Trade finance 8,020,721 7,986,955
—Hfth — Others 10,163,322 10,762,963
BOEE Trade bills 4,299,974 6,469,899
HihEE Other assets 3,940,399 5,396,317
A SRS Available-for-sale securities
—EKES - Debt securities 32,293,045 23,774,250
RHEI RS Held-to-maturity securities 10,330,237 10,698,859
198,950,436 202,178,586
FHEEABERINEB ZEERBENT : Credit risk exposures relating to
off-balance sheet items are as follows:
HISERREMEERBZKRAE Financial guarantees and other credit
related contingent liabilities 1,570,209 1,215,161
BRURE R EMEERE 2 & Loan commitments and other credit
related commitments 69,528,743 69,244,002
71,098,952 70,459,163
12AH31H At 31 December 270,049,388 272,637,749

AFEMEEER AT 2016553,
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3. HEERERE @
3.2 EERKE @

324 Kt ABHEZHEATHEAMIEEREST
FIZREEEREE &)

FRIRAEER2016F KX 2015F 12 A31 BHAE
—BREEBRTIHAIELTR - ZARBARTARF
BB EMEERAMNZEERR -

BAERENABRAZEREEZRSEER
REAHKRHE RARBENE  E&SEE
EBRERTEEEZ TAKITERAIN 2&=
TH-RARDEEMS @ EESEEARESR
BT EFPZAREREEREREE -

AEBRBGRITE (RE) RADZ R EH A KE
BRZEERBIESKEHE AL RO Z R
EERRAETESLEHKE -

AEBZEERAAULETIIRRIEE—FFF
ft

o  ERRBIMAPI%EDBEANLTRER
FHRmERA (20155 : 4%)

s HWHAERIZEARDEZIZRBERIIBERD
ZIEE

o EBRERBFMEETRITY AR EER
JRME (2015 4F : 98%)

e (ARG ERBEZEFEREBREER
P E SR K& MR 91.05% (20154 ¢
0.75%) : &

. EES REMESFREF79% (20155 :
73%) ;P EA-EELF o

NOTES TO THE FINANCIAL STATEMENTS

(LA T Th51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)

3.2.4 Maximum exposure to credit risk before collateral held
or other credit enhancements (Continued)

The above table represents a worst case scenario of credit risk
exposure for the Group at 31 December 2016 and 2015, without taking
into account of any collateral held or other credit enhancements
attached.

The maximum exposure to credit risk for financial assets recognised
on the statement of assets and liabilities is the carrying amount.
For contingent liabilities, the maximum exposure to credit risk is the
maximum amount the Group would have to pay if the instrument is
called upon. For undrawn facilities, the maximum exposure to credit
risk is the full amount of the undrawn credit facilities granted to

customers.

The Group’s exposures to credit risk, measured using the expected
gross credit exposures that will arise upon a default of the end obligor,
are shown in the disclosures required under the Banking (Disclosure)
Rules.

The results of credit performance of the Group can be further
assessed with reference to the following:

o 3% of the loans and advances portfolio are categorised in the
top grade of the internal rating system (2015: 4%);

° Mortgage loans, which represent the biggest group in the
portfolio, are backed by collateral;

° 97% of the loans and advances portfolio are considered to be
neither past due nor individually impaired (2015: 98%);

° Loans and advances to customers that are either individually
or collectively impaired constituted 1.05% (2015: 0.75%) of the
total loans and advances to customers; and

° 79% (2015: 73%) of the investments in debt securities and other
bills have at least an A- credit rating.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

3. HMBEKBEE @
3.2 FERM @
325 BIARB
BERERRBFBAMANT -

3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit risk (Continued)

3.25 Loans and advances

Loans and advances to customers are summarised as follows:

2016 2015
fE e B I (& R DRUE Neither past due nor
individually impaired 110,337,034 107,020,778
B BB R E R E Past due but not individually
impaired 2,143,478 1,808,227
&R E Individually impaired 1,174,209 796,319
Fek Gross 113,654,721 109,625,324
B ORBZEE Less: allowance for impairment (855,755) (686,025)
FEE Net 112,798,966 108,939,299
2016 2015
IBEE R KRR Impaired loans and advances
— ERIRE (5 () — Individually impaired (Note (a)) 1,174,209 796,319
—fREREGE(Z)) — Collectively impaired (Note (b)) 21,617 21,815
1,195,826 818,134
B Impairment allowances made
— BRI (FE () — Individually assessed (Note (c)) (435,210) (327,953)
—fRaaHh (52 (2)) - Collectively assessed (Note (b)) (19,637) (20,026)
(454,847) (347,979)
740,979 470,155
FBEEMALATE" Fair value of collaterals held* 904,293 582,726
BEERRBIEREFERR Impaired loans and advances
BRBEZEADLL as a % of total loans and
advances to customers 1.05% 0.75%

-+
fa

g

* ERRATEDRBERDHEREFRE
B METREEETE o

AFEMEEEGR AT 2016553,

collateral and outstanding loan balance.

Fair value of collaterals is determined at the lower of the market value of



B H5 Rk M ot

3. HBEBEREm
FERE @
325 B RB5 @)
=

3.2

() ERRERERDZEETRERAREEREET
— R EEREERENTERREERE (1B
=D BN - MRBEREFEZER AR

RREREBEKTE WA SFHMHE

(2) HFERERRRBTIEZSENGAEEERER
HEVEER RN E2HRE B BHRERBRBHIORZ
ER KRB - ZER D25 2 REE TGS R
EEFBTERBGRAREERN—FD °

A EERIREEFE Z BAERHRN12 331 B
ZERBEE -

B3R KRB R 2 R B % {5 42 58 /5 855,755,000
7L (20154 : 686,025,000 It ) * & 1F ¥ (& B
BB B X 2 * {5435,210,0007% 7T (20154 :
327,953,000/8 70 ) R ¥ iz A EEFT HHNER
2 48 B8 4R A JE 1#420,545,0007% T (20154 ¢
358,072,000/ 7T ) ° fIFE231REEZ AR FER
KB R E AR B A 2 BEEEER -

NOTES TO THE FINANCIAL STATEMENTS

3.2

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

FINANCIAL RISK MANAGEMENT (Continued)

Credit risk (Continued)

3.2.5 Loans and advances (Continued)

Notes:

Individually impaired loans are defined as those loans having objective
evidence of impairment as a result of one or more events that occurred
after the initial recognition of the asset (a “loss event”) and that loss
event has an impact on the estimated cash flows of the loans that can be
reliably estimated.

Collectively impaired loans and advances refer to those unsecured loans
and advances assessed for impairment on a collective basis and which
have become overdue for more than 90 days as at the reporting date.
The collective impairment allowance for these impaired loans, which is a
part of the overall collective impairment allowances, is shown above.

The above individual impairment allowances were made after taking into
account the value of collaterals in respect of such advances as at 31
December.

The total impairment allowance for loans and advances is
HK$855,755,000 (2015: HK$686,025,000), comprising an allowance
of HK$435,210,000 (2015: HK$327,953,000) for the individually
impaired loans and the overall collective impairment allowances
of HK$420,545,000 (2015: HK$358,072,000) provided on loans

assessed on a collective basis. Further information on the impairment

allowances maintained for each of loans and advances to customers,

and other accounts is provided in Note 23.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

3.
3.2

Bt 7 L B B ()

EER K @)

325 B RBS (&)
(FF) a2 R R B B3R

ERRBFECTEERERAEBHLE
B BIRE TS — AR £ 3.2.34 R #9 3 K

#

B

3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)
3.2.5 Loans and advances (Continued)

(@) Loans and advances neither past due nor individually
impaired

The credit quality of the portfolio of loans and advances that
were neither past due nor individually impaired is normally

EREH S - assessed based on the three broad gradings mentioned in Note
3.2.3.
fiA(ZEZF) i
Individual (retail customers) Corporate entities

R E5HE

Credit  RBER At BHER  REER Trade At ait
2016%12A31H At 31 December 2016 cards  Mortgages Others  Termloans  Mortgages finance Others Total
AR Class:
1% 1 - pass 4,550,265 31,446,965 11,361,761  30,205702  15839,334 7,204,384 9,124,360 109,912,771
2-kAlEE 2 - special mention - - - 249,137 42,208 24,64 27,549 343,534
3-RBFUAT 3 - sub-standard or below - 5438 1,528 8,500 26,979 1,148 37,136 80,729
= Total 4,550,265 31,452,403 11,363,289 30,553,339 15908519 7,320,174 9,189,045 110,337,034

A (ZEZP) i
Individual (retail customers) Corporate entities

i E58E

Credt  HIEEH iy  FEER  ZREN Trade At At
201512 A318 At 31 December 2015 cards  Mortgages Others  Termloans  Mortgages finance Others Total
A5 Class:
1-I% 1 - pass 4651874 30,761,014 9542438 28917171 15713957 7,542,085 9,824,553 106,953,072
2-kAlEE 2 - special mention - - 10,963 4,000 2,869 34,961 12,589 65,362
3-RBFUAT 3 - sub-standard or below - 613 1,660 - 51 - - 2,324
= Total 4651874 30,761,627 9555061 28921171 15716877 7577026 9,837,142 107,020,778

EREFATHN 2 ZBEREEBEE

Ham2 B ERKE S RRIE

AFEMEEEGR AT 2016553,

Mortgage loans in the sub-standard or below class were
assessed as not impaired after taking into consideration the
value and recovery of collaterals.
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3. BXEBERE@m
3.2 EERKE @)

325 B RBS (&)

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

(Z2) BEERFEZ BT

3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

(b) Loans and advances past due but not impaired

EA(BEEF) ¥
Individual (retail customers) Corporate entities
ERE EUE -
Credit  RBEX i AHER  REER Trade At At
20165128318 At 31 December 2016 cards  Mortgages Others  Termloans ~ Mortgages finance Others Total
BE1EALIT Past due up to 1 month 40,002 611,313 145,456 20,430 120,696 74,111 632,743 1,644,751
A1 EANEZ3EA Past due more than 1 month
and up to 3 months 12,238 98,931 32,328 10,140 40,680 38,420 56,306 289,043
BE3EAIA L Z61EA Past due more than 3 months
and up to 6 months 6,539 7478 8,824 - 1,701 26,927 9,218 60,687
BE6EAN L Past due more than 6 months 4,490 15,483 5 - 10,989 54,995 63,035 148,997
ait Total 63,269 733,205 186,613 30,570 174,066 194,453 761,302 2,143478
FRERRCATE" Fair value of collaterals* - 732,416 4,005 29,008 173,129 172,800 679470 1,791,338
fAA(ZEEF) %
Individual (retail customers) Corporate entities
=i LOEL
Credt  ERER A AHER  REER Trade b &t
015512 A31H At 31 December 2015 cards  Mortgages Others  Termloans  Mortgages finance Others Total
BE1EAZNT Past due up to 1 month 32,555 422,907 135,387 10,649 170,200 4,775 517262 1,363,735
BH1EANLZ3EA Past due more than 1 month
and up to 3 months 11,000 61,160 25,004 5,037 18,779 6,532 90,016 217,618
BH3EANLZ6fEA Past due more than 3 months
and up to 6 months 6,105 - 8,901 7,850 - 1,279 51,238 75,373
BE6EAN L Past due more than 6 months 4,483 16,995 5 37,168 21,284 20 71,326 151,501
ait Total 54,143 501,062 169,387 60,704 210,263 82,826 729842 1,808,027
BEERRZOTE Fair value of collaterals* - 500,661 4,523 59,059 205,800 25,115 653554 1448012

. ER Mz A FEDREERATERER
REEHEE  MEPREEME °

IR ERE R R BRE - HEAERR A
FEDKBEFEBREEZGE AN
JE o BEREE - ZERRZAFESE
MISER KR FREEE R E R o

value of collateral and outstanding loan balance.

Upon initial recognition of loans and advances, the associated
collateral is valued based on valuation techniques for the
particular assets. In subsequent periods, the fair value of such
collateral is updated by reference to market price or indexes of

similar assets.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

3. HBEBEREm 3. FINANCIAL RISK MANAGEMENT (Continued)
3.2 FERE@m 3.2 Credit risk (Continued)
325 B KRB @) 3.25 Loans and advances (Continued)
() 1EFREZ ZFEHRBH (c) Loans and advances to customers individually impaired
AREBRFTAXBFAFEFARZES The individually impaired loans and advances to customers of
MAIZERNBRERFERREBARA the Group before taking into consideration the cash flows from
1,174,209,000%75(2015 4 : 796,319,000 collateral held is HK$1,174,209,000 (2015: HK$796,319,000).
HBIT) °
FERIREER LR R 245 L AN EE Tl The analysis of the gross amount of individually impaired loans
VEER 2 AR E S AT EILER S and advances by class, along with the fair value of the related
T 3 collateral held by the Group as security, is as follows:
HEER-
fEA(ZEZF) i 4 BRI
Individual (retail customers) Corporate entities Impairment
5% allowances -
REER Eff  HHEX  REER Trade Eff &3 individual
20165125318 At 31 December 2016 Mortgages Others  Termloans  Mortgages finance Others Total ~ assessment
{ERIREER Individually impaired loans 38,397 7,393 278,409 130,941 506,094 22975 1,174,209 435,210
FEERRZATE" Fair value of collaterals* 38,397 5,074 186,262 109,530 405,106 159,704 904,203
HiEEE-
A (ZEER) % {ERIGF
Individual (retail customers) Corporate entities Impairment
B5rE allowances -
IR EH iy BHER  WEEX Trade i A3 individual
155124318 At 31 December 2015 Mortgages Others ~ Termloans ~ Mortgages finance Others Total  assessment
[ERIREER Individually impaired loans 10,390 4,553 168,898 89,396 327,103 195,979 796,319 327,953
HRERR,ATE" Fair value of collaterals* 10,365 3,001 118,088 79433 220213 151,566 582,726
* ERGZ AFEDBEEARTERER * Fair value of collaterals is determined as the lower of the market
REBZS  MEPREEME value of collateral and outstanding loan balance.
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3. BXEBERE@m
3.2 EERKE @)

325 B RBS (&)

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

(T) #2EI3 187 ULEZEHRBH (d) Loans and advances overdue for more than 3 months

() BHNMEERETER

(i) Gross amount of overdue loans

2016 2015
BHAREE BEAREE
B BmsE
Gross Gross
amount of {5%#%  amount of Ih4a%E
overdue BoLt overdue Aok
loans % of total loans % of total
REBRPER Gross advances to customers
4REE - E which have been overdue for:
—3M@ANEEGMEA — six months or less but over
three months 188,025 0.17 229,892 0.21
—6fEANEZ=1F — one year or less but over
six months 425,466 0.37 260,593 0.24
—1FE — over one year 473,646 0.42 209,635 0.19
1,087,137 0.96 700,120 0.64
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

3. HERBERE®m 3. FINANCIAL RISK MANAGEMENT (Continued)
3.2 EERKE @ 3.2 Credit risk (Continued)
325 BFRBZ (#) 3.2.5 Loans and advances (Continued)

(T) #EI3MEAULZEFHRB (&) (d) Loans and advances overdue for more than 3 months

(Continued)
(i) BHREEERRBRBEERR (i)  Value of collateral held and impairment allowances
Fris iR mE against overdue loans and advances
ERRBH BRR HEERE-

FEBHE Bl il il At g fBRITE
Outstanding Current  FrAEDH ReAEDH BERHEEE  Impairment

amount of market Portion  Portion not Other allowances -
loans and valueof  coveredby  covered by credit risk individual
201612831 At 31 December 2016 advances collateral collateral collateral mitigation  assessment
BEAEREPERREN  Overdue loans and
advances to customers 1,087,137 1,095,775 839,520 247,617 - 349,070
ERREH Bfm FEEE-
AEEHE B it it AfEE [EIRT (L
Outstanding Curent  FrAGERn ReEAEDH ERFERHE  Imparment
amount of market Portion Portion not Other  allowances -
loans and valueof  coveredby  covered by credit risk individual
2015512 31 H At 31 December 2015 advances collateral collateral collateral mitigation  assessment
BEXEBESERREN  Overdue loans and
advances to customers 700,120 1,196,607 525,584 174,536 - 213,854
BEZERMEZEREMER - LB Collateral held mainly represented pledged deposits, mortgage
N A H0 L At [ E B EE AR AR A o over properties and charges over other fixed assets such as
equipment.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. HMBEKBEE @ 3. FINANCIAL RISK MANAGEMENT (Continued)
3.2 EERKE @) 3.2 Credit risk (Continued)
325 BFRBZ (#) 3.2.5 Loans and advances (Continued)
() #MEHEF(EHE EIEE_LILZ8 (e) Rescheduled advances net of amounts included in
HE) overdue advances shown above
h#8 %8 fh4aEE
Bt AN
2016 % of total 2015 % of total
TEER Advances to customers 394,408 0.35 243,284 0.22
B2 Impairment allowances 24,982 15,825
326 EZZE#E 3.2.6 Trade bills
2016 2015
B2 @i Trade bills which have been overdue for:
—31EAN E=61EA — six months or less but over
three months - 1,975
—6EAANEE1SE - one year or less but over six months 4,644 3,070
—1F A E - over one year 6,337 =
10,981 5,045
M2016F %2015 12 H31H » WEMEBELES As at 31 December 2016 and 2015, no trade bills were impaired.
FiE o
327 WEIH # g 3.2.7 Repossessed collateral
RERFFE 2 WEIEMRIAT : Repossessed collateral held at the year-end is as follows:
2016 2015
BEMHE Nature of assets
I =14 2 Repossessed properties 131,243 140,163
HAth Others 6,842 7,464
138,085 147,627
B RIR A TIE R RIR G E - BHRGRIER A Repossessed collaterals are sold as soon as practicable with the
BIEE B2 BERAREEET - proceeds used to reduce the outstanding indebtedness of the

borrowers concerned.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TAL57R) (Expressed in thousands of Hong Kong dollars)

3. HEERERE@m 3.
3.2 EERKE @
327 WEIE #am (&)

fih 5t AT # IR 48 {8 /58,933,000 7% 7T (20154 :
63,255,0004 7T ) 2 £ B A i ) & T H ¥
% - DAL EREFS B AMEAR B Z AL TT
R AR ERE KR B o 23K o 4 2 A K 7E 33
ZEMEE|BTRRIERLEZEE - HEZ
BB WA LR o

FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)
3.2.7 Repossessed collateral (Continued)

Certain other properties in the Mainland China with a total estimated
realisable value of HK$58,933,000 (2015: HK$63,255,000), which had
been foreclosed and repossessed by the Group pursuant to orders
issued by courts in the Mainland China, represent assets held by the
Group for resale and have been reported under “Other assets” in Note
33. The relevant loans had been derecognised.

328 EREX

TRIRAR2016F % 2015912 A 31 BIZ-TF ik
BHEEZIBAINZEIEES -

3.2.8 Debt securities

The table below presents an analysis of debt securities by rating
agency designation at 31 December 2016 and 2015.

FFEE EEN AHEERE K2RIERE

REEE AV EHE Available- Held-to-
Trading Designated for-sale maturity &5t
2016512 A31H At 31 December 2016 assets at fair value investments investments Total
AAA AAA - 56,226 2,536,311 - 2,592,537
AA- £ AA+ AA- to AA+ 8,871,844 161,787 8,946,344 1,552,416 19,532,391
A-ZEA+ A-to A+ - 58,555 15,667,721 2,966,187 18,692,463
B BERA- Rated but lower than A- - 190,365 2,746,471 1,812,923 4,749,759
AETR Unrated - 18,087 2,396,198 3,998,711 6,412,996
G Total 8,871,844 485,020 32,293,045 10,330,237 51,980,146

FEEE EEA  AHLERE  HERISERE

BgEE NEEHE Available- Held-to-
Trading Designated for-sale maturity G
201512 A31H At 31 December 2015 assets at fair value investments investments Total
AAA AAA 249 667,007 997,458 - 1,664,714
AA- £ AA+ AA- to AA+ 8,572,098 1,750,700 7,104,515 1,414,155 18,841,468
A-EA+ A-to A+ 47 3,058,651 10,722,537 2,851,636 16,632,871
BT REERA- Rated but lower than A- - 1,382,496 2,756,536 2,232,201 6,371,233
RETR Unrated - 646,913 2,193,204 4,200,867 7,040,984
G Total 8,572,394 7,505,767 23,774,250 10,698,859 50,551,270

AFEMEEER AT 2016553,




B H5 Rk M et

3.
3.2

Bt 75 L B B 2 (o)
EER K @)

329 WEBEEERBRZEMEEZEEE

HEE
() Bt

BEPERZBRENTTIRIEDZ AR
BRZERAMELDE - —RMF &
ERMERTRENEERATRZ EE
B - RIS RES -

TRARFESERIREHEAN -

NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7%17R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)
3.2.9 Concentration of risks of financial assets with credit risk

exposure
(@ Geographical sectors

Advances to customers by geographical area are classified
according to the location of the borrowers after taking into
account the transfer of risk. In general, risk transfer applies
when an advance is guaranteed by a party located in an area
which is different from that of the borrower.

The following table analyses gross advances to customers by
geographical area.

2016 & 20154
12A31H 12 A31H
At At
31 December 31 December
2016 2015

HEERMET Gross advances to customers
— BB - Hong Kong 90,514,829 88,670,794
— - China 7,573,907 7,374,771
— B - Macau 12,793,705 12,007,126
—Efh - Others 2,772,280 1,572,633
113,654,721 109,625,324
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NOTES TO THE FINANCIAL STATEMENTS

(LAZS¥F7TAL51)7R) (Expressed in thousands of Hong Kong dollars)

3. MBEAMREE@m 3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 FERME @ 3.2 Credit risk (Continued)

329 WEEEERBZEHEEZEBRE 3.2.9 Concentration of risks of financial assets with credit risk
HEE (@) exposure (Continued)
(2) 7% (b)  Industry sectors
EEERRE—IRTENERARSE Gross advances to customers by industry sector classified

according to the usage of loans

2016 2015
EEBERANER Loans for use in Hong Kong
TrEs Rt Industrial, commercial and financial
—MERER - Property development 2,317,648 1,909,605
—MEKE - Property investment 15,095,225 16,136,906
— e - Financial concerns 4,259,982 1,118,110
—RELALD — Stockbrokers 1,804,854 965,931
—BEETEX — Wholesale and retail trade 4,543,621 4,144,996
—BUEX - Manufacturing 2,435,207 3,026,032
— B BB - Transport and transport equipment 3,508,563 3,713,584
—REEE) — Recreational activities 78,395 262,522
— BB - Information technology 74,186 72,019
—Hf — Others 5,180,298 5,454,602
39,297,979 36,804,307
fELA Individuals
—BE [FEEEEE] - — Loans for the purchase of flats in
[RAAZEERETE Home Ownership Scheme, Private
M HEEEREE Sector Participation Scheme and
BFER Tenants Purchase Scheme 756,457 869,023
—BEEMEFEDEER — Loans for the purchase of other
residential properties 22,230,051 21,260,300
—ZHFER — Credit card advances 4,377,622 4,465,225
—Hfh - Others 11,092,297 9,217,401
38,456,427 35,811,949
EEAFERNER Loans for use in Hong Kong 77,754,406 72,616,256
BH5ME (1) Trade finance (Note (1)) 7,723,386 7,394,880
EEBAIMERNER (FX2) Loans for use outside Hong Kong
(Note (2)) 28,176,929 29,614,188

113,654,721 109,625,324
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7Thz51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.2 Credit risk (Continued)

3.2.9 Concentration of risks of financial assets with credit risk
exposure (Continued)

(b)  Industry sectors (Continued)

Notes:

(1) Trade finance shown above represents loans covering finance
of imports to Hong Kong, exports and re-exports from Hong
Kong and merchandising trade classified with reference to the
relevant guidelines issued by the Hong Kong Monetary Authority
(“HKMA?).

Trade finance loans not involving Hong Kong (including trade
finance extended by the overseas subsidiary banks of Dah Sing
Bank, Limited (“DSB”)) totalling HK$297,335,000 (31 December
2015: HK$592,075,000) are classified under Loans for use outside
Hong Kong.

) Loans for use outside Hong Kong include loans extended to
customers located in Hong Kong with the finance used outside
Hong Kong.

3.3 Market risk

Market risk is the risk of losses in assets, liabilities and off-balance

sheet positions arising from movements in market rates and prices.

Market risk exposure for different types of transactions is managed
within various risk limits and guidelines approved by the Board, the
RMCC and the TIRC under the authority delegated from the Board.
Risk limits are set at the portfolio level as well as by products and
by different types of risks. The risk limits comprise a combination
of notional, stop-loss, sensitivity and value-at-risk (“VaR”) controls.
All trading positions are subject to daily mark-to-market valuation.
The Risk Management and Control Department (“RMCD”) within the
GRD, as an independent risk management and control unit, identifies,
measures, monitors and controls the risk exposures against approved
limits and initiates specific actions to ensure positions are managed
within an acceptable level. Any exceptions have to be reviewed and
sanctioned by the appropriate level of management of TIRC, RMCC or

the Board as stipulated in the relevant policies and procedures.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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AFEMEEEGR AT 2016553,

3. FINANCIAL RISK MANAGEMENT (continued)
3.3 Market risk (Continued)

Banco Comercial de Macau, S.A. (“BCM”) and Dah Sing Bank (China)
Limited (“DSB China”), which are subsidiaries of DSB, run their
treasury functions locally under their own set of limits and policies
and within the overall market risk controls set by DSB. The RMCD of
DSB oversees and controls the market risk arising from the treasury
operations of BCM and DSB China.

The Group applies different risk management policies and procedures
in respect of the market risk arising from its trading and banking
books.

3.8.1 Market risk arising from the trading book

The following descriptions relate to DSB and BCM.

In the Group’s trading book, market risk is associated with trading
positions in foreign exchange, debt securities, equity securities and
derivatives.

(@)  Market risk measurement technique

In the management of market risk, the Group measures market
risks using various techniques commonly used by the industry
and control market risk exposures within established risk limits.
The major measurement techniques used to measure and
control market risk are outlined below.

(i) Value at risk

The Group applies a VaR methodology, which is a
statistically based estimate, to measure the potential loss
of its trading portfolio from adverse market movements. It
expresses as the maximum amount the Group might lose
given a certain level of confidence, which for the Group
is 99% for a one day holding period. There is therefore a
specified statistical probability that actual loss could be
greater than the VaR estimate. Hence, the use of VaR does
not prevent losses outside the VaR limits in the event of

extreme market movements.
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(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. HBEBEREm 3.

3.3 WiEEE @

331 FEEERZHSEE &)
() m5ER 2% (%) @)

FINANCIAL RISK MANAGEMENT (continued)
3.3 Market risk (Continued)
3.3.1 Market risk arising from the trading book (Continued)

Market risk measurement technique (Continued)

() TEERERE

15 A b BUEE BV R R R E 5 A 4
(RMAEBME A —R) BEESERE
R - MZREREBETMERR 2R
mE  mERARRRBEE—(EEF
BB HEBERRRE  £R—E2
gEmIZ R BIEARTE

AEEFEZEDBEAARER TSR
REEAR  HERITSRAREE
BEZ BRNE o FrE BB AR E
FTURHAERARGEEEABER -

Ei5EREEAAER 2 Ti5RE
ERGHBRAN—EZRM B RE
Bz ZEBERMBERRAERED
EmSEBSERERDEESEY
B WELTEEH - RREER
IR ERRIETSRRREL
E IR RS R E TR R o AR
ERFAEHR5ED) 2 T5ERBE
B A58 52,468,000/8 75 (20154 :
2,368,000/ 7T) °

(i) Value at risk (Continued)

The VaR model assumes a certain “holding period” (one
day in the case of the Group) until positions can be closed.
It is calculated based on the current mark-to-market value
of the positions, the historical correlation and volatilities of
the market risk factors over an observation period of one
calendar year using a method known as parametric VaR
methodology.

The VaR model is continuously validated by back-testing
the VaR results for trading positions. All back-testing
exceptions are investigated and back-testing results are
reported to senior management.

As VaR constitutes an integral part of the Group’s market
risk control regime, VaR limits are established and
reviewed by the Board and its delegated committees
at least annually for all trading positions and allocated
to business units. Actual exposures, including VaR,
are monitored against limits on a daily basis by RMCD.
Average daily VaR for the Group for all trading activities
during the year was HK$2,468,000 (2015: HK$2,368,000).
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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FINANCIAL RISK MANAGEMENT (Continued)

(@

(b)

BZ2016F12H31H

3.3 Market risk (Continued)

3.3.1 Market risk arising from the trading book (Continued)

Market risk measurement technique (Continued)
(i)  Stress tests

Stress tests provide an indication of the potential size of
losses that could arise in extreme conditions. The stress
tests carried out by RMCD include: risk factor stress
testing, where stress movements are applied to each risk
category; and scenario stress testing, which includes
applying possible stress events to specific positions or
portfolios. Besides, the expected shortfall of the trading
portfolio is measured to evaluate the expected size of
extreme trading loss beyond a specified confidence level
and over a longer holding period. In addition, reverse-
stress tests are performed as a useful tool to evaluate the
maximum size of market stress that the Group can endure
before hitting the prescribed tolerable levels.

The results of the stress tests are reviewed by the Board

and its delegated committees regularly.

VaR summary of trading portfolio

HZE20159F12 A31H

128 A 1E12MEA
12 months to 31 December 2016 12 months to 31 December 2015
F1g B 543 15 R &K
Average High Low Average High Low
SN [ fix Foreign exchange risk 2,288 2,675 1,782 1,397 2,137 732
IR Interest rate risk 989 1,482 461 471 1,459 181
= E All risks 2,468 2,960 1,900 2,368 3,563 1,573

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7517R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (Continued)
3.3 Market risk (Continued)
3.3.2 Market risk arising from the banking book

In the Group’s banking book, market risk is predominantly associated
with positions in debt and equity securities.

(@)  Market risk measurement technique

Within the risk management framework and policies established
by the Board and its delegated committees, various limits,
guidelines and management action triggers are established to
control the exposures of the Group’s banking book activities
to foreign exchange risk, interest rate risk, and price risk. In
particular, position and sensitivity limits and price triggers are
in place to control the price risk of the investment securities.
In addition, sensitivity analysis and stress testing (including
reverse-stress testing) covering shocks and shifts in interest
rates on the Group’s on- and off-balance sheet positions
and credit spreads on the Group’s investment securities are
regularly performed to gauge the market risk inherent in the
Group’s banking book portfolios and manage it against the
established control measures.

VaR methodology is not currently being used to measure and
control the market risk of the banking book.

(b)  Sensitivity analysis of non-trading portfolio
(i) Foreign exchange risk

The Group has limited net foreign exchange exposure
(except for USD, Macau Pataca (“MOP”) and Renminbi
(“RMB”)) as foreign exchange positions and foreign
currency balances arising from customer transactions are
normally matched against other customer transactions or
transactions with the market. Foreign exchange exposure
of the non-trading portfolio in respect of MOP and RMB
arise mainly from the operation of overseas subsidiaries
in Macau and Mainland China. The net exposure positions
including the trading and non-trading portfolios, both by
individual currency and in aggregate, are managed by
the Treasury Division of the Group on a daily basis within
established foreign exchange limits.

Long-term foreign currency funding, to the extent that this
is used to fund Hong Kong dollar assets, or vice versa,
is normally matched using foreign exchange forward
contracts to reduce exposure to foreign exchange risk.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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FINANCIAL RISK MANAGEMENT (Continued)

(b)

3.3 Market risk (Continued)

3.3.2 Market risk arising from the banking book (Continued)

Sensitivity analysis of non-trading portfolio (Continued)

(i) Foreign exchange risk (Continued)

At 31 December 2016, if HK$ had weakened by 100 basis
points against RMB with all other variables held constant,
the profit after tax for the year and equity would have been
HK$11 million higher (2015: HK$14 million higher), mainly
as a result that the foreign exchange gain on translation of
RMB denominated financial assets outweighed the foreign
exchange losses on translation of RMB denominated
financial liabilities.

Conversely, if HK$ had strengthened by 100 basis points
against RMB with all other variables held constant, the
profit after tax for the year and equity would have been
HK$11 million lower (2015: HK$14 million lower).

(i)  Interest rate risk

The framework adopted by the Group to measure interest
rate risk exposures arising from its banking book positions
is consistent with the guidelines set out by the HKMA in its
Supervisory Policy Manual (“SPM”) on Interest Rate Risk
Management. From an earnings perspective, interest rate
risk is the risk that the net income arising from future cash
flows of a financial instrument will fluctuate because of
changes in market interest rates. From an economic value
perspective, interest rate risk is the risk that the economic
value of a financial instrument will fluctuate because of
changes in market interest rates. The Group takes on
interest rate risk from both perspectives in the banking
book. As such, the interest margins or net interest income
and the economic value of the capital may increase or
decrease as a result of such changes or in the event that
unexpected movements arise. The Board and the Asset
and Liability Management Committee (“ALCQO”) set limits
on the level of mismatch of interest rate repricing that
may be undertaken and monitor the interest rate impacts
through scenario analysis and stress testing regularly.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.3 Market risk (Continued)
3.3.2 Market risk arising from the banking book (Continued)

(b)  Sensitivity analysis of non-trading portfolio (Continued)

(i) Interest rate risk (Continued)

At 31 December 2016, if HK$ and US$ market interest
rates had been 200 basis points higher with other
variables held constant, the profit after tax over the next
12 months and the equity would have been HK$25 million
higher (2015: HK$46 million lower) and HK$632 million
lower (2015: HK$748 million lower) respectively.

The method and assumptions used in the above sensitivity
analysis on foreign exchange risk and interest rate risk are on
the same basis for both 2015 and 2016.

In addition to foreign exchange risk and interest rate risk, the
Group’s investments in debt securities and equity securities
are also exposed to other price risks. Consequently, the value
of such investments could change significantly depending on
a variety of factors including liquidity risk, market sentiment
and other events that might affect individual or portfolios of
exposures.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

3. HMBEKBEE @ 3. FINANCIAL RISK MANAGEMENT (Continued)
3.3 WHEE @ 3.3 Market risk (Continued)
333 SMER R 3.3.3 Currency risk
TRBT|AEBIR SRS KA EMTD| L > The table below summarises the Group’s financial assets and
TRMEENBE UREEBBRINEEEERF liabilities as well as off-balance sheet net notional positions and credit
FAREEREZSRE - commitments translated into equivalent HK$ amounts, categorised by
currency.
BT ESH sk AR¥ Hit A
201612831 A At 31 December 2016 HKD usb MOP RMB Others Total
BE Assets
5 & RERTHAR Cash and balances with banks 2747912 8,459,167 493972 1,786,324 1,596,257 15,083,632
ERT1E12AR Placements with banks maturing
H|EEER between one and twelve months 2,821,575 3,129,311 79804 1,783,549 777,925 8,592,164
BIEEERENE R Trading securities 8,933,492 33,949 - 342 - 8,967,783
RENATEGNEREEY Financial assets designated at
STABENEREAE fair value through profit or loss 49,715 561,444 - - - 611,159
fESRIA Derivative financial instruments 20,699 1,145,007 = 485 11,131 1,177,322
XBETREMERE Advances and other accounts 87,521,498 17,358,161 6,651,735 8,856,064 627,327 121,014,785
A EES Available-for-sale securities 6,098,428 26,351,624 636 198,390 216,422 32,865,500
BEIEES Held-to-maturity securities 425,835 6,675,572 2,401,808 540,012 287,010 10,330,237
SREESH Total financial assets 108,619,154 63,714,235 9,627,955 13,165,166 3,516,072 198,642,582
af Liabilities
ROFEH Deposits from banks 63,210 1,882,902 - 366,327 5,764 2,318,203
fTESRTIA Derivative financial instruments 32,359 1,276,663 - 183 34,213 1,343,418
BEEERANEBRE Trading liabilities 7,748,887 - - - - 7,748,887
REEH Deposits from customers 105,761,867 19,928,803 9,606,704 11,426,415 5,712,626 152,436,415
BRANERE Certificates of deposit issued 4,816,285 1,743,691 - - - 6,559,976
kBB Subordinated notes - 5941014 - - 1,205,149 7,146,163
HibRE kR Other accounts and accruals 3,451,346 983,816 586,523 288,994 88,706 5,399,385
SREEAT Total financial liabilities 121,873,954 31,756,889 10,193,227 12,081,919 7,046,458 182,952,447
EEERRAKETE Net on-balance sheet positions (13,254,800) 31,957,346 (565,272) 1,083,247  (3,530,386) 15,690,135
BEERRINGREETE Off-balance sheet net notional
positions* 25,579,010  (29,168,577) = (166,402 3,514,048 (241,921)
EEAR Credit commitments 61,894,526 4,953,658 683,772 3,443,879 123117 71,098,952
* BEABRIMNIEZR FHETZEANREAE * Off-balance sheet net notional positions represent the net notional
BEINEZERBR 2 IIECRITETANERTF amounts of foreign currency derivative financial instruments which
o are principally used to reduce the Group’s exposure to currency

movements.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. HEEREE @ 3. FINANCIAL RISK MANAGEMENT (Continued)

3.3 WA @)
3.3.3 SMEEER ()

3.3 Market risk (Continued)

3.3.3 Currency risk (Continued)

BT e il ARE Hify At
2015512 4318 At 31 December 2015 HKD usb MOP RMB Others Total
BE Assets
RE RERITH LR Cash and balances with banks 5,656,320 7,821,632 500,790 2,098,527 1,554,447 17,631,716
ERT1E12(HAR Placements with banks maturing
Ei oo between one and twelve months 394,106 5,099,488 83,750 1,825,588 311,489 7,714,421
HEEERENES Trading securities 8,633,939 127,714 = 47 4,604 8,766,304
BENATESEREEY Financial assets designated at
STABRMERAE fair value through profit or loss 2,381,534 8,456,862 - 52,141 110,249 11,000,786
fTESRIA Derivative financial instruments 42,882 994,999 = 84 62,745 1,100,710
FEET R E Advances and other accounts 85,532,315 17,587,230 6,149,480 10,561,550 946,198 120,776,773
it HEES Available-for-sale securities 3,634,849 20,203,570 636 456,016 238748 24,533,819
28RS Held-to-maturity securities 566,127 6,709,921 1,994,338 1,132,754 295719 10,698,859
CHEERT Total financial assets 106,842,072 67,001,416 8,728,994 16,126,707 3,524,199 202,223,388
B Liabilities
FAER Deposits from banks 103,918 1,446,107 152 112 622 1,550,911
fTAELRIE Derivative financial instruments 29,639 1,432,529 = 581 37,842 1,500,591
BEEERBNABE Trading liabilities 6,270,630 - - - - 6,270,630
REEH Deposits from customers 106,556,887 15,355,211 8,337,518 13,469,958 5,544,623 149,264,197
BEINERE Certificates of deposit issued 5,945,244 286,593 - - - 6231837
1IEER Subordinated notes = 4,056,156 = = 1,223,184 5,279,340
HitfRE RBER Other accounts and accruals 3,533,538 1,198,601 485,094 470,932 97,734 5,785,899
cREEAT Total financial liabilities 122,439,856 23,775,197 8,822,764 13,941,583 6,904,005 175,883,405
BEARRNFE TR Net on-balance sheet positions (15,597,784) 43,226,219 (93770) 2,185,124  (3,379,806) 26,339,983
BEBBRIGREZEFE" Off-balance sheet net notional
positions* 29,612,545  (32,872,942) - (304,212) 3,376,491 (188,118)
EERE Credit commitments 60,704,881 6,288,507 902,569 2,461,184 102,022 70,459,163
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NOTES TO THE FINANCIAL STATEMENTS

(LAZS¥F7TAL51)7R) (Expressed in thousands of Hong Kong dollars)

3. HEERERE@m 3.
3.3 WiZEE @)
3.3.4 FIEEfE

TREINAEEZFERRE - RABEAEEZ
FHEHETEZEREERAE  YREFELX
BeEIHR (AREERE) D -

FINANCIAL RISK MANAGEMENT (continued)
3.3 Market risk (Continued)
3.3.4 Interest rate risk

The table below summarises the Group’s exposure to interest rate
risks. Included in the table are the Group’s financial assets and
liabilities at carrying amounts, categorised by the earlier of contractual
repricing or maturity dates.

3EANL 1YL
3f8A BE E5E
EDUN Over Over SENE FitE
3 months 3 months 1 year Over  Non-interest it

016512831 A At 31 December 2016 or less to 1 year to 5 years 5 years Bearing Total
BE Assets
B RERINES Cash and balances with banks 14,728,544 - - - 355,088 15,083,632
ERTIZ12EAR Placements with banks maturing between

5| BRER one and twelve months 7,429,662 1,162,502 - - - 8,592,164
BIEEERENES Trading securities 4,931,755 3,880,021 60,068 - 95,939 8,967,783
BENATEHEEELEY Financial assets designated at fair value

TABRNEREAE through profit or loss - - 205,964 = 405,195 611,159
fEERIA Derivative financial instruments - - - - 1,177,322 1,177,322
EEEFRAMER Advances and other accounts 97,350,687 6,756,646 9,903,125 1,798,264 5206063 121,014,785
AHHERS Available-for-sale securities 5,852,865 2,797,424 13,344,748 10,203,182 577,281 32,865,500
HEIEES Held-to-maturity securities 4,282,494 3,162,321 2,877,691 7,731 = 10,330,237
SREERT Total financial assets 134,576,007 17,758,914 26,391,596 12,099,177 7816888 198,642,582
&f Liabilities
RITER Deposits from banks 793,232 33,358 1,395,828 - 95,785 2,318,203
fTESRIA Derivative financial instruments - - - - 1,343,418 1,343,418
BIEEERBNER Trading liabilities 5,283,167 2,415,765 49,955 - - 7,748,887
BPEH Deposits from customers 122,044,023 23,325,524 1,286,633 - 5,780,235 152,436,415
BREINESE Certificates of deposit issued 3,642,359 1,659,472 1,258,145 - - 6,559,976
RERR Subordinated notes 1,634,220 - 5,511,043 - - 7,146,163
HihiRE RS Other accounts and accruals 7,681 - - - 5,391,704 5,399,385
SREEAT Total financial liabilities 133,404,682 27,434,119 9,502,504 - 12,611,142 182,952,447
NEgBEEAT (REHR) Total interest sensitivity gap (unadjusted)* 1,171,325 (9,675,205 16,889,092 12,099,177
NEfATRANZEE Effect of interest rate derivative contracts 5,677,142 (61,225) 4018879 (10,022,433)
NESRERA (£%) Total interest sensitivity gap (adjusted)* 6,848,467 (9,736,430) 21,107,971 2,076,744
* KRR EHBEENIREEBBRRAEEMN * Unadjusted interest sensitivity gap is determined based on positions of

EENHEEET KRHENSGUREEEFA
SRR E AR AT EITETAS LMK
Ko into to mitigate interest rate risk.

on-balance sheet assets and liabilities. Adjusted interest sensitivity gap
takes into account the effect of interest rate derivative contracts entered
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NOTES TO THE FINANCIAL STATEMENTS

(LABH T 7AI%77R) (Expressed in thousands of Hong Kong dollars)

3. HEERERE@m 3. FINANCIAL RISK MANAGEMENT (Continued)

3.3 WiZEE @)
3.34 FIXEEE &)

3.3 Market risk (Continued)
3.3.4 Interest rate risk (Continued)

3fEAME 150 E

3{EA E{E B56E
T Over Over 5ELLE Nit8
3 months 3 months 1 year Over  Non-interest At

2015512 4318 At 31 December 2015 or less to 1 year t0 5 years 5 years Bearing Total
BE Assets
Re RERTES Cash and balances with banks 15,930,216 1,111,202 - - 590,298 17,631,716
ERT1E128AR Placements with banks maturing between

HE@NER one and twelve months 4,463,988 3,250,433 - - - 7,714,421
BIEEERBNES Trading securities 2,421,056 6,121,951 29,387 - 193,910 8,766,304
RENATEI2EHEY Financial assets designated at fair

TAERNEREE value through profit or loss 241,008 126,126 1,730,417 5,382,716 3,511,519 11,000,786
EERIE Derivative financial instruments - - - - 1,100,710 1,100,710
BEEFREMEKE Advances and other accounts 96,238,542 8,019,404 8,099,579 1,678,326 6740922 120,776,773
RNEES Available-for-sale securities 2,782,122 2,160,406 12,331,000 6,495,804 764,307 24,533,819
BREEES Held-to-maturity securities 3,505,618 677,165 6,504,495 11,581 - 10,698,859
SREEAF Total financial assets 125,582,550 21,466,687 28,703,878 13,568,517 12901756 202,223,388
i Liabilttes
R Deposits from banks 686,709 - 813,755 - 50,447 1,550,911
fTEERIA Derivative financial instruments - - - - 1,500,591 1,500,591
RIEEERRYAR Trading liabilties 703526 5,504,770 62,334 - - 6,270,630
ZFRH Deposits from customers 115,813,586 27,596,001 747,174 - 5,107,346 149,264,197
BEREE Certificates of deposit issued 3,160,688 1,616,677 1454472 - - 6,231,837
HE Subordinated notes - - 5,279,340 - - 5,279,340
AR RER Other accounts and accruals - - - - 5,785,899 5,785,899
SRARAT Total financal iabiltties 120,364,509 34,717,538 8,357,075 - 12444283 175,883,405
HE MR ERA (REA%) Total interest sensitivity gap (unadjusted)* 5,018,041 (13,250,851) 20,346,803 13,568,517
fIRfTETEAN T2 Effect of interest rate derivative contracts 2,825,721 795,495 2,326,751 (6,105,877)
e gEER A (BRE) Total interest sensitivity gap (adjusted)’ 8043762 (12455356) 22,673,554 7,462,640
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

3. BXEBERE@m
3.4 REBESE

RBEERBRIEAREREENTETAER
ZBRANBERATRFENEEREXHI B 2E
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AFEMEEFRAT 20165555

3. FINANCIAL RISK MANAGEMENT (Continued)
3.4 Liquidity risk

Liquidity risk is the risk that the Group is unable to fund increases in
assets or meet its payment obligations associated with its financial
liabilities when they fall due without incurring unacceptable loss.

3.4.1 Liquidity risk management process

The Group manages its liquidity on a prudent basis with the objective
to comply with the statutory standard and to ensure that there is an
adequate liquidity and funding capacity to meet normal business
operations and to withstand a prolonged period of liquidity stress of
not less than a month. Starting from 1 January 2015, the Group has
adopted the Liquidity Maintenance Ratio (“LMR”) introduced by the
HKMA to replace the liquidity ratio as a regulatory standard as part of
the implementation of Basel Ill liquidity regime in Hong Kong. During
the period, the Group had maintained a sufficiently high LMR well
above the statutory minimum of 25%.

Moreover, the Group has maintained a sound liquidity risk
management framework in accordance with the requirements set
forth in the SPM LM-2 on “Sound Systems and Controls for Liquidity
Risk Management” issued by the HKMA in April 2011. The SPM LM-2
is developed to implement the liquidity sound principles formulated
by the Basel Committee on Banking Supervision (“Basel Committee”)
to strengthen the liquidity risk management standards of banks.
During 2016, the HKMA has issued the revised SPM module LM-1
“Regulatory Framework for Supervision of Liquidity Risk” in July and
the revised module of the SPM LM-2 in November respectively. The
liquidity management and reporting framework as well as disclosures
of the Group are being enhanced for meeting the new requirements.

Liquidity risk management is governed by the policy and framework
approved by the Board, which delegates to the Group’s ALCO to
oversee liquidity risk management. The ALCO regularly reviews the
Group’s loan and deposit mix and changes, funding requirements and
projections, and monitors a set of liquidity risk metrics, including the
LMR and maturity mismatch on an ongoing basis. Appropriate limits
or triggers on these risk metrics are set and sufficient liquid assets
are held to ensure that the Group can meet all short-term funding
requirements. The Treasury Division is responsible for the day-to-
day management of funding and liquidity position while the RMCD
is responsible for the measurement and monitoring of liquidity risk
exposures on a daily and monthly basis, and also conducting liquidity
analysis and stress testing. The Financial Control Division handles
regulatory reporting in relation to liquidity risk, and coordinates the
regular forecast of loans and deposits, and LMR, budget and analysis
relating to liquidity and funding management.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7517R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (Continued)
3.4 Liquidity risk (Continued)
3.4.1 Liquidity risk management process (Continued)

The Group places considerable importance to establish a diversified
and stable funding. While customer deposits form the primary portion
of the Group’s funding, certificates of deposit and medium term notes
are issued at opportune time in order to lengthen the funding maturity
and optimise asset and liability maturities. Short-term interbank
deposits are taken on a limited basis with the aim of maintaining the
presence in the market and the Group is a net lender to the interbank
market.

The monitoring and reporting take the forms of cash flow
measurements and projections for different time horizons, including
the next day, week and month, which are key periods for liquidity
management. The starting point for those projections is an analysis
of the contractual maturity of the financial assets and liabilities as
well as the expected maturity of these assets and liabilities based
on historical observations. The cash flow projections also take into
account the historical behaviour of off-balance sheet items, including
undrawn lending commitments and contingent liabilities such as
standby letters of credit and guarantees. A liquidity cushion is held to
withstand unexpected shortfall in net cash flow. Eligible securities in
the cushion are mainly in high credit quality and have sufficient market
depth that can be realised within 1 month. Debt securities held are
marked to the market on daily basis to ensure their market liquidity.

BEER

Asset classes

AERER
Eligibility criteria

F18H 1@ AR

Level 1 Within 1 month

F2M 1E AR

Level 2 Within 1 month

BT - ZB8ERBITRA
(EUEces

Debt securities issued by government,

BEMBEITZ 0% N 20% 2 R\ iEE

0% and 20% risk

multilateral development banks and weighted

public sector entities

MO EBITZEBES BEENRRBA-ZA L
Debt securities issued by non-financial Credit rating with A- or
corporate entities above
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3. FINANCIAL RISK MANAGEMENT (Continued)
3.4 Liquidity risk (Continued)
3.4.1 Liquidity risk management process (Continued)

Size of the liquidity cushion

(BE&%T)

(in HK$ million)

NEBHHR Internal categorisation 2016 2015
F1MR Level 1 14,355 11,554
EP Level 2 9,684 7,891

AEETFHETENNS - BEERES TR
B — RIS RO E M E TR T ERIART
ERBERRER B MIGER THEBEERE
WEHEEZEEF S - FINRERBIEREZ
RENRESBERATRBRESR IR ZREF (F
WETEEBRX S AETRHERD ERRE R
RBEZEE)  SEEARBZRZRAFRAE
TRREFBERT ZRSRBRME - FRER
MWE=TTZRXFZRIE - NEBZHBARNRES
EZBEATRAERERDESHNARNES
B REBZMTET AR HAEZ BINER ) K F
KW - BOIETASHNTAKBE ZEBERREE
3R - fe (5 BRI T E 3 - BINFE ERMHN
AR mBEHAEENRBESH AT ERE

& o

AFEMEEEGR AT 2016553,

The Group performs stress testing regularly, which includes an
institution-specific crisis scenario, a general market crisis scenario
and a combination of these crisis scenarios in order to assess the
potential impact on its liquidity position under stressed market
conditions and has formulated a contingency plan that sets out
strategies for dealing with liquidity problems and the procedures
for making up cash flow deficits (e.g. conducting repo transactions
or liquidation of assets held for liquidity risk management purpose)
in emergency situations. Intragroup transactions are conducted
on arm’s length basis and are treated the same way as other third
party transactions for the purpose of cash flow projection under
normal scenario. Subsidiaries of the Group are required to manage
their liquidity positions to meet their needs under both normal and
stressed conditions. Most of the Group’s derivative transactions
are exchange rate contracts and interest rate contracts. Under the
terms of our collateral obligations under derivative contracts, in the
event of a three-notch downgrade in credit ratings, the impact on the
Group’s liquidity position from additional collateral required to post is

immaterial.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.4 Liquidity risk (Continued)
3.4.2 Maturity analysis

The table below analyses the Group’s assets and liabilities into
relevant maturity groupings based on the remaining period at the

BfE - end of the reporting period to the contractual maturity date or, where
applicable, the earliest callable date.
1A% E 3ERML
B3EAHAT EE 1E)E
PHEE  1fRENAT  Smonthsor Over B5E
Repayable Upto lessbutover 3months  Over1 year SENE BHA ait
2016%1231 A At 31 December 2016 on demand 1 month 1 month to1 year to5years  Over5years Indefinite Total
gE Assets
ReRERTNER Cash and balances with banks 1,991,106 12,892,526 200,000 = = = - 15,083,632
T Z120AR Placements with banks maturing
8 between ong and twelve months - 38,502 7,473,765 1,055,625 2,072 - - 8,592,164
REEERENES Trading securities - 2,602,110 2,706,114 3,469,166 04,454 - 95,039 8,967,783
EEMATENEEZEY  Financial assets designated at fair
SABRNEREE value through profit or loss - - - - 205,964 279,056 126,139 611,159
fTEERTE Derivative financial instruments - 62,761 153,035 604,064 19,772 237,690 - 1,177,322
RERFREMER Advances and other accounts 8,413,899 14,920,821 11,795,525 15,042,084 32,590,433 36,374,881 1,877,142 121,014,785
AfHERR Available-for-sale securities - 2,057,565 3,052,212 3,006,572 13,330,113 10,841,757 577,281 32,865,500
RS Held-to-maturity securities - 1,684,329 2,916,205 3,193,698 2,528,214 1,713 - 10,330,237
BED T}xﬁ Investment in an associate - - - - - - 4,253,393 4,253,393
AREHEERE Investments in jointly controlled entities - - - - - - 75,412 75,412
BB Goodwill - - - - - - 874,603 874,603
BAE Inangible assets - - - - - - 81,315 81,315
EREEEEE Premises and other fixed assets - - - - - - 2,151,421 2,151,421
RENE Investment properties - - - - - - 1,059,226 1,059,226
S Current income tax assets - - - 5,098 = - - 5,098
BiLHELE Deferred income tax assets - - - - 68,286 = - 68,286
RESREEZ Valug of in-force long-term lfe
EWRERR assurance business - = . - - - - -
BREERREEST Total assets of continuing
operations 10,405,005 34,258,614 26,296,856 26,376,307 48,961,568 47,141,115 11,171,871 207,211,336
4 Liabilities
ROER Deposits from banks 41,180 124,926 730,360 33,358 1,388,379 - - 2,318,203
fEeRTA Derivative financial instruments - 90,292 321,153 646,769 189,167 90,037 - 1,343,418
RIEEBREMAE Trading liabilties - 550,384 4,732,783 2,415,765 49,955 = - 7,748,867
RFEH Deposits from customers 59,190,780 28,660,656 30,042,823 23,355,524 1,266,632 = - 152436415
BRI Certificates of deposit issued - 1,245,281 2,047,083 1,809,467 1,258,145 - - 6,559,976
[HEEH Subordinated notes - - 1,634,220 - 5,511,943 - - 7,146,163
EfbiRE RBR Other accounts and accruals 172,805 1,047,222 393,035 925,825 1,740,784 2,353 917,361 5,399,385
EmEsRE Current income tax liabiiies - - - 165,320 = = - 165,320
EEhEak Deferred income tax liabilities - - - - 116,709 = - 116,709
HRERBANRERAA  Liabilties to policyholders under
AL long-term insurance contracts - - - - - - - =
BREEXHARET Total liabilities of continuing
operations 59,404,765 31,918,761 50,007,457 29,352,028 11,541,714 92,390 917,361 183,234,476
FhEnEE Net liquidity gap (48,999,760) 2,339,853 (21,710,601) (2,975,721) 37,419,854 47,648,725 10,254,510 23,976,860
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3. FINANCIAL RISK MANAGEMENT (Continued)
3.4 Liquidity risk (Continued)

3.4.2 Maturity analysis (Continued)

1EANE 3fAANE
B3EAZNT 5% 15t
PeEEE  1EREMT  3monthsor Over 35%
Repayable Upto  less but over Smonths  Over{ year SEE EHERS a3t

015% 12 f31 A At 31 December 2015 on demand 1 month 1 month to 1 year fo 5 years Over 5 years Indefinite Total
BE Assets
R RERINER Cash and balances with banks 2,332,609 15,299,107 - - = = - 17,631,716
R Z120AR Placements with banks maturing

B between one and twelve months - 9,709 4424719 3,201,288 78,705 - - 7,714,421
BEEERNES Trading securtes - 970,485 1866683 5685617 19609 - 193910 8,766,304
EEMLATETEERRS  Financial assets designated at

TABRNEHEE fair value through profit or loss - 230,889 14,206 122,039 1,739,417 5,399,214 3,495,021 11,000,786
fEeBIA Derivative financial instruments - 127,618 61,352 321,734 533,953 56,063 - 1,100,710
SRR RAEA Advances and other accounts 8,539,060 13,573,361 13,966,723 16,991,100 29,351,714 35,731,946 2,622,869 120,776,773
ARHERS Available-for-sale securities - 272,680 1,801,792 2,614,612 11,994,247 7,086,091 764,397 24,533,819
e Held-to-maturity securities - 1,427,783 634,405 1,865,857 6,757,601 13,213 - 10,698,859
BAATRE Investment in an associate - - - - - - 4099217 4099217
LRfEHEERE Investments in jointly controlled entities - - - - - - 71,119 71,119
iE Goodwill - - - - - - 950,992 950,992
BYEE Intangible assets - - - - - - 82,480 82,480
EREBETEE Premises and other fixed assets - - - - - - 2222465 2,222,465
RENE Investment properties - - - - - - 886,664 886,664
Ly Current income tax assets - - - 5784 - - - 5784
ERfEAE Deferred income tax assets - - - - 83,473 - - 83473
REZREHZ Valug of in-force long-term lfe

FHRERH assurance business - - - - - - 2,166,695 2,166,695
HEAT Total assets 10,871,669 31,911,632 2769880 30,808,081 50588719 48286517 17555829 212,792,217
8F Liabilties
RER Deposits from banks 21,047 96,303 40,000 581,254 812,307 - - 1,550,911
fESMTA Derivative financial instruments - 90,088 62,48 357,894 780,618 209,743 - 1,500,591
HEEERRNER Trading liabilities - 436,010 267,504 5,504,770 62,346 - - 6,270,630
RFE Deposits from customers 57,178,634 31,736,911 32,004,267 21,597,211 147174 - - 149,264,197
BEIMESE Certificates of deposit issued - 1,310,093 1,850,594 1,616,677 1,454 473 - - 6,231,837
fkEEH Subordinated notes - - - - 5,219,340 - - 5,279,340
AfERRER Other accounts and accruals 235,847 990,814 699,757 938,646 662,058 - 2,258,711 5,785,899
PEfERE Current income tax liabilties - - - 208,046 - - - 208,046
BEhEakE Deferred income tax liablities - - - - 95,950 - - 95,950
HRERBANRELEA  Liablities to policyholders under

pai long-term insurance contracts - - - - - - 10,695,044 10,695,044
BEa3 Total liabilities 57,435,528 34,660,219 34,924 370 36,804,498 9,894,266 209,743 12,954,721 186,883,345
Frgtzn Net liquidity gap (46,563,859) (2,748,587) (12,154,490) (5,996,467) 40,694,453 48,076,774 4,601,108 25,908,932

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (Continued)
3.4 Liquidity risk (Continued)
3.4.2 Maturity analysis (Continued)

In respect of certificates of deposit held for investment purpose
and included in total assets as at the end of the reporting period,
the relevant balance, analysed based on the remaining period to

contractual maturity, is shown as follows:

1EARE 3fAANL
{B3EAZNUT Ef 1E)E
DERE  1BAINT  3monthsor Over E5%
Repayable Upto less but over 3months  Over1 year SENE BEHAN it
on demand 1 month 1 month to 1 year to5years  Over5years Indefinite Total
2016%12A31H At 31 December 2016
FEean: Certificates of deposit held
included in:
BEIEES Held-to-maturity securities - - 100,000 100,000 200,000 - - 400,000
2015% 124318 At 31 December 2015
FERaR: Certificates of deposit held
included in:
iR Held-to-maturity securities - 378,578 - 498,955 300,000 - - 1,177,533

EERBEHREMNEOALEMZZNBLYE
BEREETHEE ARETHEBRRZIEEH
TEERHIR R ARER - HRTME © T2
FEMERE N ER - MEEMNIJERARERA
Mg - b nEERR -

EEHBENIIHERAAENKRAERE P
MEREMNES  EFEEERBES REEF
ENEXRSHAAERRNEZRE -

REE—RTERE=HEBEEEHE2ED
AE®  BNERNEREAZETIEHIED
TMBESHZRKELREENSTE - AR RZEE
AERIISSKRIEABESAES - AtARR
HEBEZEERENARENFENBSEANER
HERBESHRR -

The matching and controlled mismatching of the maturities and
interest rates of assets and liabilities are fundamental to the
management of the Group. It is unusual for banks to be completely
matched, as businesses transacted are often of uncertain term
and of different types. An unmatched position potentially enhances
profitability, but also increases the risk of losses.

The maturities of assets and liabilities and the ability to replace, at
an acceptable cost, interest-bearing liabilities as they mature are
important factors in assessing the liquidity of the Group and its
exposure to changes in interest rates and exchange rates.

Liquidity requirements to support calls under guarantees and
standby letters of credit are considerably less than the amount of the
commitment because the Group does not generally expect the third
parties to fully draw funds under the agreement. The total outstanding
contractual amount of commitments to extend credit does not
necessarily represent future cash requirements, as many of these
commitments will expire or terminate without being funded.
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3. FINANCIAL RISK MANAGEMENT (continued)
3.4 Liquidity risk (Continued)

3.4.3 Undiscounted cash flows by contractual or expected
maturities

The table below presents the cash flows payable by the Group under
non-derivative financial liabilities, derivative financial liabilities that
will be settled on a net basis and derivative financial instruments that
will be settled on gross basis by remaining contractual maturities at
the end of the reporting period. The amounts disclosed in the table
are the contractual undiscounted cash flows, whereas the Group
manages the inherent liquidity risk based on expected undiscounted
cash inflows.

The Group’s derivatives that normally will be settled on a net basis
include:

° Foreign exchange derivatives: OTC currency options, currency
futures, exchange-traded currency options;

° Interest rate derivatives: interest rate swaps, forward rate
agreements, OTC interest rate options, interest rate futures and
other interest rate contracts; and

° Equity derivatives: equity options.

The Group’s derivatives that will be settled on a gross basis include:

° Foreign exchange derivatives: currency forward, currency
swaps;
° Interest rate derivatives: interest rate swaps and cross currency

interest rate swaps; and
° Credit derivatives: credit default swaps.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)
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FINANCIAL RISK MANAGEMENT (continued)
3.4 Liquidity risk (Continued)

3.4.3 Undiscounted cash flows by contractual or expected

B0 () maturities (Continued)
1fEAULE AL
IBARIUT BE 18N E
1fAZUT 3 months or Over B5E
Upto1 less but over 3months  Over 1 year 5N E &5t
201612831 8 At 31 December 2016 month 1 month to 1 year to5years  Over5 years Total
FTETARER Non-derivative cash flow
af Liabilities
ROFH Deposits from banks 171,310 739,161 57,281 1,388,593 = 2,356,345
EFEH Deposits from customers 88,093,628 40,570,872 23,627,830 1,380,074 - 153,672,404
BEEERBNEE Trading liabilities 550,500 4,737,209 2,423,828 50,327 - 7,761,864
BRINGRE Certificates of deposit issued 1,263,992 2,264,701 1,852,694 1,318,939 = 6,700,326
#ERH Subordinated notes 45,801 1,733,232 185989 6,184,172 - 8,149,194
HEHRBANREZFAZARE  Liabilities to policyholders under
long-term insurance contracts - - - - - -
Etaf Other liabilities 1,207,458 52,981 530,734 1,690,870 22806 3,504,849
REEE(RHIHHE) Total liabilities
(contractual maturity dates) 91,422,689 50,098,156 28,678,356 12,012,975 22,806 182,234,982
fTEIARER Derivative cash flow
BEREETESRTE Derivative financial instruments
settled on net basis (8,962) (13,083) (5,249) (11,153) (1,370) (39,817)
RABEE/TESRIER Derivative financial instruments
settled on a gross basis
T2 Total outflow 37,504,889 || 14,088,014 || 26,098,609 3,073,949 970,731 81,736,192
MALE Total inflow (37,492,892) | | (14,058,105) || (25,951,105) || (2,646,157) (651,300) | | (80,799,559)
11,997 29,909 147,504 427,792 319,431 936,633
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(LAZS¥F7TAL51)7R) (Expressed in thousands of Hong Kong dollars)
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FINANCIAL RISK MANAGEMENT (continued)
3.4 Liquidity risk (Continued)

3.4.3 Undiscounted cash flows by contractual or expected

186

BE7 (#) maturities (Continued)
1RAKER  SEAME
SEAHLT ZE 1€ML E
1EAZ%LT 3 months or Over B5E
Upto less but over 3months  Over 1 year 5ENLE A
20155124318 At 31 December 2015 1 month 1 month to 1 year to5years  Over5 years Total
HTETARER Non-derivative cash flow
8 Liabilities
BIER Deposits from banks 157,502 977 581,766 812,307 - 1,552,552
EFRER Deposits from customers 89,122,956 32,666,490 27,914,588 1,362,208 - 151,066,332
BEEERANER Trading liabilities 436,000 267,620 5,505,473 62,724 - 6271817
BRETNERE Certificates of deposit issued 1,318,436 1,859,906 1,657,069 1,491,721 - 6,327,132
#EEH Subordinated notes 46,791 102,125 147,471 5,844,812 - 6,141,199
HEHRBANREZFAZARE  Liabilities to policyholders under
long-term insurance contracts 47,595 108,476 621,268 2,918,149 29,463,144 33,158,632
2t EfE Other liabilities 1,085,652 413,006 501,764 616,086 54463 2,670,971
RERE(RNIIHR) Total liabilities
(contractual maturity dates) 92,214,932 35,418,600 36,929,399 13,108,097 29,517,607 207,188,635
TEIARER Derivative cash flow
BEREEZTESRTIE Derivative financial instruments
settled on net basis 6,690 4,848 (25,200) (52,892) (2,158) (68,712)
RABEE TESRTE Derivative financial instruments
settled on a gross basis
T2 Total outflow 34,372,894 18,995,925 29,679,102 3,031,745 503,610 86,583,276
MABE Total inflow (34,414,618) || (18,995,176) || (29,437,748) (2,602,438) (249,458) || (85,699,438)
(@1,724) 749 241,354 429,307 254,152 883,838

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7Thz51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.4 Liquidity risk (Continued)
3.4.4 Off-balance sheet items

Included in the table below are the following items:

° Loan commitments by reference to the dates of the contractual
amounts of the Group’s off-balance sheet financial instruments
that commit it to extend credit to customers and other facilities;

o Financial guarantees based on the conditions existing at the
reporting date as to what contractual payments are required;

° The future minimum lease payments under non-cancellable
operating leases in respect of operating lease commitments
where a Group company is the lessee; and

o BBEREENRME 2 EAEIE - J Capital commitments for the acquisition of buildings and
equipment.
1EH0R 150 E S5Ep
No later B5F Over &t
2016512 A31H At 31 December 2016 than 1 year 1-5 years 5 years Total
ERYE Loan commitments 67,252,494 1,799,476 455,744 69,507,714
R BEALR Guarantees, acceptances and
HAl® BiAR other financial facilities
—ERRERERE - Guarantees and standby
letters of credit 827,652 148,601 - 976,253
—RE REFERATE - Documentary and commercial
letters of credit 593,956 - - 593,956
RHAER Forward forward deposits placed 21,029 - - 21,029
IR TR K Operating lease commitments 181,295 478,791 320,495 980,581
BRI Capital commitments 66,970 - - 66,970
&&t Total 68,943,396 2,426,868 776,239 72,146,503
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3. FINANCIAL RISK MANAGEMENT (Continued)

3.4 Liquidity risk (Continued)

3.4.4 Off-balance sheet items (Continued)

1ELAR 1 E 5
No later E=5H4F Over &&t
2015412 A31H At 31 December 2015 than 1 year 1-5 years 5 years Total
BRUAE Loan commitments 66,145,095 2,958,451 140,456 69,244,002
R EAR Guarantees, acceptances and
H fth & Bl AR5 other financial facilities
—ERREAER - Guarantees and standby
letters of credit 356,891 417,443 2,178 776,512
—RE REREMAE - Documentary and commercial
letters of credit 438,649 - - 438,649
EHFR Forward forward deposits placed = = = =
I E TR A A Operating lease commitments 175,570 469,127 349,332 994,029
BAHENE Capital commitments 169,814 = = 169,814
At Total 67,286,019 3,845,021 491,966 71,623,006

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

FINANCIAL RISK MANAGEMENT (continued)
Fair values of financial assets and liabilities
(@ Determination of fair value

Fair values are subject to a control framework that the Board is
held responsible for ensuring proper valuation governance and
control processes of the Group. It delegates the responsibility
for overseeing the valuation process for financial instruments to
the TIRC. Valuation is performed independently by RMCD and
where appropriate, by independent and professionally qualified
valuers and actuaries and the valuation results are periodically
verified to ensure the integrity of the fair value measurement
process.

The fair value of financial instruments 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 under current market conditions regardless of whether
that price is directly observable or estimated using a valuation
technique.

A financial instrument is regarded as quoted in an active market
if quoted prices are readily and regularly available from an
exchange, dealer, broker, industry group, pricing service or
regulatory agency. A quoted price in an active market provides
the most reliable evidence of fair value and shall be used
whenever available. If a financial asset or a financial liability has
a bid price and an ask price, the price within the bid-ask spread
that is most representative of fair value in the circumstances is
used by the Group.
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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AFEMEEEGR AT 2016553,

FINANCIAL RISK MANAGEMENT (continued)
Fair values of financial assets and liabilities (Continued)
(@)  Determination of fair value (Continued)

Where observable market quotation of financial instruments is
not directly available, the Group estimates the fair value of such
financial instruments by using appropriate valuation techniques
that are widely recognised including present value techniques
and standard option pricing models. In applying valuation
techniques for these financial instruments, the Group maximises
the use of relevant observable inputs (for examples, interest
rates, foreign exchange rates, volatilities, credit spreads) and
minimises the use of unobservable inputs. For example, the
fair value of interest-rate swaps is calculated as the present
value of the estimated future cash flows, the fair value of foreign
exchange forward contracts is generally based on current
forward rates and the fair value of option contracts is derived
using appropriate pricing models, such as Black-Scholes
model.

The Group uses external price quotes and its own credit
spreads in determining the current value of its financial liabilities
and other liabilities for which it has elected the fair value option.
When the Group’s credit spreads widen, the Group recognises
a gain on these liabilities because the value of the liabilities has
decreased. When the Group’s credit spreads narrow, the Group
recognises a loss on these liabilities because the value of the
liabilities has increased.

Price data and parameters used in the measurement process
are reviewed carefully and adjusted, if necessary, to take
consideration of the current market developments.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

FINANCIAL RISK MANAGEMENT (continued)
Fair values of financial assets and liabilities (Continued)
(b)  Fair value hierarchy

The Group measures fair values using the following hierarchy
that reflects the significance of the observable and unobservable
inputs used in the fair value measurement:

Level Descriptions

1 Quoted prices (unadjusted) in active markets for
identical assets or liabilities. This level includes equity
securities and derivatives that are listed on exchanges.

2 Inputs other than quoted prices included within Level
1 that are observable for the asset or liability, either
directly (that is, as prices) or indirectly (that is, derived
from prices). This level includes the majority of the OTC
derivative contracts.

3 Inputs for the asset or liability that are not based on
observable market data (unobservable inputs). This
level includes equity and debt securities with significant
unobservable components.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

3. HKEKREE@m 3. FINANCIAL RISK MANAGEMENT (Continued)
35 SRMEEREBZAFE @) 3.5 Fair values of financial assets and liabilities (Continued)

(Z) RNFEERE (b)  Fair value hierarchy (Continued)

BATEAEZEERERE

Assets and liabilities measured at fair value:

1R

PR

ERE

A

[=1]
201612831 H At 31 December 2016 Level 1 Level 2 Level 3 Total
AA Descriptions
WAFEFEREE Financial assets at fair value
FABRNEREE through profit or loss
HEEERR Held for trading
ERES Debt securities - 8,871,844 - 8,871,844
BHEEES Equity securities 95,939 - - 95,939
EEAATFEFEEE Designated at fair value
HEE AER through profit or loss
BERESR Debt securities - 485,020 - 485,020
BEaE s Equity securities 126,139 - - 126,139
fTESRMTA Derivative financial instruments
RBEEERE Held for trading 24 831,107 = 831,131
A RELH Held for hedging - 346,191 - 346,191
AN E 7 SREE Available-for-sale financial assets
B HEH Debt securities — 32,288,217 4,828 32,293,045
EmEES Equity securities 360,693 136,704 75,058 572,455
BATEFECEEST Total assets measured at fair value 582,795 42,959,083 79,886 43,621,764
WATETEEEES Financial liabilities at fair value
FABENERERE through profit or loss
RIEEERZ Held for trading - 7,748,887 = 7,748,887
TESBMTA Derivative financial instruments
RIEEERZ Held for trading - 875,997 = 875,997
AR Held for hedging - 467,421 = 467,421
BATEFEZBESS Total liabilities measured at fair value - 9,092,305 - 9,092,305

RERFIGHEEZAHRNECHEER
FLMRDEUEESRESFKRE - HEFSR
BERGHRARTFEABOBZKAET

o reasonable approximation of fair value.

The available-for-sale financial assets classified as Level 3
assets represent investments in unlisted equity securities and
debentures. They are stated at cost which is considered to be a
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(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

3. HKEKEE@m 3. FINANCIAL RISK MANAGEMENT (Continued)
3.5 SRMEEREBBZAYEMm) 3.5 Fair values of financial assets and liabilities (Continued)
(Z) RFESEKE) (b)  Fair value hierarchy (Continued)

BATEEZEEREBE  (8) Assets and liabilities measured at fair value: (Continued)
# £2016F 12 A31 B % 20154 12 A 31
HIEFE: BEcmEERAEE AxE
EAFESFRTNEIRG - REBEEEHR
Bfhla  BERBEENATESEER
HEBHF ABRBESBEAGHEZLE
HRIREEREZ SREE -

For the year ended 31 December 2016 and 31 December 2015,
there were no transfers of financial assets and liabilities into or
out of the Level 3 fair value hierarchy. The changes in carrying
value represent the revaluation gains/losses and the transfer of
a financial asset designated at fair value through profit or loss
to assets of disposal group classified as held for sale which was
subsequently disposed of.

F1R F2/ ERE &%
2015%F 12 A31H At 31 December 2015 Level 1 Level 2 Level 3 Total
AA Descriptions
ATEFEREE Financial assets at fair value
aﬂ\?ﬁﬁﬁﬁ']ﬁmﬂﬁ% through profit or loss
HEEERR Held for trading
EBES Debt securities - 8,572,394 - 8,572,394
s Equity securities 188,507 5,403 = 193,910
EENATEFER Designated at fair value
HEE AER through profit or loss
f YT Debt securities - 7,505,767 - 7,505,767
BEEES Equity securities 2,007,423 1,112,888 374,708 3,495,019
fTEERTA Derivative financial instruments
BEEERSE Held for trading 42 906,109 - 906,151
A RELH Held for hedging - 194,559 - 194,559
AtHEZ SREE Available-for-sale financial assets
BEER Debt securities - 23,769,422 4,828 23,774,250
EmlEES Equity securities 438,700 245,834 75,035 759,569
BATENEZEERR Total assets measured at fair value 2,634,672 42,312,376 454,571 45,401,619
WATETEEEES Financial liabilities at fair value
FABENERERE through profit or loss
RIEEERZ Held for trading - 6,270,630 = 6,270,630
TESBMTA Derivative financial instruments
RIEEERZ Held for trading - 981,303 = 981,303
BA B Held for hedging - 519,288 = 519,288
RATEEZBEAT Total liabilities measured at fair value = 7,771,221 = 7,771,221
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NOTES TO THE FINANCIAL STATE

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

3. BXEBERE@m 3.
35 SsREEREGBZAFE®@M 3.5

(A) XA FlEGTEZEMTA

TEREAZERAEER AR NKARINA
RFEINTZEREERBEZKREEM
NVE - ERBEMHEERE - LFQFE
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MENTS

FINANCIAL RISK MANAGEMENT (continued)
Fair values of financial assets and liabilities (Continued)

(c)  Financial instruments not measured at fair value

The table below summarises the carrying amounts and fair
values of those financial assets and liabilities not presented
in the Group’s statement of financial position at their fair
value. For disclosure purposes, these fair values have been
estimated by discounting the future contractual cash flows at
the current market interest rate that is available to the Group

WEET o for similar financial instruments, if applicable, or in the case of
investment securities, determined based on market prices or
price quotations.

BREE ATHE
Carrying value Fair value
2016 2015 2016 2015

SREE Financial assets
e RIERITHEERR Cash and balances with banks 15,083,632 17,631,716 15,082,559 17,633,301
ERT1ZE12f8AR Placements with banks maturing

2 ERE 7 K between one and twelve months 8,592,164 7,714,421 8,600,334 7,720,657
BEEERRBR Loans and advances to customers

EYN-CSEE Loans and advances to individuals

— =R+ - Credit cards 4,613,534 4,706,017 4,613,724 4,706,498

—RIBER - Mortgages 32,224,005 31,273,079 32,223,970 31,273,004

— HAth - Others 11,557,295 9,729,001 11,562,909 9,732,804

TEERRBR Loans and advances to

corporate entities

—BHER - Term loans 30,862,318 29,150,773 30,864,563 29,149,405

—RIBEN - Mortgages 16,213,526 16,016,536 16,213,965 16,016,789

—B5RE - Trade finance 8,020,721 7,986,955 8,020,483 7,986,955

—Hfh - Others 10,163,322 10,762,963 10,155,470 10,769,582
COES Trade bills 4,299,974 6,469,899 4,325,745 6,504,322
BEEHES Held-to-maturity securities 10,330,237 10,698,859 10,340,921 10,714,534
TRIGE Financial liabilities
RITER Deposits from banks 2,318,203 1,550,911 2,318,874 1,569,956
BEPER Deposits from customers 152,436,415 149,264,197 152,527,058 149,314,961
B BT 3R Certificates of deposit issued 6,559,976 6,231,837 6,565,994 6,235,944
REEB Subordinated notes 7,146,163 5,279,340 7,298,495 5,410,826
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (Continued)

3.5 Fair values of financial assets and liabilities (Continued)

(c)

Financial instruments not measured at fair value (Continued)
(i) Placements with banks

The fair value of floating rate placements and overnight
deposits is their carrying amount. The estimated fair value
of fixed interest bearing deposits is based on discounted
cash flows using prevailing money-market interest rates
for debts with similar credit risk and remaining maturity.

(i)  Loans and advances to customers, and trade bills

The estimated fair value of loans and advances and trade
bills represents the discounted amount of estimated future
cash flows expected to be received. Expected cash flows
are discounted at current market rates to determine fair
value.

(i) Investment securities

Investment securities include interest-bearing assets
included in the held-to-maturity category. Fair value of
held-to-maturity assets is based on market prices or
broker/dealer price quotations. Where this information is
not available, fair value is estimated using quoted market
prices for securities with similar credit, maturity and yield
characteristics.

(iv) Deposits and balances from banks, deposits from
customers, certificates of deposit issued and other
borrowed funds

The estimated fair value of deposits with no stated
maturity, which includes non-interest bearing deposits,
is the amount repayable on demand. The estimated
fair value of fixed interest-bearing deposits and other
borrowings not quoted in an active market is based on
discounted cash flows using interest rates for new debts
with similar remaining maturity.

(v) Debt securities in issue including subordinated
notes issued

For those notes where quoted market prices are not
available, the present value technique is used based on
current yield curve and/or credit spread appropriate for
the remaining term to maturity to estimate fair value.
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)
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3. FINANCIAL RISK MANAGEMENT (Continued)
3.6 Capital management

The Group’s objectives when managing capital are:

o To comply with the capital requirements set by the banking and
insurance regulators in the markets where the entities within the
Group operate;

o To safeguard the Group’s ability to continue its business as a
going concern;

° To maximise returns to shareholders and optimise the benefits
to other stakeholders; and

o To maintain a strong capital base to support the development of
its business.

3.6.1 Banking business

Capital adequacy of and the use of regulatory capital by the Group’s
Hong Kong banking subsidiary is monitored regularly by the Group’s
management, employing techniques based on the guidelines
developed by the Basel Committee, as implemented by the HKMA, for
supervisory purposes. The required information is filed with the HKMA
on a quarterly basis.

As Basel Ill has become effective from January 2013 in Hong Kong,
DSB is required to meet three ratios, namely, the Common Equity
Tier 1 capital, Tier 1 capital and Total capital respectively against
risk-weighted assets. The internationally agreed minimum of these
three ratios starting from 1 January 2015 are set at 4.5%, 6.0%
and 8.0% respectively and are adopted by the HKMA. In order to
comply with HKMA'’s requirements as stated in the SPM CA-G-5 on
“Supervisory Review Process”, DSB is required to set further buffers,
to reflect material risks not included in the minimum regulatory
capital calculation, arising from regulator’s requirements, internal
assessment of risks and the results of stress tests under the Pillar
Il capital requirement. In addition, the capital conservation buffer,
countercyclical capital buffer and higher loss absorbency (“HLA”)
capital requirements introduced by the Basel Committee have
been implemented since 1 January 2016 in Hong Kong. In line with
the international standards, the HKMA also adopts the phase-in
arrangements for new capital requirements in relation to the Common
Equity Tier 1 capital ratio, Tier 1 capital ratio, capital buffers and HLA
capital requirements as set by the Basel Committee and will achieve
full implementation by 1 January 2019. Likewise, the Leverage Ratio
that forms part of Basel Ill implementation is under parallel run until
2017, with a view to establishing the Leverage Ratio as a Pillar 1
requirement on 1 January 2018, and relevant information has been
submitted by DSB for regulatory monitoring.
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (Continued)
3.6 Capital management (Continued)
3.6.1 Banking business (Continued)

Risk-weighted amount is the aggregate of the risk-weighted amounts
for credit risk, market risk and operational risk, and covers both on-
balance sheet and off-balance sheet exposures. On-balance sheet
exposures are classified according to the obligor or the nature of each
exposure and risk-weighted based on the credit assessment rating
assigned by an external credit assessment institution recognised by
the HKMA or other rules as set out in the Banking (Capital) Rules,
taking into account the capital effects of credit risk mitigation.
Off-balance sheet exposures are converted into credit-equivalent
amounts by applying relevant credit conversion factors to each
exposure, before being classified and risk-weighted as if they were
on-balance sheet exposures.

Capital adequacy of and the use of regulatory capital by the Group’s
Macau banking subsidiary, BCM, and banking subsidiary in China,
DSB China, are monitored regularly by the Group’s management,
employing techniques based on the guidelines provided by the
Autoridade Monetaria de Macau (“AMCM”) and the China Banking
Regulatory Commission (“CBRC”) respectively for supervisory
purposes.

The required information is filed by BCM with the AMCM and by
DSB China with the CBRC on a quarterly basis. The AMCM requires
BCM and the CBRC requires DSB China to maintain a ratio of own
funds or capital base to total risk-weighted exposures (i.e. the capital
adequacy ratio) not lower than the agreed regulatory minimum of 8%.

Certain non-banking subsidiaries of the Group are also subject to
statutory capital requirements from other regulatory authorities, such
as the Securities and Futures Commission.
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3. FINANCIAL RISK MANAGEMENT (Continued)
3.6 Capital management (Continued)
3.6.2 Insurance business

In each market in which the Group’s insurance subsidiaries operate,
the local insurance regulator specifies the minimum amount and type
of capital that must be held by each of the subsidiaries in addition
to their insurance liabilities. The minimum required capital must be
maintained at all times throughout the year. The Group’s subsidiaries
are subject to insurance solvency regulations in the markets in
which they issue insurance and investment contracts, and where
they have to comply with the local solvency regulations. The Group
has embedded in its asset and liability management framework the
necessary tests to ensure continuous and full compliance with such
regulations. The solvency requirement of each insurance company in
each market is subject to local requirements, which may differ from
jurisdiction to jurisdiction.

In Hong Kong, the required margin of solvency for the Group’s life
insurance subsidiary, Dah Sing Life Assurance Company Limited
(“DSLA™), is determined by the Group’s appointed actuary in
accordance with the Hong Kong Insurance Companies (Margin of
Solvency) Regulation. In addition, dynamic solvency test is also
required by Insurance Authority to identify the solvency position
of the company on a going concern basis and plausible threats to
satisfactory financial condition. For both 2016 and 2015, the results of
dynamic solvency test are satisfactory.

3.7 Fiduciary activities

The Group provides custody, trustee, wealth management and
advisory services to third parties, which involve the Group making
allocation and purchase and sale decisions in relation to a variety
of financial instruments. Those assets that are held in a fiduciary
capacity are not included in the Group’s financial statements. These
services could give rise to the risk that the Group could be accused of
mal-administration.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7517R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.8 Insurance risk
3.8.1 Frequency and severity of claims

For contracts where death is the insured risk, the most significant
factors that could increase the overall frequency of claims are
epidemics or wide spread changes in lifestyle, resulting in earlier or
more claims than expected.

For contracts with fixed and guaranteed benefits and fixed future
premiums, there are no mitigating terms and conditions that reduce
the insurance risk accepted. For contracts with discretionary
participating features, the participating nature of these contracts
results in a significant portion of the insurance and financial risks
being shared with the insured party.

The Group charges for mortality risk on a monthly basis for all
insurance contracts without a fixed term. It has the right to alter
these charges based on its mortality experience and hence minimise
its exposure to mortality risk. Delays in implementing increases in
charges and market or regulatory restraints over the extent of the
increases may reduce its mitigating effect.

The Group manages these risks through its underwriting strategy and
reinsurance arrangements.

The Group’s underwriting strategy seeks diversity to ensure a
balanced portfolio and is based on a portfolio of similar risks over
a number of years and, as such, it is believed that this reduces the
variability of the outcome. Premium pricing is set at an appropriate
level that corresponds with the underlying exposure of the risks
underwritten. The Group has a company-wide retention limit on any
single life insured. The Group reinsures the excess of the insured
benefit over the limit for standard risks (from a medical point of view)
under an excess of loss reinsurance arrangement.

Within the insurance process, concentrations of risk may arise where
a particular event or series of events could impact heavily upon
the Group’s liabilities. Such concentrations may arise from a single
insurance contract or through a small number of related contracts,
and relate to circumstances where significant liabilities could arise.

The Group is subject to concentration risk arising from accidents
or epidemics on policies taken out by its policyholders. Therefore,
to cover the risk, catastrophe reinsurance arrangements have been
made by the Group.
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3. FINANCIAL RISK MANAGEMENT (continued)
3.8 Insurance risk (Continued)

3.8.2 Sources of uncertainty in the estimate of future benefit
payments and premium receipts

Uncertainty in the estimation of future benefit payments and
premium receipts for long-term insurance contracts arises from the
unpredictability of long-term changes in overall levels of mortality and
the variability in contract holder behaviour.

The Group uses appropriate industry tables of standard mortality
adjusted according to the type of contract being written. An
investigation into the actual experience of the Group is carried out
annually. Realistic estimates of future mortality are made based on
standard industry tables adjusted for the Group’s overall experience
with appropriate margins.

3.8.3 Assumptions and sensitivity of long-term insurance
contracts

Estimates are made in calculating the future insurance liabilities under
insurance contracts.

Key assumptions are summarised below:

— Mortality

An appropriate table of standard mortality is chosen with adjustment
for the Group’s own experience with appropriate margins.

— Valuation interest rates
The valuation interest rates as at 31 December 2016 range from

1.37% to 3.04% (2015: 1.23% to 3.37%) depending on type of plans
and varies with changes in the appropriate risk free rates.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7517R) (Expressed in thousands of Hong Kong dollars)

3. FINANCIAL RISK MANAGEMENT (continued)
3.8 Insurance risk (Continued)

3.8.3 Assumptions and sensitivity of long-term insurance
contracts (Continued)

Change in assumption

The valuation interest rates change with variations in the appropriate
risk free rates at each end of the reporting period. Valuation interest
rates in 2016 changed by-0.39% to +0.40% (2015: -0.23% to +0.26%)
depending on types of plans from 31 December 2015 to 31 December
2016. The impact of changes in valuation rates and other changes in
actuarial assumption increased the future insurance liabilities under
insurance contracts as at 31 December 2016 and reduced the net
profit for 2016 by HK$70,419,000 (2015: reduced the future insurance
liabilities under insurance contracts and increased the net profit for
2015 by HK$197,517,000).

Sensitivity analysis

The following table sets out the sensitivity of value of future insurance
liabilities under insurance contracts to movements in the key
assumptions used in the estimation of future insurance liabilities

under insurance contracts.

2016 2015

REREE ARARARBE

SE%H BEEH

Change in Change in
""""" pet ¢k future FRFEH future R FIEE)
Change in insurance Change in insurance Change in
variable liabilities net profit liabilities net profit
T RE=A(L Worsening of mortality +1% +8,888 -8,870 +8,075 -8,058

fEFIET A Decrease in valuation

interest rates -0.1% +201,568 -201,085 +171,138 -170,695

B TR IRRR LR E B T ATA H AR
REFIEMEL - BR L EBRRTAAES
A METREROEE A EERE PN R
PRTERS)  KRANERIIETRES -

The above analyses are based on a change in an assumption while
holding all other assumptions constant. In practice, this is unlikely to
occur, and change in some of the assumptions may be correlated — for
example, change in interest rate and change in market values; change
in lapses and future mortality.
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4. CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES

4.1 Critical accounting estimates and assumptions

The Group makes estimates and assumptions that affect the
reported amounts of assets and liabilities within the next financial
year. Estimates and judgements are continually evaluated and
are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable
under the circumstances. Changes in estimates and assumptions may
have a significant impact on the results of the Group in the periods
when changes are made. The application and selection of different
estimates and assumptions, and their subsequent changes, could
affect the Group’s profit and net asset value in the future. The Group,
based on its high-level assessment of the sensitivity impacts on the
reported assets and liabilities of the Group arising from the changes
in critical accounting estimates and assumptions, believes that the
estimates and assumptions adopted are appropriate and reasonable,
and the financial results and positions presented in the Group’s
financial statements are fair and reasonable in all material respects.

(@) Impairment allowances on loans and advances

The Group reviews its loan portfolios to assess impairment at
least on a quarterly basis. In determining whether an impairment
loss should be recorded in the income statement, the Group
makes judgements as to whether there is any observable data
indicating that there is a measurable decrease in the estimated
future cash flows from a portfolio of loans before the decrease
can be identified with an individual loan in that portfolio.
This evidence may include observable data indicating that
there has been an adverse change in the payment status of
borrowers in a group, or economic conditions that correlate with
defaults on assets in the Group. Management uses estimates
based on historical loss experience for assets with credit risk
characteristics and objective evidence of impairment similar to
those in the portfolio when estimating its future cash flows of
recoverable amounts. The methodology and assumptions used
for estimating both the amount and timing of future cash flows
are reviewed regularly to reduce any differences between loss
estimates and actual loss experience.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)

Critical accounting estimates and assumptions
(Continued)

(b)  Fair value of financial instruments

A majority of the Group’s investments in debt securities carried
at fair value are valued based on observable market quotations.
As a consequence of the difficulties in financial markets caused
by the 2008 global financial crisis, the Group had witnessed
observable declines in market liquidity and the range of market
quotations for certain securities have widened. The Group
applies judgement in selecting the most appropriate quotation
for valuation purposes based on its assessment of the range
of observable quotations, recent observable transactions, the
reliability and quality of the pricing source, and the value of
securities of a similar nature.

(c)  Goodwill and intangible asset valuation

For business combinations, subsequent to initial recognition
of goodwill and intangible assets, any major change in the
assumptions in relation to future benefits to be generated from
the intangible assets, including future cash flow of benefits
to be generated from the acquired entities, or discount rates
which could be caused by major changes in market conditions
and outlook, could result in adjustments to the carrying values
of such assets. In the event that the expected recoverable
amounts of goodwill and intangible assets are significantly lower
than their carrying values, impairment of such assets would
have to be recognised.
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CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)

Critical accounting estimates and assumptions
(Continued)

(d)  Value of in-force long-term life assurance business

Estimates are made in calculating the value of in-force long-
term life assurance business.

Key assumptions are summarised below:

(i) Mortality. An appropriate base table of standard
mortality is chosen with adjustment for the Group’s own
experience.

(i)  Discount rate. A discount rate of 8.25% (2015: 8.30%)
being the risk free rate plus an appropriate equity risk
premium is applied.

(iii)  Investment return. Investment return assumption ranges
from 3.10% to 5.40% per annum (2015: 3.10% to
5.45% per annum) depending on risk characteristics of
investments matching the liabilities of different plans.

(ivy Renewal expenses. Renewal expenses based on actual
experience and with reference to future business plan are
adopted.

Change in assumptions

Assumptions are reviewed on a regular basis and adjusted
based on the actual experience and new forecasts.
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FERAETBRE2ERS R 4. CRITICAL ACCOUNTING ESTIMATES, AND
HI &R (a0 JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)
BEETATRER @ 4.1 Critical accounting estimates and assumptions
(Continued)
(T) REZEEFZ AXREEE &) (d) Value of in-force long-term life assurance business
(Continued)
RRFEE DT Sensitivity analysis
TR RPEBRER 2B RREEEH The following table represents the sensitivity of value of in-force
HRAUGA RSB ERZ ARRERE long-term life assurance business to movements in the key
BZEERREH 2 REE - assumptions used in the estimation of value of in-force long-
term life assurance business.
2016 2015
RESRER RASRES
ZENRE LEMRE
BESD EEED
Change in Change in
value of value of
in-force in-force
BYEE long-term FRANEH long-term FafEE
Change in assurance Change in assurance Change in
variable business net profit business net profit
AR 238 Increase in discount rate +1% (266,050) (265,565) (251,548) (251,133)
RrRZEL Worsening of mortality +1% (4,299) (4,29) (4,904) (4,901)
RERR 2 T Decrease in investment retumn -0.1% (120,404) (120,122) (109,801) (109,551)
BRI ZEM Increase in renewal expense 10% (24,924) (24,862) (25,547) (25,483)
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AFEMEEEGR AT 2016553,

CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)

Critical accounting estimates and assumptions
(Continued)

(e) Estimate of future benefit payments and premiums arising
from long-term insurance contracts

The determination of the liabilities under long-term insurance
contracts is dependent on estimates made by the Group.
Valuation interest rates are determined from a prudent
assessment of the yield on existing assets and the expected yield
taking into account the Insurance Companies (Determination of
Long Term Liabilities) Regulation. Estimates are made as to the
expected number of deaths for each of the years in which the
Group is exposed to risk. The Group bases these estimates on
standard industry mortality tables that reflect recent historical
mortality experience with margin, adjusted where appropriate
to reflect the Group’s own experience. The estimated number
of deaths determines the value of the benefit payments and the
value of the valuation premiums. A main source of uncertainty is
that epidemics such as AIDS, SARS and wide ranging lifestyle
changes, such as in eating, smoking and exercise habits, could
result in future mortality being significantly worse than in the past
for the age groups in which the Group has significant exposure to
mortality risk offset by continuing improvements in medical care
and social conditions.

For contracts without fixed terms, the Group will be able to
increase mortality risk charges in future years in line with
emerging mortality experience.

Estimate of critical iliness related morbidity is based on industry
data with margin, adjusted where appropriate to reflect the
Group’s own experience. The uncertainty is greater for mortality
due to a smaller pool of insured, shorter history of the coverage,
medical advances and change in treatment as well as wide-
ranging lifestyle changes, such as in eating, smoking and
exercise habits.

The Group reserves the right to increase the premium rates in
future years for all contracts providing such coverage during the
premium term.
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NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)

Critical judgements in applying the Group’s accounting
policies

(@) Distinction between investment properties and owner-
occupied properties

The Group determines whether a property qualifies as an
investment property. In making its judgement, the Group
considers whether the property generates cash flows largely
independently of the other assets held by an entity. Owner-
occupied properties generate cash flows that are attributable
not only to property but also to other assets used in the
production or supply process.

Some properties comprise a portion that is held to earn rentals
or for capital appreciation and another portion that is held to
supply services or for administrative purposes. If these portions
can be sold separately (or leased out separately under a finance
lease), the Group accounts for the portions separately. If the
portions cannot be sold separately, the property is accounted
for as investment property only if an insignificant portion is held
to supply services or for administrative purposes. Judgement
is applied in determining whether ancillary services are so
significant that a property does not qualify as investment
property. The Group considers each property separately in
making its judgement.

(b) Impairment assessment on available-for-sale equity
securities, and investments in debt securities included in
the available-for-sale and held-to-maturity categories

The Group has conducted assessment of its available-for-sale
equity securities, and investments in debt securities included in
the available-for-sale and held-to-maturity categories as of the
end of the year and up to the date of the approval of the financial
statements of the Group. Assessment for any impairment, on
individual and collective basis, is made with reference to the
financial strength and credit rating of each issuer, industry
development and market conditions, and historical loss
experience of a portfolio of similar credits provided by rating
agencies. The Group has concluded that there are no objective
or specific indications that any of its investments in debt
securities included in the available-for-sale and held-to-maturity
categories is individually impaired as at 31 December 2016.
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(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

4.2

EREgfBRRBEz2EES AR
| o#)

ERASEESBEZEXHE @

(75) HEB|EE

AEBBREELSTEAF IR ZIE D
BEBREERA TEEMNKIEFELHA
ZHTESRMEERFESRES - t—
DAL EARHE - EEHHER - A
SEFEERARSREZINHZEAR
BB - MARBARESEUHFREZTH
(MBREFRIER - FIAEEL S| B B &

E880) - BEFERIAAKREFH D BHA
HHEEES - RFREBEAMBRERFE
M IFIR B ERAKANGT &

(T) ZFERIAREZE

AEBERHHREARBBGEEIT
F(CEE  HARRBERIREEB (1B
FEBITREME) BEIERE TRLERFMAE
RENERE - EELZAEE - AEEL
ERBZBRAREEROZENRIER
BR1Z HMAEERRFEFLR 2 ERER
REBTETARBEMN Z TR EMBGT
LB -

AFEMEEEGR AT 2016553,

CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)

Critical judgements in applying the Group’s accounting
policies (Continued)

(c)  Held-to-maturity securities

The Group follows the guidance of HKAS 39 on classifying
non-derivative financial assets with fixed or determinable
payments and fixed maturity as held-to-maturity. This
classification requires significant judgement. In making this
judgement, the Group evaluates its intention and ability to
hold such investments to maturity. If the Group fails to keep
these investments to maturity other than for the specific
circumstances — for example, selling an insignificant amount
close to maturity — it will be required to reclassify the entire
class as available-for-sale. The investments would therefore be
measured at fair value, not amortised cost.

(d)  Assessment of claims and contingencies

Judgement is needed to determine if provision for compensation
to certain customers who had bought structured investments
distributed (but not originated or arranged) by the Group need
to be recorded in accordance with the requirements of HKAS
37 “Provisions, Contingent Liabilities and Contingent Assets”.
In making this judgement, the Group evaluates the information
relating to each or similar cases, and the likelihood and estimated
amount of outflow of resources which may be incurred to settle
the obligation after considering factors such as recent settlement
experiences and advice from legal counsel.
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NOTES TO THE FINANCIAL STATEMENTS

4.2

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

CRITICAL ACCOUNTING ESTIMATES, AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (Continued)

Critical judgements in applying the Group’s accounting
policies (Continued)

(e) Impairment assessment of the investment in an associate,
Bank of Chongqing (“BOCQ”)

The Group carries out periodic impairment assessments on its
investment in BOCQ in accordance with HKAS 36 “Impairment

of assets”.

This assessment compares the carrying value of the investment
against the higher of management’s estimate of value in use
and fair value less costs of disposal. Management’s estimate of
the value in use is based on a discounted cash flow projection
which contains certain assumptions derived from management
and observable market information. This estimate is subject
to application of management judgment and is sensitive to
assumptions on the discount rate and the cash flows arising
from the holding of this investment and from its ultimate
disposal.

As at 31 December 2016, management’s estimate of the value in
use is higher than the carrying value of its investment in BOCQ.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

5. ZAATUBMRRERRFEES 5. STATEMENT OF FINANCIAL POSITION AND
RESERVE MOVEMENT OF THE COMPANY
RN B B AR R ER Statement of Financial Position of the Company
1231 H
As at 31 December
2016 2015
MIE A I E Investments in subsidiaries 5,238,615 4,986,558
mMENE = Current assets
RITEE R Bank balances 18 19
H— B A R 2 IRITAE R Bank balances with a subsidiary 565,922 20,887
E—HNBEAR1E12@AR Placement with a subsidiary
FI| EA A9 17 3K maturing between one
and twelve months 501,602 -
FEUER K E AR B Accounts receivable and
other accounts 19,294 3,639
Rl PNGIE e Amounts due from subsidiaries 593,244 872,392
1,680,080 896,937
BB E Current liabilities
AR E R REAMARE Accrued expenses and
other accounts 1,079,163 26,717
ENLRIEVNGIE e Amounts due to subsidiaries 212,159 179,159
1,291,322 205,876
FRBEE Net current assets 388,758 691,061

5,627,373 5,677,619

= EQUITY
f& 7S Share capital 4,248,559 4,248,559
H & Other reserves (including

(BIEREAEF) = (F) retained earnings) Note (a) 1,378,814 1,429,060
EZEE Total equity 5,627,373 5,677,619
BEEEN2017E3 22 B & RIRREREM - Approved and authorised for issue by the Board of Directors on 22

March 2017.

EERST = HERE David Shou-Yeh Wong Hon-Hing Wong
EE EEpT Director Managing Director
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

5. AATHBERARRFEEES @

() ARARBE

5. STATEMENT OF FINANCIAL POSITION AND
RESERVE MOVEMENT OF THE COMPANY (Continued)

Note:

(a) Reserve movement of the Company

ERGEE REBEF
Capital Retained &%

Reserve Earnings Total
20151 818 At 1 January 2015 256,027 1,245,271 1,501,298
FERA Profit for the year - 353,307 353,307
2014 FARERE 2014 final dividend - (318,321) (318,321)
2015 FH RS 2015 interim dividend - (107,224) (107,224)
2015412 431 H At 31 December 2015 256,027 1,173,033 1,429,060
201641 A1 H At 1 January 2016 256,027 1,173,033 1,429,060
FEE R Profit for the year = 382,001 382,001
2015 FARHE 2015 final dividend - (335,075) (335,075)
2016 FHHIAR B 2016 interim dividend - (97,172) (97,172)
2016412431 H At 31 December 2016 256,027 1,122,787 1,378,814

BIE1993F 12 A1 B@iB 2 FRlRZER - Wk
M 19934F 12 A 20 B BER KRR ARt - AR
7] A% 15 4 (B Bl 5k 256,027,000 78 T E = E A
IR © 3%256,027,00058 TiHEE D ARG
{H AR B P B8N o

6. EXRDEBE

AEBRBBENBHRELNFE8F(EEXKD
BEIREDIARE - AEEITHRARMEMRIT
REENBZIRLERRAZRMIERERD
R EEFEREZER - DIRRITEBRRR
E% 2 ETERFETE - AHIRITER < EERAR
EERBON - MAEIMNRITEB 2 EERBRE
BB - BRERERE - BREEMRBAFTE
EENREHNEEERAER -

REBRAWEBZELE  EmRR - &7
RIBERR  AEEREEXBE DA TIZ

WA

By a special resolution passed on 1 December 1993 and subsequently
approved by the Supreme Court of Hong Kong on 20 December 1993,
the share premium of the Company was reduced by HK$256,027,000
and this amount was transferred to a capital reserve account. On
consolidation the reserve of HK$256,027,000 has been applied
against goodwill.

6. OPERATING SEGMENT REPORTING

Segment reporting by the Group is prepared in accordance with
HKFRS 8 “Operating Segments”. Information reported to the chief
operating decision maker, including the Chief Executive and other EC
members, for the purposes of resource allocation and performance
assessment, is determined on the basis of banking business and
insurance business. For banking business, operating performances
are analysed by business activities for local banking business, and on
business entity basis for overseas banking business. For insurance
business, resources allocation and performance evaluation are based
on insurance business entity basis.

Considering the customer groups, products and services of local
businesses, the economic environment and regulations, the Group
splits the operating segments of the Group into the following
reportable segments:
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

6. EESERSE@
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AFEMEEFRAT 20165555

6. OPERATING SEGMENT REPORTING (Continued)

° Personal banking business includes the acceptance of deposits
from individual customers and the extension of residential
mortgage lending, personal loans, overdraft, vehicle financing
and credit card services, and the provision of insurance sales
and investment services.

° Commercial banking business includes the acceptance of
deposits from and the advance of loans and working capital
finance to commercial, industrial and institutional customers,
and the provision of trade financing.

° Treasury activities are mainly the provision of foreign exchange
services and centralised cash management for deposit taking
and lending, interest rate risk management, management of
investment in securities and the overall funding of the Group.

° Overseas banking businesses include personal banking,
commercial banking business activities provided by overseas
subsidiaries in Macau and China, and the Group’s interest in a
commercial bank in China.

° Insurance business includes the Group’s life assurance and
general insurance businesses. Through the Group’s wholly-
owned subsidiaries in Hong Kong and 96% owned subsidiaries
in Macau, the Group offers a variety of life and general insurance
products and services.

° Others include results of operations not directly identified under
other reportable segments, corporate investments and debt
funding (including subordinated notes).

For the purpose of segment reporting, revenue derived from
customers, products and services directly identifiable with individual
segments are reported directly under respective segments, while
revenue and funding cost arising from inter-segment funding
operation and funding resources are allocated to segments by way
of transfer pricing mechanism with reference to market interest rates.
Transactions within segments are priced based on similar terms
offered to or transacted with external parties. Inter-segment income
or expenses are eliminated on consolidation.

All direct costs incurred by different segments are grouped under
respective segments. Indirect costs and support functions’ costs are
allocated to various segments and products based on effort and time
spent as well as segments’ operating income depending on the nature
of costs incurred. Costs related to corporate activities that cannot be
reasonably allocated to segments, products and support functions
are grouped under Others as unallocated corporate expenses.
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NOTES TO THE FINANCIAL STATEMENTS

HZE2016F12H31 ALLEE

6.

For the year ended 31 December 2016

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

OPERATING SEGMENT REPORTING (Continued)

BARST  EEEG WM RBER %R
Personal ~ Commercial BEEE  Overseas  Insurance Rt Inter- &t
Banking Banking Treasury Banking Business Others segment Total
FHEMA/ (i) Net interest income/(expenses) 1,543,802 1,237,503 427,016 500,803 13,980 (65,958) - 365723
EREMA/ (Kih) Non-interest income/(expenses) 630,589 179,217 87,058 116,491 124,497 74,503 (13,138 1,199,277
RRBEE EERA Total operating income net
of insurance claims 2,174,391 1,416,870 514,074 617,294 138,477 8,545 (13,138) 4,856,513
BB Operating expenses (1,374,217) (420,031) (144,798) (462,560) (88,535) (5,197) 13,138 (2,482,200)
TREFRERA R SR EA Operating profit before loan
LEER impairment and other credit
provisions 800,174 996,839 369,276 154,734 49,942 3,348 - 2374313
SHAEREMEERRE Loan impairment and other
(1) ER credit provisions
(charged)/written back (260,201) (351,916) - 48,550 - - - (563,567)
ARETRER A SRR Operating profit after loan
L EERT impairment and other credit
provisions 539,973 644,923 369,276 203,284 49,942 3,348 - 1,810,746
HERENFREMETEER Nt (loss)/gain on disposal
ARVERREZF(BR) and fair value adjustment
of investment properties
and other fixed assets (104) - - (186) (7,699) 11,451 - 3,462
HEMHNERS 2 hE Net gain on disposal of
avallable-for-sale securities - - 13,219 - - 48,745 - 61,964
RRLERELAREER Loss on deemed disposal of
investment in an associate - - - - - - - -
EattZrREJHERRRA Impairment losses charged on
investment in equity securities - - - - - - - -
ElEBERA EE Share of results of an associate - - - 602,793 = - = 602,793
EERAREHER £ Share of results of jointly
controlled entities - - - - - 18,593 - 18,593
BtangR Profit before taxation 539,869 644,923 382,495 805,891 42,243 82,137 - 2,497,558
RELH Taxation expenses (89,047) (106,412) (63,112) (43,248) (2,491) (960) - (305,270)
FREEEB ERRT Profit for the year from
continuing operations 450,822 538,511 319,383 762,643 39,752 81,177 - 2,192,288
ERIHEEERIEEER/(BB)  Profit/loss) for the year from
discontinued operations - - - - 254,097 (7,287) - 246,810
| Profit for the year 450,822 538,511 319,383 762,643 293,849 73,890 - 2,439,098
HZ016 512 A1 BILER For the year ended
31 December 2016
NENBHER Depreciation and amortisation 64,704 13,148 5,949 35,822 2,084 40,757 = 162,464
R2016F12 7317 At 31 December 2016
AREE Segment assets 46,447,588 54,664,156 69,352,142 35,258,558 2,035,767 6,077,968  (6,624,843) 207,211,336
AEAFLEZNERNEE Assets of disposal group
classified as held for sale - - - - 17,902,706 (590,424)  (1,280,608) 16,031,674
BEAR Total Assets 46,447,588 54,664,156 69,352,142 35,258,558 19,938,473 5,487,544 (7,905451) 223,243,010
AREE Segment liabilities 87430836 37,388,274 18,848,415 26,533,708 1,378,734 18270,352  (6,624,843) 183,234,476
ARARLEZEANAE Liabilties of disposal group
classified as held for sale - - - - 13,601,574 - (1,280,608 12,320,966
84 Total Liabilities 87,439,836 37,388,274 18848415 26,533,708 14,980,308 18,270,352  (7,905451) 195,555,442
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

6. EXIEBE @

HZE2015F12 A31 B ILEE (KE5)

6. OPERATING SEGMENT REPORTING (Continued)

For the year ended 31 December 2015 (Restated)

fiAgH BEEA B REEH BER
Personal  Commercial BEEK Overseas Insurance At Inter- &
Banking Banking Treasury Banking Business Others segment Total
FHIBHA/ () Net interest income/(expenses) 1,367,555 1,149,755 377,085 508,611 14,067 (64,116) - 3397
SEHEMA/ () Non-interest income/[expenses) 632,469 213,035 190476 126,657 105,524 79431 (13080 1334512
MERBZE 2 2B Total operating income net of
insurance claims 2,000,024 1,362,790 567,561 635,268 119,501 15,315 (13,080) 4,687,469
BERH Operating expenses (1,260,121) (378,778) (140878) (469,366) (87,189) (19,004) 13080 (2,342,256)
MEERRERENEERRRN Operating profit/loss) before
EiEafl/(8R) loan impairment and other
credit provisions 739,903 984,012 426,683 165,902 32,402 (3,689) - 235213
ERNERAEERE Loan impaiment and other
(l2%)/m% credit provisions
(charged)/witien back (30256)  (287959) 15,000 #3,141) = = - (1963%)
MEERRERAMEERER Operating profit/oss) after
2EaTl/ (B8) loan impairment and other
credit provisions 509,647 746,057 441,683 122,761 3,402 (3,689) - 1,848,861
ERENFRABETAER Net (loss)/gain on disposal and
ADTEIRF (BE) /Wi fair value adjustment of investment
properties and other fixed assets (1,283) (12) (13) I (9,480) (168) - (10.949)
HETHEHER S Fha Net gain on disposal of
avallable-for-sale securities - - 16,568 - - 19,003 - 35,571
RRLERENAREZER Loss on deemed disposal
of investment in an associate - - - (47,617) - - - (47,617)
BRltEFRE AEERRE Impairment losses charged on
investment in equity securities - - - - - (10,970) - (10,970
ERBENA 728 Share of results of an associate - - - 665,942 = - - 665,942
ElbLREHER 25 Share of results of jintly controlled
entities - - - - - 21,945 - 21,945
IRATEH Profit before taxation 508,364 746,045 458,238 741,098 29 26,121 - 25078
B () / Taxation (expenses)/credit (83,868) (123,097) (75,609) (25,004) (1,366) 214 - (308,790)
o e Profit for the year from
continuing operations 424,49 622,948 382,629 716,029 21,596 26,33 = 2,193,993
B HEE 2B 2 FR AT Profi for the year from
discontinued operations - - - - 303,173 10,644 - 313,817
EREA Profit for the year 424,496 622,048 382,629 716,029 34,129 36,979 - 2507810
HENSE12 A3 AILER For the year ended
31 December 2015
TEREHER Depreciation and amortisation 58,882 12,246 6,759 40,746 2097 38,984 - 159,714
20155124314 At 31 December 2015
AREE Segment assets 44208858 55,906,000 63141488 31842480 18,638,943 4861310 (5826811) 212,792,217
AEER Segment liabilties 85,575,624 37962644 16816776 23429044 14233827 14,692,241 (5,826,811) 186,883,345
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

6. OPERATING SEGMENT REPORTING (Continued)

More than 90% of the revenues from external customers were
contributed from banking subsidiaries in Hong Kong, Macau and
People’s Republic of China, with major products and services
including deposit taking, extension of credit, asset-based finance,
securities investment services offered to customers.

The following tables provide information by geographical area, which
was determined with reference to the domicile of the legal entities
within the Group with business dealing and relationship with, and

services to external customers.

B S EH
Eifc)
EEREM Inter-
Hong Kong R segment @t
and Others Macau elimination Total
BZE2016F12A31 BLLEE For the year ended
31 December 2016
MR REREZ 2ERA Total operating income net
of insurance claims 4,357,570 499,934 (991) 4,856,513
BRE A& A Profit before taxation 2,253,313 244,245 = 2,497,558
M2016 512831 R At 31 December 2016
DBEE Segment assets 189,496,779 20,039,881 (2,325,324) 207,211,336
ARERFLE ZHEMARIEE Assets of disposal group
classified as held for sale 15,402,930 628,744 - 16,031,674
BEAH Total assets 204,899,709 20,668,625 (2,325,324) 223,243,010
AEAE Segment liabilities 168,192,298 17,367,502 (2,325,324) 183,234,476
ARAFLEZHEARIEE Liabilities of disposal group
classified as held for sale 11,983,148 337,818 - 12,320,966
BEa Total liabilities 180,175,446 17,705,320 (2,325,324) 195,555,442
B AERGE Intangible assets and goodwill 318,667 637,251 = 955,918
R BB RAE Contingent liabilities and commitments 78,450,169 1,684,727 (112,008) 80,022,890
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(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

6. BESERET @

6. OPERATING SEGMENT REPORTING (Continued)

& 15,7 T
i
BB REAM Inter-
Hong Kong i segment 5
and Others Macau elimination Total
HZ2015F12 A1 HLEFE For the year ended
(lRE51) 31 December 2015 (Restated)
IRRBREEz S IMA Total operating income net
of insurance claims 4,212,046 476,420 (997) 4,687,469
BBt A& F Profit before taxation 2,271,226 231,557 - 2,502,783
R2015%12 A 31 H At 31 December 2015
BEARG Total assets 194,868,421 19,569,962 (1,646,106) 212,792,277
BfEA: Total liabilities 171,615,505 16,913,946 (1,646,106) 186,883,345
BREEREE Intangible assets and goodwill 318,667 714,805 = 1,033,472
FIRBEREE Contingent liabilities and commitments 76,227,916 1,862,414 (32,000) 78,058,330
7. BFEFE2UWA 7. NET INTEREST INCOME
&7
Restated
2016 2015
FIE WA Interest income
& MIEIRITH &SRR Cash and balances with banks 295,726 316,531
BHIRE Investments in securities 821,651 706,217
BEHEERREMERE Advances and other accounts 4,080,265 4,045,160
5,197,642 5,067,908
B X Interest expense
BITER BEEXR Deposits from banks/Deposits
from customers 1,226,267 1,436,893
BEEITHTRE Certificates of deposit issued 75,116 78,234
BIEER Subordinated notes 226,842 198,517
HAth Others 12,181 1,307
1,540,406 1,714,951
FEWABE Included within interest income
FADNFEHEBEEH A Interest income on financial assets not
BareREEFEKA at fair value through profit or loss 5,179,200 5,061,382
MEXZHEE Included within interest expense
RAARFEFEBEEBTA Interest expenses on financial liabilities
Bmemaszfex not at fair value through profit or loss 1,526,169 1,712,319

REZE2016F KX 2015F 12 A1 HILFE - W&
EREREEEZHBWA -

For the year ended 31 December 2016 and 2015, there was no interest
income recognised on impaired assets.
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8. FRBERMATWA

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

8. NET FEE AND COMMISSION INCOME

FE
Restated
2016 2015
BREERASHA Fee and commission income
RARFEFEBEEHTA Fee and commission income from
BalemEERAEZ financial assets and liabilities not
RS & A2 A at fair value through profit or loss
—EEEEZREERAES — Credit related fees and commissions 151,334 136,538
—EZmE — Trade finance 73,596 91,987
—fERAFR — Credit card 295,536 300,974
Hib R E RASIA Other fee and commission income
B ik - Securities brokerage 81,725 132,006
—RERSHE R H - Insurance distribution and others 112,291 96,111
—DERE KM EERRE — Retail investment and wealth
management services 226,502 196,862
—IRITRBERFEE - Bank services and handling fees 69,459 61,850
—Hib R E - Other fees 49,573 110,761
1,060,016 1,127,089
BREERASIH Fee and commission expense

RARFEEBHESTA
BaNemEEREREY
RIS E RAE X
- FEEBRAS
—BREMER

ARBEAEZHIREGEE - R LETRRE
AERR - REUREASBRAZABLT

BEEMFHHHREA -

Fee and commission expense from
financial assets and liabilities not
at fair value through profit or loss

— Handling fees and commission 208,639 205,639
— Other fees paid 19,659 14,512
228,298 220,151

The Group provides custody, trustee, corporate administration, and
investment management services to third parties. Those assets that
are held in a fiduciary capacity are not included in these financial
statements.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

9. NET TRADING INCOME

FE
Restated
2016 2015
AT EFEEEESA Dividend income from financial assets
BEaismEE 2 REBRA at fair value through profit or loss 8,535 7,780
SNVEE B F W Net gain arising from dealing
in foreign currencies 78,509 136,728
BIEBEERBRNBEF 2B/ (B18) Net gain/(loss) on trading securities 3,512 (13,094)
RHIEEERZMITET R 25 Net gain from derivatives entered into
for trading purpose 34,145 57,334
RAAFEE+MEESR TR 2 /FEE Net loss arising from financial
instruments subject to fair value hedge (1,424) (8,774)
BENAFEZBEESA Net gain arising from financial
B e LA 2 F RS instruments designated at fair value
through profit or loss 69,053 79,186
192,330 259,160

10. FREREAMYA

10. NET INSURANCE PREMIUM AND OTHER INCOME

KE5|
Restated
2016 2015
—MRARE General Insurance:
REBWALREE Gross written premiums 573,199 582,150
ARA] BRI Z (REEE Movement in unearned premiums 29,529 42,262
BRI REBHERE Gross earned premiums 602,728 624,412
RERANBEZ D IRIDEE Gross written premiums ceded
to reinsurers (339,143) (328,870)
RATRELZ R B ZE) 2 DIR1DEE Reinsurers’ share of movement
in unearned premiums (14,482) (18,005)
BRI REBRTE 2 D RN Reinsurers’ share of gross
earned premiums (353,625) (346,875)
REBRAFHE Net insurance premium income 249,103 277,537
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

11. EfEERA 11. OTHER OPERATING INCOME
K&
Restated
2016 2015
A HEFEHFERE 2R EUA Dividend income from investments in
available-for-sale securities
— kW& — Listed investments 14,400 12,123
—JFFETRE - Unlisted investments 8,112 8,024
BEYHE 2 B WA BT Gross rental income from
investment properties 26,142 24,490
EmHES WA Other rental income 12,227 11,423
At Others 15,153 14,679
76,034 70,739
12. REBERERIHFEEE 12. NET INSURANCE CLAIMS AND EXPENSES
#EEET
Restated
2016 2015
—RARE General Insurance:
BENRE - Flm&RR Claims, benefits and surrenders paid 240,997 254,868
EHESEH) Movement in provisions 123,625 66,773
R REBTERERE Gross insurance claims and movement
REANBEZE in liabilities to policyholders 364,622 321,641
BRE - FZ&kRRZ Reinsurers’ share of claim, benefits
DIRIDER and surrenders paid (96,969) (94,099)
EHSEBE 2 IR Reinsurers’ share of movement
in provisions (114,060) (45,189)
REEREERERERFFA Reinsurers’ share of insurance claims
BEEHZHRHE and movement in liabilities
to policyholders (211,029) (139,288)
RERELEREFEA Net insurance claims and movement
BEEE) TR in liabilities to policyholders 153,593 182,353
R AL HFEE Net insurance commission expenses (3,685) (2,491)
&a&t Total 149,908 179,862
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

13. &EXH 13. OPERATING EXPENSES
FE
Restated
2016 2015
B EHM REFZ Employee compensation and
(BRESEHM) (HE14) benefit expenses (including
directors’ remuneration) (Note 14) 1,625,891 1,511,085
TEREMEEEESH - Premises and other fixed assets
TRENE expenses, excluding depreciation
—TEESIH - Rental of premises 179,149 166,561
—Hfh - Others 156,684 129,153
e (M5 30) Depreciation (Note 30) 161,299 157,675
B R HHEER S Advertising and promotion costs 92,191 80,216
ENfel « SCAREE Printing, stationery and postage 46,151 52,906
mILAESHEER (MizE29) Amortisation expenses of
intangible assets (Note 29) 1,165 2,039
1% EREM B & Auditors’ remuneration 8,816 8,608
Hith Others 210,854 234,013
2,482,200 2,342,256

14. BEFMEENZH

14. EMPLOYEE COMPENSATION AND BENEFIT

EXPENSES

KE5|
Restated
2016 2015
FHHREMASER Salaries and other staff costs 1,518,810 1,426,590

VAR A E T AR BN 2 TR 1% Provision for share-based
(Fff=E 48) compensation charged (Note 48) 12,598 3,126

BRESH Pension costs - defined

— R EHEKETE contribution plans 94,483 81,369
1,625,891 1,511,085
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14. EEFMEEFZH @

BEmMes 5AL

(i) BNesEr

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

14. EMPLOYEE COMPENSATION AND BENEFIT
EXPENSES (Continued)

The emoluments of the five highest paid individuals:
(i) The aggregate emoluments

2016 2015

e BE BYAmREMER

RIREREH B Z BEHR

@iy SNESKRAATHMSAERNT

Salaries, housing, benefits

in kind and other allowances 97,505 92,231
Employer’s contribution to

retirement benefit schemes 2,215 2,234

99,720 94,465

(i)  The emoluments of the five highest paid individuals are within
the following bands:

A
Number of individuals
2016 2015
PEITHKS
12,000,001 - 12,500,000 1 1
17,000,001 - 17,500,000 - 1
17,500,001 - 18,000,000 - 1
18,500,001 - 19,000,000 1 -
19,500,001 - 20,000,000 1 -
22,500,001 — 23,000,000 - 1
24,000,001 - 24,500,000 1 1
25,000,001 - 25,500,000 1 -
5 5

ESERESMEWAZALTA - B4 (20154 :
A BEE - HIABNEEHE D BEERRZ
MEE15 A o

RER  AEBYEREMSMLRSBRAALI
NS - (ERIMARINEAREE 2 RE BB

=
g o

s RSKRAATOMEEEEEEEZXF
R AR AR A AR B 2 KA RV TR IR R BTEAT -

Included in the emoluments of the five highest paid individuals were
the emoluments of 4 (2015: 4) Directors. Their respective Directors’
emoluments have been included in Note 15 below.

No emoluments were paid by the Group to any of the five highest paid
individuals as an inducement to join or upon joining the Group or as
compensation for loss of office during the year.

The emoluments of the five highest paid individuals shown above

included incentive bonuses accrued in respect of the services
rendered and the Group’s performance for the financial year.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

15. EEMS 15. DIRECTORS’ EMOLUMENTS
BREBDENE I8 IEL AR (ESEAZE The emoluments of the Directors of the Company disclosed pursuant
BHRER) A - ARRIES e TR T to section 383 of the Hong Kong Companies Ordinance and the

Companies (Disclosure of Information about Benefits of Directors)
Regulation were set out below:

BRERRM
R AR
RETA
Incentive BB
e 2H bonuses ZEIHF
RENFZ accrued Employer’s
Salary,  inrespect LR#BE  contribution fF
EEWE  allowances  ofservices  EHHXA to retirement (1)
Directors’  and benefits ~ rendered in  Share-based benefit Total
HE2016F12A1 ALEE Year ended 31 December 2016 Fee in kind the year payment schemes (Note 1)
£ Chairman
TFERE David Shou-Yeh Wong 1,000 5,520 18,500 - - 25,020
HiTES Executive directors
BEELE Hon-Hing Wong (Derek Wong) - 8,000 3,550 = 650 12,200
TRERE Gary Pak-Ling Wang - 5,662 12,600 = 492 18,754
EERELE Nicholas John Mayhew - 5,250 12,600 1,298 456 19,604
FHTES Non-executive directors
FRERE Takashi Morimura 135 - - - - 135
FE—%E Eiichi Yoshikawa 75 - - - - 75
AMEERE Toshihide Motoshita 210 - - - - 210
BfEExE John Wai-Wai Chow 210 - - - - 210
BUFHTES Independent non-executive directors
s BEEAE Robert Tsai-To Sze 750 = - - = 750
BRBLE Lon Dounn 750 - - - - 750
B GE Seiji Nakamura 245 - - - - 245
EMERE Blair Chilton Pickerell 320 - - - - 320
i Total 3,695 24,432 47,250 1,298 1,598 78,273
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15.

EEME @

ERERBITAATRITEERR AR RENE
RAZEE  HRZEMBARAXNZHFHEE
SHELI 2 EAFHHAFTA

RNEERNIRELD  TERAEBMELFT
MEARS « ZHREH  HRAREAEF—
FRARE z EEE EREEEHLRBRELRR
75 (20154 « &) -

REZE2016412 531 BILEE - WERTAE
EREEEANAREMBARIEEEHE 2 Eib
BRTS 2 A4 Sl ZAHEAT E B & (20154F : £&) o

NER - WESHRIEEBHOZ KB EHTES
Ko X g RN E B RS M A8 =5 A sis
EI B (2015 4 « &) -

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

15. DIRECTORS’ EMOLUMENTS (Continued)

Notes:

For directors who are also directors of Dah Sing Banking Group Limited
or its subsidiaries, remuneration paid by these subsidiaries are included
in the consolidated total remuneration set out above.

No significant transactions, arrangements and contracts in relation to
the Group’s business to which the Company was a party and in which
a director of the Company had a material interest, whether directly or
indirectly, subsisted at the end of the year or at any time during the year
(2015: Nil).

No other emoluments were paid to or receivable by any director in
respect of directors’ other services in connection with management of
the affairs of the Company or its subsidiaries undertakings during the
year ended 31 December 2016 (2015: Nil).

No termination payments or benefits were made to the directors and no

consideration was provided to or receivable by third parties for making
available directors’ services during the year (2015: Nil).
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

15. EEME @

15. DIRECTORS’ EMOLUMENTS (Continued)

BREARE
fRis < iR
RENEA
Incentive RINERIEE
56 =M bonuses LEEH
RENFIE accrued Employer's
Salary, in respect I35 contribution =)
EEW4%  allowances  ofservices  EMEMZ(  to retirement (1)
Directors’  and benefits ~ renderedin  Share-based benefit Total
BE2015F 12831 HLLFE Year ended 31 December 2015 Fee in kind the year payment schemes (Note 1)
£33 Chairman
TFERE David Shou-Yeh Wong 1,000 3,960 18,040 - - 23,000
WIES Executive directors
BERSA Hon-Hing Wong (Derek Wong) - 8,000 3,350 - 650 12,000
THERE Gary Pak-Ling Wang - 5,482 12,000 - 492 17,974
FEEhs Nicholas John Mayhew - 5,083 11,800 - 456 17,339
FHITES Non-executive directors
FHELE Takashi Morimura 208 - - - - 208
ATMEREE Toshihide Motoshita 208 - - - - 208
ARELE John Wai-Wai Chow 208 - - - - 208
BUFRTES Independent non-executive directors
bk Robert Tsai-To Sze 720 - - - - 720
BERLE Lon Dounn 713 - - - - 713
PRERSE Seiji Nakamura 240 - - - - 240
EmELE Blair Chilton Pickerell 313 - - - - 313
B Total 3,610 22,525 45,190 - 1,598 72,923
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16. EFNREBRRAMEERE

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

16. LOAN IMPAIRMENT LOSSES AND OTHER CREDIT

PROVISIONS
2016 2015
BRRERE Loan impairment losses
FHEEFRREAR B REEE Net charge/(reversal) of
FRE(E18) impairment losses on advances
and other accounts
B5EER — Trade bills 5,677 3,670
—BRFEEX - Advances to customers 567,755 508,713
—FEET AR R EAAR B — Accrued interest and other accounts (9,865) (1,031)
563,567 511,352
EEERREMER Net charge of impairment losses
BB R F IR on advances and other accounts
— &R - Individually assessed 239,346 218,941
— R E RS - Collectively assessed 324,221 292,411
563,567 511,352
BEHEE Of which
— B R REINEE — new and additional allowances
(BREREANEEMESFE) (including amounts directly
written off in the year) 706,806 641,447
— [B1% - releases (88,644) (76,697)
el - recoveries (54,595) (53,398)
563,567 511,352
HihEERE Other credit provisions
AN ERSFZ Net reversal of impairment losses
VERIEY SEi= VA1 on available-for-sale securities
— iR - Collectively assessed - (15,000)
W AR A F 7 Net charge to income statement 563,567 496,352
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

17. #iE

BB IS H T 1R BB A A 51 FE AR B vt 1 DA B =
16.5% (2015 F : 16.5% ) IR © BN TD
R RE Ml 5t I SR B R AN 55 B 48 & 25 753
@2 IRITR G E o

EEHBERRAAEEINEREZR  KASAZSE
IR ER BN EER THRETERZ
RIERBHRER ©

17. TAXATION

Hong Kong profits tax has been provided at the rate of 16.5% (2015:
16.5%) on the estimated assessable profit for the year. Taxation on
overseas profits has been calculated on the estimated assessable
profit for the year at the rates of taxation prevailing in the countries in
which the Group operates.

Deferred taxation is calculated in full on temporary differences under
the liability method at the tax rates that are expected to apply in the
year when the liability is settled or the asset is realised.

LET
Restated
2016 2015
RNEFEBIA Current income tax:
—BBEH - Hong Kong profits tax 253,284 287,525
— B INELIR — Overseas taxation 43,758 41,475
—RBEFETR2EE — Under-provision in prior years 1,802 825
RIERIE (MisE41) ¢ Deferred income tax (Note 41):
— BN R A R A A I Bl 4% — Origination and reversal
of temporary differences 6,129 (20,968)
— R,/ (HR) R EE - Utilisation/(recognition) of tax losses 297 67)
THIE Taxation 305,270 308,790
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17. HiE @)

AEERBANGN 2 HIBBRIREGA SR AINE

W ERGTE ZIEREFELAT

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

17. TAXATION (Continued)

The tax on the Group’s profit before taxation differs from the
theoretical amount that would arise using the weighted average tax
rate applicable to profits of the consolidated companies as follows:

LT

Restated

2016 2015

B35 B Al Profit before taxation 2,497,558 2,502,783

BEBTIEBE16.5%
Qe
BUBBER -
HA R 2 FABE

ERED WA

TREFRA S th

AT IR ZHlE 2 3 2 Bt X )
RARIEH B 2 %8

REBREERAEENREER

ERBERAHEANHBEER

Tax calculated at Hong Kong

profits tax rate of 16.5% 412,097 412,959
Tax effects of:

Different taxation rates in

other countries 6,018 3,980
Income not subject to taxation (21,458) (9,036)
Expenses not deductible 11,497 12,444

Results of associates and jointly

controlled entities reported net of tax  (102,531) (113,501)
Tax losses for which no deferred

tax asset was recognised 202 2,406
Utilisation of previously

unrecognised tax losses (2,357) (1,287)
RBAFETR 2 EE Under-provision in prior years 1,802 825
A Taxation 305,270 308,790
18. RE 18. DIVIDENDS
2016 2015
EIRFHIRR S - RRE @A 0.29 7T Interim dividend paid of HK$0.29
(20154 : 0.32787T) (2015: HK$0.32) per ordinary share 97,172 107,224
BRARERE - @REER1.038 T Proposed final dividend of HK$1.03
(20154 : 1.00/87T) (2015: HK$1.00) per ordinary share 345,127 335,075
442,299 442,299
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTAI57R) (Expressed in thousands of Hong Kong dollars)

228

19. BEREF 19. EARNINGS PER SHARE
2016 2015
(&) (&)
(HK$) (HK$)
BRAF Earnings per share
E=9IN Basic
—REFELEER — From continuing operations 4.91 4.88
—REERILEEER — From discontinued operations 0.74 0.93
e Diluted
—REFECEET — From continuing operations 4.91 4.88
—REBRIEEEER - From discontinued operations 0.73 0.93

BREABADIERBEFELEEBRELLER
%D Bl A1,645,401,0005% 7T K2 246,416,000
7 JL(20154F = 5 5l £1,634,068,0007% 7T &
313,399,000 7T, ) 2 & H R F A B 1T EmR
B% 3 Z hn # F ¥ 335,075,100 % (2015 4F :
335,075,100 f%) 5t & -

BREERANTIZBHESELCEEBRELIL
LD Bl A1,645,401,0007% 7T K2 246,416,000
7 J0(20154F © & 7l &1,634,068,000/8 T &
313,399,000 7T) 2 B F R FAE #1TE B
f% 5 2 H0 # F 5 £0335,292,294 % (2015 4F :
335,254,509 %) I 3t AT ¥ AR A EEEE R &2
ZTAFHRE -

20. BWERERTHEE

The calculation of basic earnings per share is based on earnings
from continuing operations and discontinued operations of
HK$1,645,401,000 and HK$246,416,000 respectively (2015:
HK$1,634,068,000 and HK$313,399,000 respectively) and the
weighted average number of 335,075,100 (2015: 335,075,100)
ordinary shares in issue during the year.

The calculation of fully diluted earnings per share is based on
earnings from continuing operations and discontinued operations
of HK$1,645,401,000 and HK$246,416,000 respectively (2015:
HK$1,634,068,000 and HK$313,399,000 respectively) and the
weighted average number of 335,292,294 (2015: 335,254,509)
ordinary shares in issue during the year after adjusting for the effect of
all dilutive potential ordinary shares.

20. CASH AND BALANCES WITH BANKS

2016 2015

W& MIEIRITH AR Cash and balances with banks 1,927,938 2,272,398
BN HATE R Money at call and short notice 13,155,694 15,359,318
15,083,632 17,631,716
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21. FFEERAZENESREENUAQF
EHfBEEESHTARENTHE

NOTES TO THE FINANCIAL STATEMENTS

(LABHE T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

21. TRADING SECURITIES AND FINANCIAL ASSETS
DESIGNATED AT FAIR VALUE THROUGH PROFIT

B OR LOSS
2016 2015
FIEEERENRE S : Trading securities:
BEBES Debt securities:
—&BHBEm - Listed in Hong Kong 104,751 58,398
—3E kT - Unlisted 8,767,093 8,513,996
8,871,844 8,572,394
s ES Equity securities:
—BE LM — Listed in Hong Kong 61,990 61,592
—BBLINET - Listed outside Hong Kong 33,949 126,915
— LT REEES 2R - Unlisted, interests
in investment funds - 5,403
95,939 193,910
RIEEERENIHERE Total trading securities 8,967,783 8,766,304

B AA T AR AR
SABMMSRERE -
RS

~ BB L

— BB £

~3 L

EREES
—EBL™
—FBAI £
—JEEm™

e AT E S AR BT
HABRNSHEESE

HEEE AR MBS RIEE
ISR SR DEDNCE
meREERSE

Financial assets designated at
fair value through profit or loss:
Debt securities:

— Listed in Hong Kong 61,732 936,627
— Listed outside Hong Kong 423,288 2,965,456
— Unlisted - 3,603,684

485,020 7,505,767

Equity securities:

- Listed in Hong Kong 33,076 966,514
— Listed outside Hong Kong 83,471 1,075,113
— Unlisted 9,592 1,453,392

126,139 3,495,019

Total financial assets designated
at fair value through profit or loss 611,159 11,000,786

Total trading securities and
financial assets designated at
fair value through profit or loss 9,578,942 19,767,090

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016 229



B H5 Rk M et

NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TAL5)7R) (Expressed in thousands of Hong Kong dollars)

21. HFEEERAZENESFREEUAQFE 21. TRADING SECURITIES AND FINANCIAL ASSETS
EBifEEHESFHTAEBEEZENERE DESIGNATED AT FAIR VALUE THROUGH PROFIT
=2C ) OR LOSS (continued)

2016 2015

BREGEEESFANE: Included within debt securities are:

—BEEE (ZRRLER) — Treasury bills which

are cash equivalents 2,148,217 228,497
—EthBEE & — Other treasury bills 6,678,945 8,314,638
—BFES - Government bonds 44,682 425,851
—HMEKES — Other debt securities 485,020 7,109,175

9,356,864 16,078,161

M2016F & 2015412 A31H » LiiiF{EEER As at 31 December 2016 and 2015, there were no certificates of
B AR FEFEZEBBELFERALEBIER deposit held included in the above balances of trading or fair value
BEHE - debt securities.
HIEEEREMNESRIEENUATFEFEREE Trading securities and financial assets designated at fair value
A BENeREERBEITHBER ST through profit or loss are analysed by categories of issuers as follows:
T
— R IAT R R ERTT — Central governments and
central banks 8,871,844 8,968,986
— RNEEIE - Public sector entities = 77,047
—RIT R E A S S - Banks and other financial
institutions 132,285 1,333,728
— b2 — Corporate entities 574,813 9,387,329

9,578,942 19,767,090
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22. fTEE®MIA

R2016F 12 A31 HRIIBITAETEANZEZE

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7Thz51)7R) (Expressed in thousands of Hong Kong dollars)

22. DERIVATIVE FINANCIAL INSTRUMENTS

The notional principal amounts of outstanding derivatives contracts

ReREAFELT : and their fair values as of 31 December 2016 were as follows:
&R/
ZReH AYE
Contract/ Fair values
notional BE 8
amount Assets Liabilities
1) HEEBERBZITETA 1) Derivatives held for trading
R JMETETA a) Foreign exchange derivatives
BEHRHERN Forward and futures contracts 73,340,752 601,383 (621,858)
BB A\ ot T NE HRi Currency options purchased and written 22,298,022 225,081 (224,946)
L) FIETETA b) Interest rate derivatives
FIRHE Interest rate futures 15,509 24 -
F i 5 Interest rate swaps 3,567,199 3,829 (28,379)
B Ak R R Interest rate options purchased
and written - - -
W) EmtiTE LR o) Equity derivatives
AR HEm I E Equity options purchased and written 98,752 814 (814)
T)EERIT4ATR d) Credit derivatives
ERENRBAND Credit default swaps - - -
FEEERBZITETR Total derivative assets/(liabilities)
BE/(BR)As held for trading 99,320,234 831,131 (875,997)
2) HEHRARZITETA 2) Derivatives held for hedging
R) BEURFEH R ZTETLR a) Derivatives designated as fair value hedges
ilpstd Interest rate swaps 27,306,206 346,191 (277,155)
et Currency swaps 1,205,962 - (190,266)
R AR ZTETR Total derivative assets/(liabilities)
BE/ (8 A held for hedging 28,512,168 346,191 (467,421)
ERRZITESRTIA Total recognised derivative
BE/(BFE) A financial assets/(iabilities) 127,832,402 1,177,322 (1,343,418)
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

22. fTAEE®MIA @
R 20154 12 A 31 B A2 4

22. DERIVATIVE FINANCIAL INSTRUMENTS (Continued)

BMZRE

The notional principal amounts of outstanding derivatives contracts

Re REAFEWT : and their fair values as of 31 December 2015 were as follows:
&/
2 AEE
Contract/ Fair values
notional BE BE
amount Assets Liabilities
1) HEEBERBZITETA 1) Derivatives held for trading
R SMESTETA a) Foreign exchange derivatives
EHRHERN Forward and futures contracts 81,542,810 271,834 (261,533)
BB A\ ot O NE Hii Currency options purchased and written 55,811,598 572,596 (575,583)
L) FIETETA b) Interest rate derivatives
FEBE Interest rate futures 728,454 67 (2,061)
Fl & 1 Interest rate swaps 8,168,113 39,119 (128,419)
ARG R R Interest rate options purchased
and written 2,691,592 4,387 (4,045)
Rz 74T A c) Equity derivatives
BARG R L EE Equity options purchased and written 223,239 7,973 (7,924)
T)EEMIT4ATR d) Credit derivatives
ERENRBREN Credit default swaps 951,907 10,175 (1,738)
FEEEH EZ@T TR Total derivative assets/(liabilities)
BE/(8f)Ast held for trading 150,117,713 906,151 (981,303)
2) HEHRARZITETA 2) Derivatives held for hedging
R) BEU R FEH R ZITETLR a) Derivatives designated as fair value hedges
pipsty Interest rate swaps 19,850,922 194,559 (340,795)
et Currency swaps 1,234,871 - (178,493)
%1’F”¢§¢ﬁﬁﬂﬁ$lﬁl\ Total derivative assets/(liabilities)
BE/ (8 A held for hedging 21,085,793 194,559 (519,288)
EﬁﬁﬁZ@TEAEﬂIE Total recognised derivative
BE/(&ff) A financial assets/(liabilities) 171,203,506 1,100,710 (1,500,591)

BEMETAZATERCEREEFRLEELR

HranER) R E

AFEMEEEGR AT 2016553,

The effect of bilateral netting agreements, where applicable, has been

taken into account in disclosing the fair value of derivatives.
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22. fTE€MIA @

FRBEFAREEFT Y 2 S8 FHEAE 28 (1
BA) 28212 A31 BEEAGBRINEENE
ERBINEEEE - 2700 ¢

NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

22. DERIVATIVE FINANCIAL INSTRUMENTS (Continued)

The credit risk weighted amounts of the above off-balance sheet
exposures as at 31 December, where applicable, has been taken into
account the effect of bilateral netting arrangements that the Group

entered into, are as follows:

2016 2015

XA Exchange rate contracts 959,439 1,632,838
FIEEH Interest rate contracts 175,128 150,864
Hitha 4 Other contracts 3,388 40,976
1,137,955 1,824,678

HETEZANBRESERBSHRNRS
2 - EIT\K%%EIELE?E%Z%E c

EER ZIJJD%%I%EE*%?/%A”%%&Z<<§E
TEER)RADMFAEZHR  HEMBIH
HARFRZHFREBEALHE 'Jﬁﬁ FHEME

RN G R BRI T AR E 2.9 R -

ZRER EER A AR 4 EA T 2 2 8 ST B S0 AR 4
BREEERRERFIEER 2 FHFIKE - Al
EEBIELFREETAGZHOHBENERAR -
¥ T A 2 U = % 384,193,0007% T (2015 4 -
W% /557,750,000 % 7T ) o ¥R IE B FE(G ¥R E
& 2 518 /5 385,617,00058 7T (2015 4 : 18 A
665240005%73) WFEFEE 2V RHFEIZ

AFELTANEBSm T A Y Fikes, EE]
ﬁq °

The contract amounts of these instruments indicate the volume of
transactions outstanding as at the end of the reporting period. They
do not represent the amounts at risk.

The credit risk weighted amounts are the amounts that have been
calculated with reference to the Banking (Capital) Rules issued by the
HKMA. The amounts calculated are dependent upon the status of the
counterparty and the maturity characteristics of each type of contract.

The hedging practices and accounting treatment are disclosed in Note
2.9.

The Group hedges a portion of its existing interest rate risk in
investments in securities included in the loans and receivables
category, available-for-sale debt securities and issued liabilities
by fair value hedges in the form of interest rate swap. The gains
on the hedging instruments were HK$384,193,000 (2015: gains of
HK$57,750,000). The losses on the hedged item attributable to the
hedged risk were HK$385,617,000 (2015: losses of HK$66,524,000).
The net impact is disclosed in “Net gain/loss arising from financial
instruments subject to fair value hedge” in Note 9.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

23. BRERKHEMIKE

23. ADVANCES AND OTHER ACCOUNTS

2016 2015
AAER KRR Loans and advances to individuals
—fEA — Credit cards 4,613,534 4,706,017
—RIBE R - Mortgages 32,224,005 31,273,079
— HAth — Others 11,557,295 9,729,001
EERRBR Loans and advances to corporate entities
—BHIER — Term loans 30,862,318 29,150,773
—RB/ER - Mortgages 16,213,526 16,016,536
—BESmE - Trade finance 8,020,721 7,986,955
—HAth — Others 10,163,322 10,762,963
RXPEERBERE Gross advances to customers 113,654,721 109,625,324
R : REZEE Less: impairment allowances
— &R FT Ak - Individually assessed (435,210) (327,953)
— iR E - Collectively assessed (420,545) (358,072)
112,798,966 108,939,299
BE5EEK Trade bills 4,299,974 6,469,899
Bk : REEE Less: impairment allowances
— iR E T - Collectively assessed (14,578) (8,901)
4,285,396 6,460,998
H A& EE (f5E33) Other assets (Note 33) 3,940,399 5,396,317
Bk - REEE Less: impairment allowances
— &R E - Individually assessed (9,351) (19,585)
— R EFHE — Collectively assessed (625) (256)
3,930,423 5,376,476
FHEERREAMEE Advances and other accounts 121,014,785 120,776,773
R : REZEE Less: impairment allowances
— &R F Ak - Individually assessed (444,561) (347,538)
— iR E - Collectively assessed (435,748) (367,229)
(880,309) (714,767)

AFEMEEER AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF A5/~ ) (Expressed in thousands of Hong Kong dollars)

23. BREERKREMERE @)

() EFERKBRREZRBEZBRE (@)
BREHERER

23. ADVANCES AND OTHER ACCOUNTS (continued)

Reconciliation of allowance account for losses on loans
and advances to customers and trade bills

B — BRI

Impairment allowances - Individual assessment

RBEX Hith &t
Mortgages Others Total
BAERRBRAEERE 22 Movement in impairment allowances
on loans and advances to individuals
201541 A1 BEV&# Balance at 1 January 2015 218 3,508 3,726
WEER(ER)/ =5 Impairment losses (reversed)/charged (466) 2,309 1,843
RECEBEFTMHE Loans written off as uncollectible - (2,444) (2,444)
WeEl B A EMEE 2 B3R Recoveries of advances written off in previous years 466 1,195 1,661
B R E iR Exchange and other adjustments - ®) ®)
201512 531 H At 31 December 2015 218 4,560 4,778
201641 A1 HEV&# Balance at 1 January 2016 218 4,560 4,778
ERE (E) /R Impairment losses (reversed)/charged (459) 1,442 983
KBRS TS Loans written off as uncollectible - (1,789) (1,789)
WEBREEMEZ ER Recoveries of advances written off in previous years 496 1,412 1,908
B 5 R Eft % Exchange and other adjustments - (94) (94)
2016512 A31H At 31 December 2016 255 5,531 5,786
REEE - RETE
Impairment allowances - Collective assessment
5iikS RBEX Hith &t
Credit cards Mortgages Others Total
BAERRBHAEEEZ2E Movement in impairment allowances
on loans and advances to individuals
20151 A1 HR &SR Balance at 1 January 2015 26,690 10,365 53,500 90,555
REEERE Impairment losses charged 45,703 18,361 168,171 232,235
REEEE TR Loans written off as uncollectible (63,448) - (182,068) (245,516)
WEIE AT EME 2B Recoveries of advances written off
in previous years 18,123 - 20,216 38,339
B R A A Exchange and other adjustments - (224) (26) (250)
201512 A31H At 31 December 2015 27,068 28,502 59,793 115,363
2016 F1 A1 BR& SR Balance at 1 January 2016 27,068 28,502 59,793 115,363
REBERE/(28) Impairment losses charged/(reversed) 58,739 (10,423) 183,726 232,042
REEEET M AR Loans written off as uncollectible (70,858) - (195,600) (266,458)
WREEREFMH 2 ER Recoveries of advances written off
in previous years 14,536 - 21,545 36,081
B R A A Exchange and other adjustments - (1,331) (155) (1,486)
201612831 H At 31 December 2016 29,485 16,748 69,309 115,542
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)

23. REEREREMEKRE @ 23. ADVANCES AND OTHER ACCOUNTS (Continued)
(F) EFERRBIREZEBoFHEE (a)

Reconciliation of allowance account for losses on loans

236

HEREHER@® and advances to customers and trade bills (Continued)
BERRE - BRI
Impairment allowances - Individual assessment
FHER E7RE
Term BREX Trade Hth fit
loans Mortgages finance Others Total
LEERRBE Movement in impairment
HEER 2D allowances on loans and
advances to corporate entities
2015F1 A1 A& Balance at 1 January 2015 37,410 305 142,829 33,474 214,018
EBERER Impairment losses charged 84,555 1 97,825 34,717 217,098
A EEETHEE Loans written off as uncollectible (22,045) - (75,540) (19,898 (117,489)
D ERN 2 A Recoveries of advances written off
in previous years 698 - 9,126 3,541 13,365
iRtz Exchange and other adjustments (1,180) - (2,643) - (3,829)
2015F12 7318 At 31 December 2015 99,438 306 171,597 51,834 323,175
201651 718845 Balance at 1 January 2016 99,438 306 171,597 51,834 323,175
EBERER Impairment losses charged 61,368 1 152,823 33,067 247,259
ARERENHEE Loans written off as uncollectible (37,814) - (87,500) (31,063) (156,377)
WEEREERE 2 &R Recoveries of advances written off
in previous years 4,303 - 5,788 6,514 16,605
5 RE AR Exchange and other adjustments (287) - (951) - (1,238)
2016 %1231 At 31 December 2016 127,008 307 241,757 60,352 429,424
REER -G
Impairment allowances - Collective assessment
RHER E7RE
Term BRER Trade Heth fit
loans Mortgages finance Others Total
LEERRBR Movement in impairment
HEERED allowances on loans and
advances to corporate entities
2015F1 A1 AME# Balance at 1 January 2015 58,074 14,206 68,989 64,476 205,745
HEEBRRE/(B%) Impairment losses
charged/(reversed) 31,489 15,762 (16,525) 29,560 60,286
A ERETHEE Loans written off as uncollectible - - - (11,69) (11,696)
KEBREEHE 2 ER Recoveries of advances written off
in previous years = = = 33 33
B R AR Exchange and other adjustments (1,823) - (406) (529) (2,758)
2015512 4318 At 31 December 2015 87,740 29,968 52,058 81,844 251,610
201641 A1 BV Balance at 1 January 2016 87,740 29,968 52,058 81,844 251,610
REEERE Impairment losses charged 35,844 32,482 12,320 11,164 91,810
RecERET M Loans written off as uncollectible - - - (19,449) (19,449)
WEIE R EEHSE 2 &R Recoveries of advances written off
in previous years - - - 1 1
R REMRE Exchange and other adjustments (2,866) - (680) (845) (4,391)
2016%12A31H At 31 December 2016 120,718 62,450 63,698 72,715 319,581

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

23. FEERRHEMERR @ 23. ADVANCES AND OTHER ACCOUNTS (Continued)
() Bt RN ERHEMERE 2 BB EMHEIKRE (b) Reconciliation of allowance account for losses on
HER& accrued interest and other accounts
EFFREREMERE

Accrued interest and
other accounts
BE%ERE - B —
AR 18 B 3

Impairment Impairment

allowances - allowances -
Collective Individual
assessment  assessment

EstRISREMERA Movement in impairment allowances
HEEEZ22S on accrued interest and other accounts

2015 F1 A1 W& Balance at 1 January 2015 366 20,506
R EE 18 el Impairment losses reversed (110) -
BEE 3¢, N LA 2 Exchange and other adjustments - (921)
2015 F12 A31 H At 31 December 2015 256 19,585
2016 1 A1 BR&ER Balance at 1 January 2016 256 19,585
EBBRE(B1#) Impairment losses charged/(reversed) 369 (8,896)
BEE 57, N LA S B Exchange and other adjustments - (1,338)
2016 £12 A31 H At 31 December 2016 625 9,351
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)

23. BEERKREMERE @)

() BEEEFERRBR REHERE
UBRINE :

EFERLBFEERERNEMERAAREMR
ERFMZEBANMERTERS ZRBEREF
# o ANRBABRAREERREEER - U@\
EBEZHEEE -

23. ADVANCES AND OTHER ACCOUNTS (continued)

(c) Loans and advances to customers include finance
lease receivables as follows:

Loans and advances to customers include net investments in
equipment leased to customers under finance leases and hire
purchase contracts having the characteristics of finance leases. The
contracts have an option for acquiring by the leasee the leased asset
at nominal value at the end of the lease period.

2016 2015
HEERENE 2 RIARREE Gross investment in finance
lease receivable:
1F AR Not later than 1 year 2,537,523 2,640,295
1A EES5F Later than 1 year and not later
than 5 years 3,400,897 3,694,792
5% Later than 5 years 952,999 1,336,971
6,891,419 7,672,058
BEE 7 RKEELZ B & WA Unearned future finance income
on finance leases (580,817) (708,387)
BMEREREFHE Net investment in finance leases 6,310,602 6,963,671
BMEREREFHE2OMAT ¢ The net investment in finance
leases is analysed as follows:
1F AR Not later than 1 year 2,322,326 2,399,057
16 LRS54 Later than 1 year and not later
than 5 years 3,167,869 3,426,844
5% F Later than 5 years 820,407 1,137,770
6,310,602 6,963,671

R2016F 12 A31H @ il EH SR ELTE
WAE A EERFIREE (2015 F : ) o

02016412 A31 B - AEE T EHREERE
B EL 2 AT B R ARE L A R E A E R
49,665,000 77T (2015 4F : 45,415,000 7T) °

AFEMEEEGR AT 2016553,

There is no unguaranteed residual value included in the gross
investment in finance leases above as at 31 December 2016 (2015:
Nil).

The allowance for uncollectible finance lease receivables included
in the impairment allowances as at 31 December 2016 of the Group
amounted to HK$49,665,000 (2015: HK$45,415,000).
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NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A1%7R) (Expressed in thousands of Hong Kong dollars)

24, WHHERES 24. AVAILABLE-FOR-SALE SECURITIES
2016 2015
BRES Debt securities:
— BB L™ — Listed in Hong Kong 14,411,087 12,724,190
—BBINET - Listed outside Hong Kong 13,928,043 9,060,290
—JE LT — Unlisted 3,953,915 1,989,770

32,293,045 23,774,250

SRS Equity securities:
—&HBEm - Listed in Hong Kong 304,448 391,038
—HBLAINET - Listed outside Hong Kong 56,245 47,662
— 3 — Unlisted 211,762 320,869
572,455 759,569
At SR A EE Total available-for-sale securities 32,865,500 24,533,819
BIEEEKESFANE Included within debt securities are:
—BIEEE (ZRRLIER) — Treasury bills which are
cash equivalents 1,899,588 -
—HiHEEE — Other treasury bills 5,462,256 3,610,091
—RES - Government bonds 238,910 238,109
—HMtEKES — Other debt securities 24,692,291 19,926,050
32,293,045 23,774,250
i Note:
R2016F 22015412 A31 H » LillEHSBEARE &t As at 31 December 2016 and 2015, there were no certificates of deposit held
A B IFRF BT 50E © included in the above balances of investments in debt securities.
A EE IR TR Available-for-sale securities are
HRISTIT analysed by categories of
issuers as follows:
— R R Je AR R ERTT - Central governments and
central banks 7,600,754 3,848,200
— NS - Public sector entities 603,533 500,463
—RTT R H A 2 BhiiE - Banks and other financial
institutions 3,556,417 4,158,534
— 1 — Corporate entities 21,102,268 16,024,094
—H A — Others 2,528 2,528

32,865,500 24,533,819
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NOTES TO THE FINANCIAL STATEMENTS

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

25. REFPES

25. HELD-TO-MATURITY SECURITIES

2016 2015
BRES Debt securities
—&BELE™ — Listed in Hong Kong 3,167,081 2,384,910
—BHBINET — Listed outside Hong Kong 3,731,661 4,441,722
—3 - Unlisted 3,431,495 3,872,227
10,330,237 10,698,859
BREEEBESFNE : Included within debt securities are:
— AN RFE — Certificates of deposit held 400,000 1,177,533
—BERE — Treasury bills 2,401,808 1,994,337
—RES - Government bonds 523,290 442 147
—HMEKES — Other debt securities 7,005,139 7,084,842
10,330,237 10,698,859
R R EIBB AR B TIHE Held-to-maturity securities are
HRISTIT analysed by categories of
issuers as follows:
— R RET fe AR R ERTT - Central governments and
central banks 2,925,098 2,436,484
—NEWE - Public sector entities - 3,912
—RIT R E A& miE - Banks and other financial
institutions 2,656,551 3,673,686
— 1 — Corporate entities 4,748,588 4,584,777
10,330,237 10,698,859

AFEMEEER AT 2016553,
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26. BEQATKRE

NOTES TO THE FINANCIAL STATEMENTS

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

26. INVESTMENT IN AN ASSOCIATE

2016 2015

JEE B EFE Share of net assets 3,908,770 3,754,594

EES Goodwill 344,623 344,623

A&F Total 4,253,393 4,099,217

2016 2015

1 HA1H At 1 January 4,099,217 3,746,918

FEIERRTRIE AR Share of results, net of tax 602,793 665,942
FERBRTRIE IR B E RS Share of investment revaluation

reserve, net of tax (12,623) 59,793

REIHE 2 BB Loss on deemed disposal - (47,617)

BUARE Dividend received (142,741) (158,071)

fENRER Exchange differences (293,253) (167,748)

12 A31 H At 31 December 4,253,393 4,099,217

MR2016F K 2015F 12 H31 H 2B & AR EE

The following is the key information relating to the associate as at 31

ARHATS ¢ December 2016 and 2015:

FEf R & E e B FEXEK FriEEZ B DL
£ Place of incorporation Principal Percentage of interest
Name and operation activities in ownership

2016 2015
BERIT RE AR HEAE R1T
Bank of Chongging People’s Republic of China Banking 14.66% 14.66%
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

26. BERQFIRE @) 26.
() EERTZRRMEER (a)

EERTZEATET2EASE12A318 - #E
20164 22015412 A 31 B I FEHR - A&EE
REZ 201612 A31 H & 2015412 A31 HIE

INVESTMENT IN AN ASSOCIATE (continued)
Selected financial information of BOCQ

The statutory accounting reference date of BOCQ is 31 December.
For the year ended 31 December 2016 and 2015, the Group included
the results of BOCQ on the basis of financial statements made up to

242

12 A 2 EHREE BT ERRITZIERE °

the 12 months to 31 December 2016 and 31 December 2015.

2016 & 20154
12H31H 12 A31H
At At
31 December 31 December
2016 2015
EERTZREREENAEER Selected balance sheet information
of BOCQ
e MIEFRIBITHAER Cash and balances with central banks 47,605,944 45,592,990
FEURE AB SR1T K & ik Due from other banks and
financial institutions 61,942,010 54,729,387
REER MBI Loans and advances to customers 163,220,318 145,386,839
Hih R &E Other financial assets 133,780,297 129,026,511
HihEE Other assets 8,319,650 6,952,227
BESE Total assets 414,868,219 381,687,954
FET EABRTT K & e rE Due to other banks and financial
institutions 67,106,331 87,405,976
BEFEER Customer deposits 255,294,063 237,861,211
Htemals Other financial liabilities 60,709,871 22,068,534
Hih A s Other liabilities 5,280,585 8,939,236
BEEF Total liabilities 388,390,850 356,274,957
BmAa et Total equity 26,477,369 25,412,997

BERRITZRRERA TR RITHES U
RERANZ REELRER

RATRITRRIGBRER A FT

Reconciliation of BOCQ’s total shareholders’ equity to the carrying

amount in DSB’s consolidated financial statements

DSB’s share of total

shareholders’ equity 3,882,841 3,726,753

hn o eEERE 2 PR R AT EFHE Add: Goodwill and fair value
adjustment at acquisition 370,552 372,464
BEHEE Carrying amount 4,253,393 4,099,217

AFEMEEEGR AT 2016553,
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26. BERQFIRE @)

() ERRTZREMBER @

26. INVESTMENT IN AN ASSOCIATE (continued)

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

(a) Selected financial information of BOCQ (Continued)

BZE12A31ALFE
For the year ended

31 December

2016 2015

EERTZRBRKSRER Selected income statement
information of BOCQ

A BUA Net interest income 8,939,604 8,631,850
FRIEE KA UA Net fee and commission income 2,242,665 1,863,993
ENEEER Loan impairment charges (2,807,537) (1,399,548)
FEREHE R Depreciation and amortisation (198,885) (189,022)
HIAZ Tax expense (1,346,454) (1,355,857)
FE A Profit for the year 4,077,942 3,907,913
Eth 2 E S Other comprehensive income (183,636) 367,227
2ENEEBRE Total comprehensive income 3,894,306 4,275,140
BEWEERITIRE Dividends received from BOCQ 142,741 158,071
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NOTES TO THE FINANCIAL STATEMENTS

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

27. HEEFERRE

27. INVESTMENTS IN JOINTLY CONTROLLED ENTITIES

2016 2015

JELETARL)  AKAR Unlisted shares, at cost 20,000 20,000
FEIE B A RS Share of post-acquisition reserves 55,412 51,119
75,412 71,119

20164 K& 20154 12 A 31 B Ay B # H E 52 a0

The following are the jointly controlled entities as at 31 December

N 2016 and 2015:
HHEEEZEDL
FEEBRRSE B Percentage of
218 = ith 26 Principal activities and effective interest
Name Place of incorporation place of operation in ownership
IREFEAR AR A F) BB wEERKR - BB
Bank Consortium Hong Kong Investment holding, 13.333%
Holding Limited Hong Kong
IRESTE AR AT BE BEEXRE B
Bank Consortium Trust Hong Kong Mandatory provident fund 13.333%
Company Limited business, Hong Kong
SREE S BB R A A BB BET XY BE
BCT Financial Limited Hong Kong Mandatory provident fund 13.333%

REFERBITERAR AR 2 ERBMBARKR
IRTTRA - MRBEXERIALRESRE
RARTRBIZERER DR 22 EMBRR]

AFEMEEER AT 2016553,

business, Hong Kong

The Group’s interest in Bank Consortium Holding Limited is held by
DSB, a subsidiary of the Company. Bank Consortium Trust Company
Limited and BCT Financial Limited are the wholly owned subsidiaries
of Bank Consortium Holding Limited.
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28. MIBAE

NOTES TO THE FINANCIAL STATEMENTS

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

28. SUBSIDIARIES

R2016F12 A31 H » AARIZHMBARWT : The following is a list of the Company’s subsidiaries as at 31
December 2016:
FiERBE D BRTEBRRA
T Percentage of shares held Particulars of
ARER TEER Place of B B issued ordinary
Name of company Principal activity incorporation Directly Indirectly share capital
RARITERERAF" RERR BB
Dah Sing Banking Group Limited* Investment holding Hong Kong 74.49% - HK$6,869,592,802
A EEBRAF RAEMR Bt
Dah Sing Company Limited [nvestment holding Hong Kong 100% = HK$1,000,000
RETRER (1976) ERAF —RiRk Big
Dah Sing Insurance Company (1976) Limited General insurance Hong Kong 100% - HK$196,000,000
BEX ARE
Dah Sing Holdings Limited Inactive Bermuda 100% - US$100,000
ARBREERAT] it BB
Dah Sing Insurance Agency Limited Insurance agency Hong Kong 100% = HK$500,000
RErREREERAR 1R PR Bk
Dah Sing Insurance Services Limited Insurance services Hong Kong 100% - HK$10,000,000
RERR ARE
Dah Sing International Limited Investment holding Bermuda 100% - US$100,000
RIASRRERRF AERE BRE
Dah Sing Life Assurance Company Limited Life assurance Bermuda 100% = US$57,500,000
mEX RERUES
Dah Sing Medical Science Investment Incorporated  Inactive British Virgin Islands 100% - US$50,000
BEX Bt
Dah Sing Secretarial Services Limited Inactive Hong Kong 100% - HK$2
mex )
DSE Investment Services Limited Inactive Hong Kong 100% - HK$1,000,000
(Note () (z£(F))
EEE B2
Filey Investment Corporation Inactive Panama 100% = Us$2
NERE RERUESE
High Standard Investment Ltd. Property investment British Virgin Islands 100% = Us$2
MAKEREBRAR me¥ &R
Newinner Investments Limited Inactive Hong Kong 100% - HK$2
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NOTES TO THE FINANCIAL STATEMENTS

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

28. MiEB2A TR

28. SUBSIDIARIES (Continued)

FrERBED BRTEBRRA

T Percentage of shares held Particulars of

ARER TEER Place of B B issued ordinary

Name of company Principal activity incorporation Directly Indirectly share capital
WOF Escrow Limited Eidp BA

Inactive Hong Kong 100% - HK$25,000,000
BEBRAT RARMR BB

World Prosper Limited [nvestment holding Hong Kong 100% = HK$1
REARR ABRAES

Upway Wealth International Limited Investment holding British Virgin Islands 100% = US$1
EEXR EERAES

Cycle Chance Limited Inactive British Virgin Islands 100% - US$2
WATRBRAR WERE B

Fortune Land Corporation Limited Property investment Hong Kong 100% = HK$1

(Note (b)) (:(2))

BEIRERAR wE BE

Right Vision Limited Financing Hong Kong 100% = HK$1

(Note (b)) (F£(Z.))

mex BE

DSFH Limited Inactive Hong Kong = 100% HK$2
REZR EBRAES

DSGI (1) Limited Investment holding British Virgin Islands - 100% US$1
REAER EERAHS

DSLI (BVI) (1) Limited Investment holding British Virgin Islands - 100% US$1
REER RERAHS

DSLI (2) Limited Investment holding British Virgin Islands = 100% US$1
REZMK RERTES

DSMI Group Limited Investment holding British Virgin Islands - 100% USS$1
EREXBRAR mEx 0

Luen Fung Investment Company, Limited Inactive Hong Kong - 100% HK$303,000
BFRERHERAR —RIRER BP9

Macau Insurance Company Limited General insurance Macau - 96% MOP120,000,000
BFASRBRGBRA A ASRR il

Macau Life Insurance Company Limited Life insurance Macau - 96% MOP92,000,000
REBITERRA R’ BB

Dah Sing Bank, Limited Banking Hong Kong - 74.49% HK$6,200,000,000

AFEMEEER AT 2016553,
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28. MiEB2A TR @@

NOTES TO THE FINANCIAL STATEMENTS

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

28. SUBSIDIARIES (Continued)

FiERBE D BRTEBRRA

T Percentage of shares held Particulars of

ARER TEER Place of B B issued ordinary

Name of company Principal activity incorporation Directly Indirectly share capital
RERAT (P E) BRAR ]’ hE AR HAME

Dah Sing Bank (China) Limited Banking People’s Republic of China - 74.49% RMB1,200,000,000
LH(1931)ERAH &Ee¥ Bt

MEVAS (1931) Limited Inactive Hong Kong - 74.49% HK$400,000,000
BFEERTROBRAR RIT 8P

Banco Comercial de Macau, S.A. Banking Macau - 74.49% MOP225,000,000
WERE RERUES

CWL Prosper Limited (formerly known as Property investment British Virgin Islands - 74.49% US$1

Channel Winner Limited)

AHERERERAT] mE¥ BB

Dah Sing Computer Systems Limited Inactive Hong Kong - 74.49% HK$20
AHABERAR &Ee¥ 0

Dah Sing Finance Limited Inactive Hong Kong - 74.49% HK$25,000,000
ARBERERAR RIRER Big

Dah Sing Insurance Brokers Limited Insurance broking Hong Kong = 74.49% HK$200,000
REEFABRAF I AR &8

Dah Sing Nominees Limited Nominee services Hong Kong - 74.49% HK$100,000
RERR BB

Dah Sing Properties Limited Investment holding Hong Kong - 74.49% HK$9,998
REER BE

DSB BCM (1) Limited Investment holding Hong Kong - 74.49% HK$1
REER 0

DSB BCM (2) Limited Investment holding Hong Kong - 74.49% HK$1
mex RERUHES

DSLI (1) Limited Inactive British Virgin Islands - 74.49% US$1
RETEABRAA EHEE B

Dah Sing Securities Limited Securities dealing Hong Kong - 74.49% HK$10,000,000
BEX i

MEVAS Nominees Limited Inactive Hong Kong - 74.49% HK$50,000
RWRERE (BE)BRAA &% BE

Pacific Finance (Hong Kong) Limited Inactive Hong Kong = 74.49% HK$450,000,000
ZEMBERRA W& B

OK Finance Limited Money lending Hong Kong - 74.49% HK$1,000
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

28. FfE2 R @ 28. SUBSIDIARIES (Continued)

FrERBED BRTEBRRA

T Percentage of shares held Particulars of

ARER TEER Place of B B issued ordinary

Name of company Principal activity incorporation Directly Indirectly share capital
MNBEEERAR mE¥ BB

Modern World Holdings Limited Inactive Hong Kong - 74.49% HK$1
MNEEABRAR & BB

Modern Bright Hong Kong Limited Inactive Hong Kong = 74.49% HK$1
BEX ERBRAHS

Shinning Bloom Investments Limited Inactive British Virgin Islands 74.49% USS$1
RERR RERUES

South Development Limited Investment holding British Virgin Islands - 74.49% US$1
MERE RERAHE

Talent Union Holding Limited Property investment British Virgin Islands = 74.49% uss$2
HEREBRAF NERE Bk

Vanishing Border Investment Services Limited Property investment Hong Kong = 74.49% HK$20
NERE EBRAHS

Well Idea Enterprises Limited Property investment British Virgin Islands - 74.49% US$1
ESIE RERUES

Wise Measure Limited Property investment British Virgin Islands = 74.49% US$1
NERE EBRIES

Reliable Associates Limited Property investment British Virgin Islands - 74.49% US$1
BEX REAS

D.A.H. Hambros (Channel Islands) Limited Inactive Guernsey - 56.24% US$15,000
RAER BRE

D.A.H. Holdings Limited Investment holding Bermuda = 56.24% US$1,000,000

* EEBMARSABRAR LT

AFEMEEER AT 2016553,
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28. MiEB2A TR

BAFIRITEBERARDRAFRITERAFZ
NREBRARSIN - A prE ARG /AR RIS
A & E PASNG 77 TR AR SZ - B R BB R
PRI Z FAA R BR A AL o

BRAFTIRIT (B BRRAA] « BPIREZERITARD
HBRA"] * D.A.H. Hambros (Channel Islands)
Limited * JEFIRERAR D B R A 7 KR A SRR
A2 B R A 7 K& £t 5 AT A LAINE M B S 8
ARISN - H AR ERBLE o

KERTT (R ) AR AR 2008F7 BEFERA
MM - EREPEAREFE 2 AR T
AIARAR] (EREE  FBICRMAZLER
&) o

e
(B1) DSE Investment Services Limited & 217 X% @AL
HN  JREETTHA(E 70078 TTRIE SERY ©

(Z) M2016F5A23 BB AEARRIZZEANBA
Al e

NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

28. SUBSIDIARIES (Continued)

Except for Dah Sing Banking Group Limited and Dah Sing Bank,
Limited which are public limited companies, all the above companies
are private companies or, if incorporated outside Hong Kong, have
substantially the same characteristics as a Hong Kong incorporated
private company.

Except for Dah Sing Bank (China) Limited, Banco Comercial de
Macau, S.A., D.A.H. Hambros (Channel Islands) Limited, Macau
Insurance Company Limited, Macau Life Insurance Company Limited,
and companies incorporated outside Hong Kong specified above, all
other companies operate in Hong Kong.

Dah Sing Bank (China) Limited was incorporated in Mainland China in
July 2008. It is registered as “Limited liability company” (solely funded
by Taiwan, Hong Kong or Macau corporate body) under the laws of
the People’s Republic of China.

Notes:
(a) In addition to the ordinary shares issued by DSE Investment Services
Limited, it also has preference shares in issue totalling HK$700.

(b) Acquired as wholly owned subsidiaries of the Company on 23 May 2016.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

29. BEREWEE

29. GOODWILL AND INTANGIBLE ASSETS

BbE EFBEfF
& BREE Bl EE
BYEE Core  Customer
HE Contract deposit  relationship ik &%
Goodwill intangibles intangibles intangibles  Trade name Total
KA Cost
20161 A1H At 1 January 2016 950,992 26,499 80,583 69,256 80,927 1,208,257
ENAREABAMLE Reclassification to assets
ZINEERIEE (Hi3E34) of disposal group
classified as held
for sale (Note 34) (76,389) - - - - (76,389)
2016F12A 318 At 31 December 2016 874,603 26,499 80,583 69,256 80,927 1,131,868
2RERE/ A Accumulated impairment/
amortisation
20161810 At 1 January 2016 - 26,499 80,583 67,703 - 174,785
FR% L (FHzE13) Charge for the year (Note 13) - - - 1,165 - 1,165
2016124318 At 31 December 2016 - 26,499 80,583 68,868 - 175,950
fREE Carrying value
201612831 A At 31 December 2016 874,603 - - 388 80,927 955,918
BLER ZFEE
&t mIAE BVEE
mlEE Core  Customer
mE Contract deposit  relationship ki A%
Goodwill intangibles intangibles intangibles  Trade name Total
XA Cost
20151 A1AR At 1 January 2015 and
2015%12 A 318 31 December 2015 950,992 26,499 80,583 69,256 80,927 1,208,257
BV £ Accumulated impairment/
amortisation
2015F1A1H At 1 January 2015 - 26,499 80,583 65,664 - 172,746
FRZI (HFE13) Charge for the year (Note 13) - - - 2,039 - 2,039
20155128318 At 31 December 2015 = 26,499 80,583 67,703 - 174,785
REE Carrying value
2015 12A 318 At 31 December 2015 950,992 - - 1,553 80,927 1,033,472

AFEMEEEGR AT 2016553,




B H5 Rk M ot

29.

FRAGRETLEERARBEREREN

BERELEE@®
BERHERZEFEEBEAY  2OFE

AR B

512

FZARFHEE - BREAERERMRYEESF

R R (B &S 1B AR AR RR

RTRREREET

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

29. GOODWILL AND INTANGIBLE ASSETS (Continued)

Intangible assets of finite life include contract intangibles, core
deposit intangibles and customer relationship intangibles, and are
amortised over their useful life ranging from 5 to 12 years using a
diminishing balance method. Trade name is carried as an asset of

7~ © indefinite life and is tested annually for impairment losses. It is carried
at cost less accumulated impairment loss.
BESKBIRERNNSIEREZEE BN EED Goodwill is allocated to the Group’s cash-generating units (“CGU”)
EORBZREELEMN ([REELEENM]) - B identified according to business segments in line with the internal
BAOMMEZT|AT management reporting structure. A summary of goodwill allocation is
presented below.
2016512831 H
At 31 December 2016
RISERT B ASRIT BIMRIT
Commercial Personal Overseas R &5t
Banking Banking Banking Insurance Total
B Hong Kong 196,478 122,189 - - 318,667
JRPT Macau - - 493,023 62,913 555,936
196,478 122,189 493,023 62,913 874,603
2015412 A31H
At 31 December 2015
B ZEIRTT & ARTT HFIMRTT
Commercial Personal Overseas R &5t
Banking Banking Banking Insurance Total
B Hong Kong 196,478 122,189 - - 318,667
R Macau - - 493,023 139,302 632,325
196,478 122,189 493,023 139,302 950,992
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)

2. BEREFEE @

HEESFERENR B RBFAEZFHE
EmMEEReELBEMABKSEE - &t HE
REEEEEABMFES - A5FTE 2 FAIER
en RERBAGFEREXANEEFIER
K% R ESFURE KR - Z5F T ElES
EEBABENEHEERGEESBN 2 EBR
ZEFN TR K B A BRI I 2 & Frim sl
FTEAZ MR ENEZEERNAEBEERITEES
REEEBN 2 EEEBERN 2 EARNKAINEF
HE - RITEBESELBN 2 REA11.2%
(20154 : 10.9%) - MIREEBR S EEE L2
AhI3 R 510.5% (2015 4F : 10.2%) °

ENOEAFHEEEZBEARBREARAR
2016 F 6 A2 BRI 2 &M i I BE IR P A SR
SRHBRAR (DEFIASEBEEZHE -

EBEETZORENA D ERALRAEREEBR
S 2B EFET R (RITEB R 3%  (REEET
#2%) KA ERETEI 2 FEAIM A - B LAEIE 18
RE2% HERIESFAEE IR - FTIEM ZBHIR =
TEERAREE R HRTTEE 2 & AR AN T
HE - ZERR RS T 2 EBERM N F10.5%
£11.2% (20154 : 10.2% £10.9%) 2 °

AERYEBEREERER 2B EERE 2015
FmE) e

AFEMEEER AT 2016553,

29. GOODWILL AND INTANGIBLE ASSETS (Continued)

Impairment testing in respect of goodwill is performed annually by
comparing the recoverable amount of CGU determined based on
value in use calculation. The calculations use cash flow projections
prepared by the Senior Management based on a 5-year business plan,
taking into account projected annual growth rate, and in perpetuity
with 2% constant growth rate after the fifth year. The 5-year business
plan was developed by the Senior Management based on their
evaluation of the businesses of the relevant CGU and the conditions
in which such businesses will operate over the projected period. The
discount rate used is based on the Group’s and its Banking Group’s
weighted average cost of capital depending on type of businesses
carried out by CGU, which are 11.2% (2015: 10.9%) for CGU under
banking business and 10.5% (2015: 10.2%) for CGU under insurance
business.

Goodwill reclassified to assets held for sale is goodwill arising on the
acquisition of Macau Life Insurance Company Limited (“MLIC”), which
is under the share sale agreement the Company entered into on 2
June 2016.

For trade name, impairment testing is performed annually using pre-
tax royalty rates of 3% for banking business and 2% for insurance
business with reference to similar business transactions, projected
revenue in the medium-term plan, and in perpetuity with 2% constant
growth rate after the fifth year. The discount rate in the range of 10.5%
to 11.2% (2015: 10.2% to 10.9%) used is based on the Group’s and
its Banking Group’s weighted average cost of capital depending on
type of businesses carried out.

No impairment losses on goodwill and trade name were identified in
the year (2015: Nil).
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30. TERHMBEEEE

NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

30. PREMISES AND OTHER FIXED ASSETS

&R
BERAE
Furniture,
equipment
TE and motor &t
Premises vehicles Total
HE2015F12 A31 HIEFE Year ended 31 December 2015
FHREFE Opening net book amount 1,603,220 470,838 2,074,058
Hhig Additions 233,281 110,057 343,338
EFOBOERRENE Reclassification from premises
to investment properties (10,507) - (10,507)
HE Disposals = (1,464) (1,464)
HEZL Depreciation charge
—RER S5 (FizE13) - Continuing operations (Note 13) (42,796) (114,879) (157,675)
—BRIEREET - Discontinued operations (4,057) (13,082) (17,139)
EHER Exchange difference (5,878) (2,268) (8,146)
FREEEFE Closing net book amount 1,773,263 449,202 2,222 465
2015412 A31H At 31 December 2015
DEN Cost 2,489,642 1,056,357 3,545,999
REME Accumulated depreciation (716,379) (607,155)  (1,323,534)
REFE Net book amount 1,773,263 449,202 2,222,465
HZ2016F12A31 HLFE Year ended 31 December 2016
FHREFE Opening net book amount 1,773,263 449,202 2,222,465
i Additions 90,496 147,926 238,422
EMDERENMERITE Reclassification from investment
properties to premises 38,566 - 38,566
BN BIERRENE Reclassification from premises to
investment properties (7,176) - (7,176)
& Disposals - (444) (444)
mEXH Depreciation charge
— B T (P 13) - Continuing operations (Note 13) (45,101) (116,198) (161,299)
—BRIEKEED - Discontinued operations (4,057) (13,178) (17,235)
EHER Exchange difference (6,931) (3,401) (10,332
S K AR E 2 HE R Amount relating to assets of disposal group
BERMNEE classified as held for sale (112,655) (38,891) (151,546)
FERREFE Closing net book amount 1,726,405 425,016 2,151,421
2016 F12 A 31 H At 31 December 2016
PR Cost 2,079,454 1,023,514 3,102,968
ZENE Accumulated depreciation (353,049) (598,498) (951,547)
IREFE Net book amount 1,726,405 425,016 2,151,421
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

30. TERHMEEEE @

30. PREMISES AND OTHER FIXED ASSETS (Continued)

TEZERFERRE ! The net book value of premises comprises:
2016 2015
TRfEH Leaseholds
EERFE 2B Held in Hong Kong on medium-term
(fE10E50F 2 ) lease (between 10-50 years) 1,290,637 1,419,864
FERBAINFE 2R EIFEL Held outside Hong Kong on medium-
(fE10E50F 2 ) term lease (between 10-50 years) 435,768 353,399
1,726,405 1,773,263
31. REWHE 31. INVESTMENT PROPERTIES
2016 2015
1A1H At 1 January 886,664 786,703
#ig Additions 29,495 162,924
BN BTERBREME Reclassification from premises to
investment properties 35,600 11,900
BN RREMERTE Reclassification from investment
properties to premises (38,566) -
HEAOBMARFLE 2 HEHAREESRBHEE Amount relating to assets of disposal
group classified as held for sale 200,721 -
BHAFERE(BE) Fair value gains/(losses) on revaluation
— B A X - Continuing operations 3,768 (9,530)
— BRI ER - Discontinuing operations (58,456) (65,333)
12A831H At 31 December 1,059,226 886,664
S A2 BREFERE The net book value of investment properties comprises:
2016 2015
T fEth Leaseholds
EERFA 2 FEEL Held in Hong Kong on medium-term
(102 50F 2M) lease (between 10-50 years) 875,294 679,875
FEERBLAINER 2 BT AT Held outside Hong Kong on medium-
(fE10E50F 2 ) term lease (between 10-50 years) 183,932 206,789
1,059,226 886,664

AFEMEEER AT 2016553,
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31. REYHE @
() sHEREVXE2AFE

AN B A 20164 22015512 A31 B AR E Y
EMBEEETTEM - BT EBEBLEEFTA
EME-—AFEEH (HEREEER) BRAR
BANREARPEBEANZMERE - K FEET
CBRF) BRARAMNRM ZMERER LR
ERMARBEEELTRAR2E Z AU ER
3T HARK A AC B IRHETT ©

MZEEAME L HEER  HERBWBHBRE
ERE13F(AFEFAE)VF ZATFEEE B K
EFFARTBLEENS 2 xa MEENYER

T EREMENEER HP—HEXERER
LEZRIFE - HE & ENEZEFH RN RE
B Pt e RSH & BALEN - FTEEZBRN TE
7R 10,5008 7T (20154 : 10,2508 70 ) E&
5 0R 124,100 7 7T (20154 : 123,800/87T) °
HEBMERN TREEBUREMEZ AT E
EEHEEAES LR D  R2ZIFA o

REMEDBRAER/TBUBRELLFE 135
(R HERE)F A HESFRHE IR -

NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

31. INVESTMENT PROPERTIES (Continued)
(@) Fair value measurement of investment properties

The Group’s investment properties were last revalued at 31 December
2016 and 2015 by adopting the direct comparison approach or
the income capitalisation approach and with reference to recent
transactions for similar premises as far as practicable by independent,
professionally qualified valuer Savills (Valuation and Professional
Services) Limited for investment properties in Hong Kong and
Mainland China, and by Savills (Macau) Limited for investment
properties in Macau.

The basis of the valuation of property was market value which is
consistent with the definition of fair value under HKFRS 13 “Fair Value
Measurement” and takes into account the highest and best use of the
property from the perspective of market participants.

One of the key inputs used in valuing the investment properties was
the unit sale rate taking into account of time, location, and individual
factors such as size and levels of buildings, which ranged from
HK$10,500 (2015: HK$10,250) to HK$124,100 (2015: HK123,800)
per square foot. A decrease in unit sale rate would result in decrease
in fair value measurement of the investment properties by the same
percentage and vice versa.

Investment properties are classified as Level 3 under the fair value
hierarchy as defined in HKFRS 13, “Fair value measurement”.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)

31. REWHE @

(2) DHESERPFEIRBI 2 AFEFEY

fRR
TRHANERBEERTABRBIBE Z(AEE
HEIRR 2R EMEMFTENRFERBIK
HiR 2 Fl A A B 2 IR

31. INVESTMENT PROPERTIES (Continued)

(b) Reconciliation of fair value measurement in Level 3 of
the fair value hierarchy

The following table provides a reconciliation of the movement
between opening and closing balances of Level 3 investment
properties, measured at fair value using a valuation technique with
significant unobservable inputs:

2016 2015
1A1H At 1 January 886,664 786,703
Hig Additions 29,495 162,924

EMDBRITERREME

—EF D BATEZREFE

—EfBRBBATESGERE

NAHEEF D BRENERTE

EOBRAFHEZHEARNEER BN

RERFECEEEEZMRERT

ERER AR WS R

—MEEHFRHK

RERFAE 2 BEERRGERT
EERZARER YR HEE

— X FEBE

AFEMEEER AT 2016553,

Reclassification from premises to
investment properties
— Net book value of premises
reclassified 5,673 10,507
— Surplus on revaluation credited
to premises revaluation reserve 29,927 1,393

35,600 11,900

Reclassification from investment

properties to premises at fair value (38,566) -

Amount relating to assets of disposal

group classified as held for sale 200,721 -
Fair value losses (54,688) (74,863)
At 31 December 1,059,226 886,664

Unrealised gains or losses recognised
in comprehensive income statement
relating to those assets held at the
end of the year
— Net surplus on property revaluation 29,927 1,393

Unrealised gains or losses recognised
in income statement relating to those
assets held at the end of the year
— Fair value losses (54,688) (74,863)
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31. REYHE @

(R) AEAE3IRBI A FEFEL EZNESR

NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

31. INVESTMENT PROPERTIES (Continued)

(c) Information about Level 3 fair value measurement

fhER* ECIE E97A EE
Valuation technique(s) Unobservable input(s) Range
REME WARBEERZE WHkaE(EREkaX) 2.05% % 3.35%

Investment properties

MMAREBEECTEZEEAHEZRENSE
BRZFHERFRARBEECREERZEY
R X HBRETEREAZEIET -

EBEMSHESKIEARBAER  Zmhi5Kk
HEEARAR -

32. RESBEBARREEE

Income capitalisation
approach

Market yields
(reversionary yield)

mHHe

Market rental

(20154 : 1.90% = 3.50% )

2.05% to 3.35%

(2015: 1.90% to 3.50%)

BYAR25BTE104E T
(20154 : ®F R 26752 800/87T)

HK$25 to HK$104 per square foot

(2015: HK$26 to HK$800 per square foot)

For investment properties of which the fair value is determined using

the income capitalisation approach, the assessment is conducted

on the basis of capitalisation of net incomes with due allowance

for outgoings and reversionary income potential. The fair value

measurement is positively correlated to the market rental and

inversely correlated to the market yields.

32. VALUE OF IN-FORCE LONG-TERM LIFE

ASSURANCE BUSINESS

2016 2015
1A1H At 1 January 2,166,695 2,018,068
FNFTIREEE 25BN Additions from current year
new business 213,273 217,125
EREBERRE 2 F Movement from in-force business (62,954) (25,786)
HAt Others (7,944) (42,712)
BN EESEASEEZ Reclassification to assets of disposal
HEHERIE EE (FzE34) group classified as held for sale
(Note 34) (2,309,070) -
12 431 H At 31 December - 2,166,695
33. Hfth&EE 33. OTHER ASSETS
2016 2015
DIREE Reinsurance assets 607,113 1,558,623
FEN R IE MR IR B Accounts receivable and prepayments 2,184,084 2,718,841
FEFHHA Accrued income 812,994 789,555
Hith Others 336,208 329,298
3,940,399 5,396,317

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016

257



258

B H5 Rk M et

NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

4. ERULEEBERXLR  RIBE/FHE
ZHEHARNEERARE

20166 A2 B » AEEQMHEEERRIEE
BRABI(RRD FHEZ ARG L ER G
BUBERHEREREELE((HE ] ETHE
RE(HEBARNKAAZRBAR AR ([ XFA
F1) - KIRBIRISBBR A R ([ KRB ARTS 1)
FRFASRERNDAERAR(CRMIAE])) 22
HEBHTRAN(TEELHERRE ZRIIASZR
ReBEER) (&8 [HEAR]) - AHERZL
EBRNBBRBRMIHE RERASRBER °
HEFHARE TEREGHBEEBFRARRE
KRB BETHIE 2 HOE T ATER ©

RAGEME®mEE - AARIER20164 8 H 25
AT 2 RRFRIASEERE R BARIEZ
HE o WHN RARIRREHEERE FETS
BAERKIEARTASRBFIASERBRR 2
HE - BREEHEEHAMERTER TEIRD
B AT RIBRIEBE AR EERIE 55 G 5
[FHEFRBEERERIEEEER] (BB
BMELEREST ) 2 RETKR H 2 Al ge 1t
B RRALEHEMNTE LSRR BEED R
FHERBRIEKEEBZES -

KERPFEABAZDE RLEMHER 2 ERE RIRE
BEAMBRELERNESFEAAEEZBERT - AQ
RIERGENEEREEREX 2B E20164F
12A31ALFEHEARI 2 4BEXERBRIE
MEREBEBERBUBILRET - HEARIRN
2016 F12 A1 HZEERBEMESFREIR
HEEERABRARSBEAFLE ZHEHAR
BERARE-

REEZEMEMESERNESR  AHUSRILLE
EBRHERR 2 ERIEER AR AHELS]
HIY ARERNBLER EHEMRRI 2 2EHRE
BEMARE -

AFEMEEEGR AT 2016553,

34. DISCONTINUED OPERATIONS, AND ASSETS AND
LIABILITIES OF DISPOSAL GROUP CLASSIFIED AS
HELD FOR SALE

On 2 June 2016, the Group announced that it had entered into a share
sale agreement with companies owned by Fujian Thai Hot Investment
Co., Ltd. (“Thai Hot”) pursuant to which it conditionally agreed to sell
(the “Sale”) to the latter the entire issued share capital of certain of
its subsidiaries, namely Dah Sing Life Assurance Company Limited
(“DSLA”), Dah Sing Insurance Services Limited (“DSIS”) and Macau
Life Insurance Company Limited (“MLIC”) (excluding the pension fund
management business of MLIC which is not covered by the Sale)
(collectively, the “Disposal Group”), whose collective core business
is the sale and underwriting of life insurance products in Hong Kong
and Macau. The completion of the Sale is conditional on a number of
conditions which include obtaining the approval from shareholders of
the Company and the relevant regulatory authorities.

As at the date of these consolidated financial statements, the
Company has obtained approval for the Sale in the resolution passed
by its shareholders in the extraordinary general meeting held on
25 August 2016. Separately, the Company understands that the
review by the relevant regulatory authorities of Thai Hot’s application
for approval as the shareholder controller of DSLA and MLIC is in
progress. Management has performed assessment on the availability
of Disposal Group for immediate sale in its present condition and
the probability of completing the transaction in accordance with
the requirements of Hong Kong Financial Reporting Standard
No.5 entitled “Non-current Assets Held for Sale and Discontinued
Operations” (“HKFRS 5”) and concluded that the Disposal Group
meets the definition of assets of disposal group classified as held for
sale and discontinued operations.

After considering the circumstances including development relating
to the Sale and the Disposal Group, and in accordance with the
requirements of HKFRS 5, the Company has reported the operating
results of the Disposal Group for the year ended 31 December 2016
as results of discontinued operations in the consolidated income
statement and comprehensive income statement and has restated
the comparative figures accordingly. The assets and liabilities of the
Disposal Group as at 31 December 2016 have also been presented
separately as assets and liabilities of the Disposal Group classified as
held for sale in the consolidated statement of assets and liabilities.

Under HKFRS 5, amounts relating to discontinued operations and
the Disposal Group are presented from the perspective of the holding
company. They do not necessarily reflect the operating results and the
assets and liabilities of the Disposal Group on a standalone basis.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

34. DISCONTINUED OPERATIONS, AND ASSETS AND
LIABILITIES OF DISPOSAL GROUP CLASSIFIED AS
HELD FOR SALE (Continued)

(@) The results of the discontinued operations

2016 2015
BRI E WA Net interest income 333,367 300,336
FREBRASKRA Net fee and commission income (112,186) (103,489)
FEERA Net trading income 276,505 (227,450)
FRE R EMUA Net insurance premium and other income 1,795,036 1,751,773
H At @ YA Other operating income 3,852 4,242
EEWA Operating income 2,296,574 1,725,412
RERRE R HFE Net insurance claims and expenses (1,774,430) (1,126,180)
HRRBRE 2 EBRA Total operating income net of
insurance claims 522,144 599,232
EiBX Operating expenses (223,369) (192,041)
HNBRETRERBEEEEZ Operating profit before gains or
Wz R B8 AT 2 & E iR A losses on certain investments
and fixed assets 298,775 407,191

HEREHRTEREMEEEE 2 FER

HERBEMEREQXFEREZFER

HERHHEFERF 2 F R

BB A 28
HEERE ()

ERIEEE R 2 FERF

Fa

EIMBFIZ BAHEE R AR EAAS KR
BRI FORPIA T 2 & 61 BIE 248 CR B EIORP 28
ZERSEREN 2 24 - ABARERERAEEA
SEBEEEEG2—BH)  REFEAREGAM
BHRRT(EL 2 BERE -

Net loss on disposal and revaluation

of premises and other fixed assets - 8)
Net loss on disposal of and fair

value adjustment on investment

properties (58,456) (65,333)
Net gain on disposal of available-

for-sale securities - 7,992
Profit before taxation 240,319 349,842
Taxation credit/(expenses) 6,491 (36,025)

Profit for the year from discontinued
operations 246,810 313,817

Note:

The results of discontinued operations presented above comprise the
combined results of operations of DSLA, DSIS and MLIC (excluding the results
of the pension fund management business being operated in Macau, which
is retained by the Group and is included as a part of the Group’s continuing
operations), and the effects of the adjustments that are made when these
results are included in the Group’s consolidated financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

3. BRLEREXER RoEAFHE
ZHEANEERERE @)

(2) P EABTHEZHEARNEERAE

34. DISCONTINUED OPERATIONS, AND ASSETS AND
LIABILITIES OF DISPOSAL GROUP CLASSIFIED AS

HELD FOR SALE (Continued)

(b) Assets and liabilities of Disposal Group classified as

held for sale

2016

BE ASSETS
RE RIERITH A Cash and balances with banks 452,343
fERIT1 21218 A AR HIRFR Placements with banks maturing between one

and twelve months 45,035
FHIEEERENES Trading securities 129,426
EENATEFZEBEESE T ABENEREE Financial assets designated at fair value through

profit or loss 11,300,546
PTHESRTA Derivative financial instruments 39,283
Al 5 Available-for-sale securities 192,501
FEIHES Held-to-maturity securities 158,051
B Goodwill 76,389
HhEE Other assets 1,329,030
RS ER 2 BRREEE Value of in-force long-term life assurance business 2,309,070
BEAT Total assets 16,031,674
=N LIABILITIES
PTESBIA Derivative financial instruments 70,200
HEMAE Other liabilities 696,856
HERBRBREOAREREAZARE Liabilities to policyholders under long-term

insurance contracts 11,553,910
BEEF Total liabilities 12,320,966
FE Net amount 3,710,708
i Note:

P2 EERABEBEREATAS - ATRER
BRRMAABZAHEEREE  RESEASEES
BBERRTZEEERBE L BELE -

The amounts of assets and liabilities presented above comprise the combined
assets and liabilities of DSLA, DSIS and MLIC, and the effects of the
adjustments that are made when these assets and liabilities are included in the
Group’s consolidated financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

34. DISCONTINUED OPERATIONS, AND ASSETS AND
LIABILITIES OF DISPOSAL GROUP CLASSIFIED AS
HELD FOR SALE (Continued)

(¢) Cumulative income or expense recognised in other
comprehensive income relating to assets held for sale

2016 2015
RN EM ARG 2 B5HRA Cumulative income recognised in
other comprehensive income 101,605 94,462
(T) BERE (d) Cash flows
2016 2015
BEEH Operating activities 32,578 (119,340)
KEEE Investing activities (4,742) (12,232)
BE RS Financing activities 252,057 =

35. HEEERABRNAE

279,893 (131,572)

35. TRADING LIABILITIES

2016 2015
B ERE K EEES Short sales of treasury bills and
treasury bonds 7,748,887 6,270,630
36. BEFEN 36. DEPOSITS FROM CUSTOMERS
2016 2015

EERRE R
HERR
- BAREER

BEFOA&BBESHIFEADEBE T B
Y2 G 2 742,732,000 7T (2015 4F -
7,178,000/87T) ©

BREH - BAREBRERIN  MBEEMTFER
BRIERIF

Demand deposits and current accounts 34,866,872 35,354,273
Savings deposits 24,421,113 21,824,364
Time, call and notice deposits 93,148,430 92,085,560

152,436,415 149,264,197

Included in customer accounts were deposits of HK$42,732,000
(2015: HK$7,178,000) held as collateral for irrevocable commitments
under import letters of credit.

Other than time, call and notice deposits, all other customer deposits
carry variable interest rates.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

37. ERITHNERRE

37. CERTIFICATES OF DEPOSIT ISSUED

2016 2015

R AR E g T AT EIER At fair value under fair value hedge
(for hedging interest rate risk) 5,052,951 4,361,923
REEERA AN DI AR At amortised cost 1,507,025 1,869,914

R2016 F & 2015F KW » NEBRERVIATER
BiEEEMEETEREANA T EFEREE
)t A B ©

NEBMAWEDHTFREDPEIRE D ES
" BEE A L AT 5 2 BR [ {8 = 20,000,000 /%8 7T
(2015 4F : {£.8,000,000/87T) °

38. BEEX

6,559,976 6,231,837

During 2016 and 2015, the Group did not designate on initial
recognition any certificates of deposit issued at fair value through
profit or loss.

The amount that the Group would be contractually required to pay at
maturity to the holders of these certificates of deposit is HK$20 million
higher (2015: HK$8 million lower) than the above carrying amount.

38. SUBORDINATED NOTES

2016 2015

225,000,000 ZE T4 2020 F E| 29
EEREERGE(R))
200,000,000 ETTKA EBRERGR (L))

225,000,000 #7103 7T 7 2022 5 21 H3HY
EEBERK(GE(R))

225,000,000 3= T4 2024 4F EI| B )
EEBEEEGE(T))

250,000,000 3 7T 7 2026 F 2 HA#Y
EERERRGE(R))

R A 2 @ B T RS AR

BB AR R

R 2016 F & 2015F K - NEB RGNV FER
BT IR EREAAATFETEREEE:T
ABEE o

AFEMEEER AT 2016553,

US$225,000,000 Subordinated Fixed

Rate Notes due 2020 (Note (a)) 1,854,026 1,854,011
US$200,000,000 Perpetual

Subordinated Fixed Rate Notes

(Note (b)) 429,072 448,814
S$$225,000,000 Subordinated Fixed

Rate Notes due 2022 (Note (c)) 1,205,148 1,223,184
US$225,000,000 Subordinated Fixed

Rate Notes due 2024 (Note (d)) 1,749,252 1,753,331
US$250,000,000 Subordinated Fixed

Rate Notes due 2026 (Note (e)) 1,908,665 -

7,146,163 5,279,340

At fair value under fair value hedge
(for hedging interest rate risk) 6,717,091 4,830,526
At amortised cost 429,072 448,814

7,146,163 5,279,340

During 2016 and 2015, the Group did not designate on initial
recognition any subordinated notes at fair value through profit or loss.
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38.

BESK @

I T3 K 37 iR 17 R201062A11 8 F 17 2
225,000,000 7T 7E %7 M3 X 5 Fr ([ FT R AT )
TR E A IE AR E S & EES (&
1) o I EEBEN 202052 11 B2 - £8
£6.625% ' G FHE—IK o RFRITIHE R
—BIBRERAT T N A Rim HI S KIS 75 /0 B 2 FILE
BRI AR TTIRITR R B AR 2B F S

-
Ko

It T3 K ¥ SR 17 200742 A16 8 17 2
200,000,000 = TTAE TR AT ET W HRE H= E
MINERBKAE BEEER ([EK]) - tEE
2R ZBHEER A2017F2 8178 - A%1TH
EHIREZEEEER  F£8/56.253% @ FEER
B—R - Hig - WEBRECEZEBEERED
FHEOFMEEETTASMEABHETRITRAERE
M1908 T - EEBSEBSEREEIE - K5
SRITRAI AR IR IR A sk BB SR AR B 5K
AAZEEERBLAE (FEHH) & - RFRT
INE B — B ERAT AT Al i Hi & K i B IS A &
EMEERAUETRITRAEREAERNZE
FIBAHEK -

20104 % 2009 F © AFTRITR 4L LR S5
HF R R AT RERE AR A RES A
75,000,000 7T }2.70,000,000% 7T 2 S (&7
MmBMzEEBESRESEEEER2AELI
HERE N -

it T3 K 78R 17 R20129F2H8AH ¥ 1T 2
225,000,000 3 A3 7T 7E %7 32 Fr £ 0 W 4% 5258 /&
MiMEARSESREESR ([EF]) - LEEKE
M2022F2 AR B A - BEMIEEA R2017
F2H9R - HETHAEHEENEER  £8
#B4.875%  BFFEME -k Hig - HEBK
fREHEERER  TENMNS S AER
SN T S R IN376 2T - ERBE
BeEREAIE - RIBTURNEZEEHEERER
SEBBEARF SN KA LEREEERRE
(FEER D ) BT o RETIRITIFE B — BIBRERTT AT L
PR B E A K BB H EE I SR AU E TR
TRIZER S AEREZENF SR -

NOTES TO THE FINANCIAL STATEMENTS

38.

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

SUBORDINATED NOTES (Continued)

Note:

This represents US$225,000,000 Subordinated Fixed Rate Notes
qualifying as supplementary capital of DSB issued on 11 February 2010
(the “Notes”), which are listed on the Singapore Stock Exchange Trading
Limited (“SGX”). The Notes will mature on 11 February 2020. Interest at
6.625% p.a. is payable semi-annually. An interest rate swap contract to
swap the fixed rate payment liability of the Notes to floating interest rate
based on LIBOR has been entered into with an international bank.

This represents US$200,000,000 Perpetual Subordinated Fixed Rate
Notes qualifying as upper supplementary capital of DSB issued on 16
February 2007 (the “Notes”), which are listed on the SGX. The Notes
carry an optional redemption date falling on 17 February 2017. Interest at
6.253% p.a. is payable semi-annually from the issue date to the optional
redemption date. Thereafter, if the Notes are not redeemed, the interest
rate will reset and the Notes will bear interest at 3-month LIBOR plus
190 basis points. DSB may, subject to receiving the prior approval of the
HKMA, redeem the Notes in whole but not in part, at par either on the
optional redemption date or for taxation reasons on interest payment
date. An interest rate swap contract to swap the fixed rate payment
liability of the Notes to floating interest rate based on LIBOR has been
entered into with an international bank.

In 2010 and 2009, DSB repurchased a portion of the Notes with a total
notional principal of US$75,000,000 and US$70,000,000 respectively
at a discount after unwinding an identical notional amount of interest
rate swap. Such repurchased Notes were cancelled after receiving prior
approval of the HKMA.

This represents US$225,000,000 Subordinated Fixed Rate Notes
qualifying as supplementary capital of DSB issued on 8 February 2012
(the “Notes”), which are listed on the SGX. The Notes will mature on 9
February 2022 with an optional redemption date falling on 9 February
2017. Interest at 4.875% p.a. is payable semi-annually from the issue
date to the optional redemption date. Thereafter, if the Notes are not
redeemed, the interest rate will be reset and the Notes will bear interest
at the then prevailing 5-year Singapore Dollar swap rate plus 376 basis
points. DSB may, subject to receiving the prior approval of the HKMA,
redeem the Notes in whole but not in part, at par either on the optional
redemption date or for taxation reasons on interest payment date. An
interest rate swap contract to swap the fixed rate payment liability of the
Notes to floating interest rate based on LIBOR has been entered into with
an international bank.
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

38. BEGSKw@
()

(T) T3 K F iR 17 R2014%F1 5298 % 17 2
225,000,000 TEBABERFHMER A F
(TEARZA]) ERFFEEZEBE I MR
EAMERNI0FHE SREERS (&R
(BB EBCRITE (BR) RADZEFK) - 1bF
B 202451 A29 BRI - BIBIUEHEER A
201951 A290 - AFTEEEERIEHEER -
FRAE525% BHFME—IR - Hig - WES
KREREMEEAED  ARNFECETAE
K5 BRI E 5 B R MIT58F - BEFE
BB RIELIE  RFIRITRAIRBREERA
FEABEEARFEMN KA UZEEEEBME
(FEEBP ) BT o RFTIRITINE B —EPRIRITAI L
Fl 2 B & Q) B 8 EE A SRR AR TR
TREFEAERRZBFIS R -

() M J5 K 3 4R 47 R 2016F 11 A30H % 17 ~
250,000,000 X TEBAR ST L RF&EE
BipE MR E A - RHERN10F T EEE
&% ([ER5]) (BETEBCRITE(ER)HAD
ZIER) o I EES AR 2026511 A30H FH ©
BEMEEHA20214F11 A30H - BHETEHE
HiR2HEEH - F854.25%  S¥EMHE—
R o B WMEFARIERBUEERARR - 4%
WA S B AERSFHEEEEES B EMN
2558 T - BEBEBCERBLIE - KFR
TR RN E B MR A AR B AN A B A
NEEEEEE A GEHBH ) &5 o AFIRITM
B B — B ERITET v A R HI A A B ES M E E
F BIR AT IRTT R 7 S R ERAZE F

BAFER -
AEERE I EREBHDIHRIZ S NRNH SR

& A _F Fr %l 2 BR M & 1K 85,000,000 7% 7t (2015
£ : 1£169,000,000 3 7T) °

39. HfttiRE KRR

38. SUBORDINATED NOTES (Continued)

Note: (Continued)

(@)

This represents US$225,000,000 Basel Ill compliant 10-year
Subordinated Fixed Rate Notes qualifying as Tier 2 capital of DSB
(subject to the provisions of the Banking (Capital) Rules of Hong Kong)
issued on 29 January 2014 (the “Notes”), which are listed on The Stock
Exchange of Hong Kong Limited (“SEHK”). The Notes will mature on 29
January 2024 with an optional redemption date falling on 29 January
2019. Interest at 5.25% p.a. is payable semi-annually from the issue
date to the optional redemption date. Thereafter, if the Notes are
not redeemed, the interest rate will be reset and the Notes will bear
interest at the then prevailing 5-year U.S. Treasury Rate plus 375 basis
points. DSB may, subject to receiving the prior approval of the HKMA,
redeem the Notes in whole but not in part, at par either on the optional
redemption date or for taxation reasons on interest payment date. An
interest rate swap contract to swap the fixed rate payment liability of the
Notes to floating interest rate based on LIBOR has been entered into with
an international bank.

This represents US$250,000,000 Basel Ill compliant 10-year
Subordinated Fixed Rate Notes qualifying as Tier 2 capital of DSB
(subject to the provisions of the Banking (Capital) Rules of Hong Kong)
issued on 30 November 2016 (the “Notes”), which are listed on the
SEHK. The Notes will mature on 30 November 2026 with an optional
redemption date falling on 30 November 2021. Interest at 4.25% p.a. is
payable semi-annually from the issue date to the optional redemption
date. Thereafter, if the Notes are not redeemed, the interest rate will be
reset and the Notes will bear interest at the then prevailing 5-year U.S.
Treasury Rate plus 255 basis points. DSB may, subject to receiving the
prior approval of the HKMA, redeem the Notes in whole but not in part,
at par either on the optional redemption date or for taxation reasons
on interest payment date. An interest rate swap contract to swap the
fixed rate payment liability of the Notes to floating interest rate based on
LIBOR has been entered into with an international bank.

The amount that the Group would be contractually required to pay at

maturity to the holders of these subordinated notes is HK$85 million

lower (2015: HK$169 million lower) than the above carrying amount.

39. OTHER ACCOUNTS AND ACCRUALS

2016 2015

REEHZEMEE Other liabilities under insurance
contracts 1,132,674 2,564,532
Hfb Others 4,266,711 3,221,367

204  KFEBEEARADF 2016F F5R

5,399,385 5,785,899
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7AI517R) (Expressed in thousands of Hong Kong dollars)

39. OTHER ACCOUNTS AND ACCRUALS (Continued)

Other liabilities under insurance contracts are analysed below:

2016
PR
#%8  Reinsurers’ FE
Gross Share Net
—RARE General Insurance
RATREVZ R E B Unearned premium reserve 361,622 (200,366) 161,256
EERCEE Notified claims 570,916 (311,792) 259,124
FARNERZHZRE Claims incurred but not reported 195,137 (95,544) 99,593
AN JE R 2 Unexpired risk reserve 4,999 589 5,588
&ast Total 1,132,674 (607,113) 525,561
KRR ZRERFE Unearned premium reserve
1A1H At 1 January 391,151 (214,848) 176,303
REUA Written premiums 579,076 (339,143) 239,933
BB ZRE Earned premiums (608,605) 353,625 (254,980)
12 A31H At 31 December 361,622 (200,366) 161,256
EEBRRERFERESHRZRE Notified and incurred but not reported
ERERERZ#E claims, and unexpired risk reserve
BEEHRIRE Notified claims 477,355 (231,647) 245,708
FERMERZ2H 2 ERE Claims incurred but not reported 163,373 (61,053) 102,320
RIE R < Unexpired risk reserve 6,640 74 6,714
1A1H At 1 January 647,368 (292,626) 354,742
EXfRE Claims paid (240,938) 96,908 (144,030)
BENRE Claims incurred 364,622 (211,029) 153,593
12 A31H At 31 December 771,052 (406,747) 364,305
BEE2EHRZEE Notified claims 570,916 (811,792) 259,124
EERMNERERZRE Claims incurred but not reported 195,137 (95,544) 99,593
AR JE L 2 Unexpired risk reserve 4,999 589 5,588
771,052 (406,747) 364,305
103 Life
REEES Policy provisions
1A18 At 1 January 1,526,013 (23,610) 1,502,403
BXNERE Claims paid (814,307) 52,035 (762,272)
BAMNERE Claims incurred 936,536 (45,116) 891,420
ENOBELIEAFLE Reclassification to liabilities/assets
ZHERRIaE EE of disposal group classified as
held for sale (1,648,242) 16,691  (1,631,551)
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(BAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)

39. HMRE RFER @)

RpEHzEMBELTNAT « (&)

39. OTHER ACCOUNTS AND ACCRUALS (Continued)

Other liabilities under insurance contracts are analysed below:

(Continued)

2015
DRIDEE
#8%5  Reinsurers’ HEE
Gross Share Net
— MRk General Insurance
RATERELZ R E Unearned premium reserve 391,151 (214,848) 176,303
BEEHRIRE Notified claims 477,355 (231,647) 245,708
EERMNERERIRE Claims incurred but not reported 163,373 (61,053) 102,320
ENEb e Unexpired risk reserve 6,640 74 6,714
1,038,519 (507,474) 531,045
=k Life
REEES Policy provisions 1,526,013 (23,610) 1,502,403
A& Total 2,564,532 (531,084) 2,033,448
— MRk General Insurance
RATERELZ (R E Unearned premium reserve
1A1H At 1 January 433,414 (232,853) 200,561
REIA Written premiums 588,573 (328,870) 259,703
EREZ(RE Earned premiums (630,836) 346,875 (283,961)
12 A31H At 31 December 391,151 (214,848) 176,303
BEE2E®mIEE Notified claims 449,003 (213,828) 235,175
EERMEREH 2 RE Claims incurred but not reported 128,888 (34,585) 94,303
KRIE R 2 Unexpired risk reserve 2,704 976 3,680
1A1H At 1 January 580,595 (247,437) 333,158
BEXIRE Claims paid (254,868) 94,099 (160,769)
BEAMNRE Claims incurred 321,641 (139,288) 182,353
12 A31H At 31 December 647,368 (292,626) 354,742
BEE2RRE Notified claims 477,355 (231,647) 245,708
FERMNERERIRE Claims incurred but not reported 163,373 (61,053) 102,320
RIE MR 2 G Unexpired risk reserve 6,640 74 6,714
647,368 (292,626) 354,742
=k Life
REBEEHES Policy provisions
1A1H At 1 January 1,413,029 (27,505) 1,385,524
ExXfRE Claims paid (634,495) 38,504 (595,991)
BEANRE Claims incurred 747,479 (34,609) 712,870
12 A31H At 31 December 1,526,013 (23,610) 1,502,403

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

40. LIABILITIES TO POLICYHOLDERS UNDER LONG-
TERM INSURANCE CONTRACTS

2016 2015

HEMRREVRERFBAZRKEBRRE

DRI R
BN BEENBERFHEZHERRIEE

HERRBRADREFAAZRKRBREFR

EHMRBADREREAZ KRA B EHIER
T

Gross future liabilities to policyholders

under long-term insurance contracts 11,553,910 10,695,944

Reclassification to liabilities of disposal

group classified as held for sale (11,553,910) -

Reinsurers’ share (1,048,314) (1,027,539)
Reclassification to assets of disposal

group classified as held for sale 1,048,314 -
Net future liabilities to policyholders

under long-term insurance contracts - 9,668,405

The movement in future liabilities to policyholders under long-term
insurance contracts is summarised as below:

2016 2015
1A1H At 1 January 9,668,405 9,320,679
RAREBEBRHEZ Change in provisions for future liabilities 837,191 347,726

10,505,596 9,668,405

BN BENERFHEZHEMR
BE/AE

12 431 H

41. EIEFIE

RIERIAEE R BENEHRERBGANITE
S H BN EAT I8 B EE AN BN EATH IE B B IR E R IR
B[R — B B RS 5 PIETT o HEH 2 2F A
™

Reclassification to assets/liabilities
of disposal group classified as held

for sale (10,505,596) -

At 31 December - 9,668,405

41. DEFERRED INCOME TAX

Deferred income tax assets and liabilities are offset when there is a
legally enforceable right to offset current income tax assets against
current income tax liabilities and when the deferred income taxes
relate to the same fiscal authority. The offset amounts are as follows:

2016 2015
RAEFRIE & = Deferred income tax assets 68,286 83,473
RIERIAE & Deferred income tax liabilities (116,709) (95,950)
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

41. EEFIE @)

EEHBEERBBERBEREZR ZABER R
Bl ST 52 TBEF A EIDATAAT

41. DEFERRED INCOME TAX (Continued)

Deferred income tax assets and liabilities analysed based on the
underlying category of temporary differences and the expected date
of recovery and settlement are as follows:

2016 2015
RIEFI A E ¢ Deferred income tax assets:
—AlE12E A B E 2 IREFRIEE E — Deferred income tax assets to
be recovered after more than
12 months 156,205 155,151
REFI A E - Deferred income tax liabilities:
—EE12EREEE ZEERIBAE — Deferred income tax liabilities to
be settled after more than
12 months (204,628) (167,628)
(48,423)  (12,477)

IEIERIARRE B BT :

The gross movement on the deferred income tax account is as

follows:
2016 2015
1818 At 1 January (12,477) (13,807)
U ERBR AR IE ()B4 Tax (charged)/credited to the income
statement
— BN (ME17) - Continuing operations (Note 17) (6,426) 21,035
— BRI SR - Discontinued operations 20,788 (20,544)
RIERBRATIIE (), /B Tax (charged)/credited to equity (45,599) 4,689
EHERE Exchange difference (5,708) (3,850)
BN EESEASEEZHEMARAE Reclassification to liabilities of disposal
group classified as held for sale 999 -
128318 At 31 December (48,423) (12,477)

AFEMEEEGR AT 2016553,
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41. EEFIE @)

NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A1%7R) (Expressed in thousands of Hong Kong dollars)

41. DEFERRED INCOME TAX (Continued)

BEEFBEEEMBERANFEE ZEE  TRER The movement in deferred income tax assets and liabilities during
MHRFEEEE TNEH 2 ERIT ¢ the year, without taking into consideration the offsetting of balances

within the same tax jurisdiction, is as follows:

IRIEFRIBEEE : Deferred income tax assets:
HE
EEREE BEXH
Impairment REAM
allowances Deferred
and HEEE expenses &t
provisions Tax losses and others Total
20151 A1H At 1 January 2015 95,671 1,077 40,617 137,365
N LA EIE Credited to the income statement 14,572 67 6,997 21,636
EHEZR Exchange difference (3,677) - (173) (3,850)
201512 A31H At 31 December 2015 and
%2016%F1A1H 1 January 2016 106,566 1,144 47,441 155,151
U (1) /=I5 (Charged)/credited to the
income statement (988) (297) 8,047 6,762
EiEE Exchange difference (4,050) - (1,658) (5,708)
201612831 H At 31 December 2016 101,528 847 53,830 156,205
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NOTES TO THE FINANCIAL STATEMENTS

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

41. IEFEFIE () 41. DEFERRED INCOME TAX (Continued)
IRIEHRIBEE S : Deferred income tax liabilities:

MEREHE RENESE
Accelerated  Investment REEf

BB tax  properties  Investment Hitr &t
Provisions depreciation  revaluation  revaluation Others Total
2015%1A1H At 1 January 2015 8,977 81,929 25,308 34,958 - 151,172
REERRSE/(R%) Charged/(credited) to the
income statement 759 1,233 (2,308) 853 20,608 21,145
RERRAERE Credited to equity - - - (4,689) - (4,689)
2015F12 831 A At 31 December 2015 and
K2016F1 A1H 1 January 2016 9,736 83,162 23,000 31,122 20,608 167,628
RUEEAZE/ (2E) Charged/(credited) to the
income statement
—RBEREEK - Continuing operations 293 14,363 (1,468) = = 13,188
—BRIEEREH - Discontinued operations - (180) - - (20,608) (20,788)
R R Charged to equity - - - 45,599 - 45,599
BNABRABAMGLE Reclassification to liabilities of
ZHERRIEE disposal group classified as
held for sale - (999) - - - (999)
20165128318 At 31 December 2016 10,029 96,346 21,532 76,721 - 204,628
Tt EAREREA(Z L) B2 EER The deferred income tax (charged)/credited to equity during the year
18 : is as follows:
2016 2015
Rz 2 A FERFE Fair value reserves in
shareholders’ equity:
— Al E B S — available-for-sale securities (45,599) 4,689

270 KFLBEEARADF 2016FF5R



B H5 Rk M et

42. IARBEREE
() BAXARE

W12 A31 BERE AR ERAEIRE ME
ABEEE 2 EAAENT

NOTES TO THE FINANCIAL STATEMENTS

(LAS®EF AL/~ ) (Expressed in thousands of Hong Kong dollars)

42. CONTINGENT LIABILITIES AND COMMITMENTS

(@) Capital commitments

Capital expenditure in respect of projects and acquisition of fixed
assets as at 31 December but not yet incurred is as follows:

2016 2015

ERGEREEEEZHAX

MR2016F 12 A31H ' LilE BHEERIEEEE
HEE=FEELN 2 AR 4,253,000%5 7T °

(2) FEAE

AEBEERBRINMERETEPZERITA
AR NMEEERRIERERNT

Expenditure contracted but

not provided for 66,970 169,814

As at 31 December 2016, the capital expenditure contracted by
discontinued operations to third parties of HK$4,253,000 was
included in the above.

(b) Credit commitments

The contract and credit risk weighted amounts of the Group’s off-
balance sheet financial instruments that commit it to extend credit to
customers are as follows:

EREE
Contract amount
2016 2015
BEEEERES Direct credit substitutes 507,886 320,644
X ZE/ 2 S ATEE Transaction-related contingencies 468,367 455,868
B 5 AR E Trade-related contingencies 593,956 438,649
AIEGHEUEM BT L Commitments that are unconditionally
B2 cancellable without prior notice 66,088,547 64,573,823
H At A Other commitments with an original
[RASEARR 7 maturity of:
—LPR1E —under 1 year 2,870,509 4,175,180
—1FERAE -1 year and over 548,658 494,999
RAATER Forward forward deposits placed 21,029 -
71,098,952 70,459,163
EE R INES
Credit risk weighted amount
2016 2015
SN BE SR Contingent liabilities and commitments 1,289,997 1,521,336
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

42. FARBBEREE @ 42. CONTINGENT LIABILITIES AND COMMITMENTS
(Continued)
(R) BEEBZEE (c) Assets pledged
Tt AR AEBEINERS BB FNEET N Exchange Fund debts pledged with the HKMA to facilitate the Group’s
MSHFESMEREEESERZINEESE trading and market-making activities in Exchange Fund debts are as
THEEH follows:
2016 2015

BERGEEEERNEE : Assets pledged with HKMA:

HIEEBERZMNES Trading securities 6,036,748 5,771,254

AN ERES Available-for-sale securities 1,148,005 490,324

7,184,753 6,261,578

HEAEE Associated liabilities:

RIEEERZMARE Trading liabilities 7,748,887 6,270,630
T Ty E IR E B R I T IR E S m e 2 3E The carrying amounts of the non-government bonds pledged with
BT &S R B E REE : unrelated financial institutions under repurchase agreements and the

associated liabilities are as follows:

2016 2015
B N2 EBEE ¢ Assets pledged under repurchase
agreements:
AIEHERS Available-for-sale securities 691,634 169,803
R R RIS Held-to-maturity securities - 3,943
691,634 173,746
HERE Associated liabilities:
RITIER Deposits from banks 466,306 43,914
HEiRE RTER Other accounts and accruals 186,987 123,271
653,293 167,185
wEEEEDHEEaEN AL EEER 2 BA The fair value of the transferred securities and associated liabilities
HEBREEME o approximate the carrying amount of the transferred securities.
REEGRBA - NEB LR - & RIET The Group cannot use, sell or pledge the above securities for the
DA FEBA  EEER Y BENETANEER duration of the repurchase agreements and is exposed to the credit
[ o risk of the issuers of the transferred securities.
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42. HABBRAEE @)

(T) BEHERE

WARKEZ ABRABRA - BTIABUEMELE
HEMRARRAXN 2 REEENFHAFENT

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

42. CONTINGENT LIABILITIES AND COMMITMENTS

(Continued)
(d) Operating lease commitments

Where a Group company is the lessee, the future minimum lease
payments under non-cancellable building operating leases are as
follows:

2016 2015

1FUA Not later than 1 year 181,295 175,570
1FEAEESF Later than 1 year and not

later than 5 years 478,791 469,127

5 Later than 5 years 320,495 349,332

980,581 994,029

M201645F 12 A31 B « B &I & ¥ A&l
A LB BEEEBELCEEBRE=FED
AEEMELEREMRARAELI N2 HERE
5t 5k 4858 5 B £ 26,719,000 7 7T &2 3,992,000 7%
T o

IAREEZ ARIREEA - BEATEUEMELE
HEMRARRAXN 2 ZEBENFTEREMT -

As at 31 December 2016, where the discontinued operations
is the lessee, the future minimum lease payments under non-
cancellable building operating leases with continuing operations is
HK$26,719,000 and with third parties of HK$3,992,000 were included
in the above respectively.

Where a Group company is the lessor, the future minimum lease
payments under non-cancellable building operating leases are as
follows:

2016 2015

15 AR Not later than 1 year 30,380 33,813
1FEAEESF Later than 1 year and not

later than 5 years 18,526 38,365

5 E Later than 5 years - 847

48,906 73,025

2016412 A31 B @ (BRI E XK AT
A P BEHEESELEEBRE=ZFED
AECEM R EREMRARAEL T2 HERE
RS Bl 515,425,000 7T % 10,240,000
=

As at 31 December 2016, where the discontinued operations
is the lessor, the future minimum lease payments under non-
cancellable building operating leases with continuing operations
is HK$15,425,000 and with third parties of HK$10,240,000 were
included in the above respectively.
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NOTES TO THE FINANCIAL STATEMENTS

(LAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

43. B 43. SHARE CAPITAL
2016 2015
[ [ e &R
@R Ordinary shares, Number of Share Number of Share
EETRHBERAE issued and fully paid: shares capital shares capital
1HA1HK12H31H At 1 January and 31 December 335,075,100 4,248,559 335,075,100 4,248,559

RN AT 20054 4 A 28 B 2R R 2
(TZRRKETE]) - BZRREETT EIEITUAR -
707 (20154F : 7010 ) SRARIELATRRE 4,154,723 1%
(20154F : 4,154,723 %) AR R » BERFA
SENFNEZRERITHEAE - BXaTEIKL
%%2016% 12 31 H1E » 4019 (20154 : 4013
AR AE LA SR BB 2,955,195 % (2015 4F : 2,955,195
%) AN R 1D B R sk B -

AERBERERDRITHRABRBERIME B
B ZABRERARRBIRMEE EFHT

Pursuant to the Company’s Share Option Scheme (the “Scheme”)
adopted on 28 April 2005, 70 (2015: 70) options to subscribe for
4,154,723 shares (2015: 4,154,723 shares) of the Company had been
granted to certain directors and senior executives of the Group since
the inception of the Scheme. Up to 31 December 2016 and since
the incorporation of the Scheme, 40 (2015: 40) options to subscribe
for 2,955,195 shares (2015: 2,955,195 shares) of the Company have

lapsed or expired.

Movements in the number of the Company’s shares in the share
options under the Scheme held by directors and senior executives
during the year are as follows:

ARERROGEE
Number of shares
in the options

2016 2015
1A1H At 1 January 834,454 1,199,528
REARTVHE Cancelled during the year - (365,074)
12AH31H At 31 December 834,454 834,454
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NOTES TO THE FINANCIAL STATEMENTS

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

43. B (@) 43. SHARE CAPITAL (continued)
©R12 A 31 BIDARE T 2 BT - Particulars of the outstanding options as at 31 December are as
follows:
RREPROEE
RREHE Number of shares
Number of options in the options
BRTFHRITHEE Date of grant and exercise price 2016 2015 2016 2015
2011 12 A12 B - 12 December 2011, at an exercise
RITHEEAX38.35 BT price of HK$38.35 per share* 10 10 521,534 521,534
2012 12 A21 H - 21 December 2012, at an exercise
RITHEESAR31.88 B price of HK$31.88 per share* 10 10 312,920 312,920
20 20 834,454 834,454
* RIBZ A B Z &K - I AREITE 2 R * Pursuant to the terms of the Scheme, adjustments were made to the
FRREBRNEE RITHEEEH AR AN20145 exercise price and the number of shares that can be subscribed for
4 ASER 2 AR RRAEL T - under the outstanding share options as a result of the rights issue of the

Company completed in April 2014.
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NOTES TO THE FINANCIAL STATEMENTS

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

44. f#1E 44. RESERVES
figsfy  REEM WRtRE  REEA
i it EaMzRE (&)
Premises  Investment ~ ERf@E  ERBE  -REE  Resenefor  Retained
Revaluation ~ Revaluation ~ Exchange Capital General  Share-based Eanings it
Reserve Reserve Reserve Reserve Reserve - Compensation (Note) Total
216F1A1H At1 January 2016 227,161 246,192 54,458 18,871 484,289 6,625 15158931 16,196,527
FEARELTA-MEME  Additional netinterests in a subsidiary
AEBEAENFEE acquired via share options amangement - - - (6,155) - (3,952 - (10,107)
BlVER T HNERS Fair value gains on avalable-for-sale
LY ENE securties recognised in equity - 330,161 - - - - - 330,161
ATENERNETHENE Fair value gain realised and transferred
EARERREYENER to income statement upon disposal
of available-for-sale securities - (116,747) - - - - - (116,747)
REBE#AS Deferred income tax on movements in
LEREHE investment revaluation reserve - (45,599) - - - - - (45,599)
REENARAES Reserve arising from reclassification of
RENZ G premises to investment properties 2,93 - - - - - - 22,293
RESINERET Exchange differences arising on
HRMERZR translation of the financiel
statements of foreign entities - - (269,705) - - - - (269,705)
RS AR AT Provision for equity-settled share-based
HH A compensafion - - - - - 1830 - 1,830
ERmA Profit for the year - - - - - - 1891817 1,891,817
NI5ERERS 2015 final cvidend - - - - - - %0 (3507
1658 ERS 2016 nterim cividend - - - - - - wm e
016F128317 At 31 December 2016 249,454 414,007 (215,247) 12,716 484,289 4503  16,618501 17,568,223

BZ12A31BLEEE
Year ended 31 December

2016 2015
BIENREBF Rz Bk AR S, Proposed final dividend/final dividend paid
EIRARHIAR S (Mi7E18) included in retained earnings (Note 18) 345,127 335,075
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NOTES TO THE FINANCIAL STATEMENTS

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

44. f#fE @ 44. RESERVES (Continued)
&8l RAEM WRthaE  REEA
#E #E Wam e (i)
Premises  Investment  EREE  AAEE  —HEE  Resenefor  Refained
Revaluaton  Revaluaton  Exchange Capital General  Share-based Earnings it
Reserve Reserve Reserve Reserve Reserve  Compensation (Note) Total
1551 A 1A At 1 January 2015 213,316 5736 13,637,000 14,796,888
BRARERH TR-FE Additional net interests in a subsidiary
AAEABINFERE acquired via share options arrangement - (769) - (1,433
BRI ERS Fair valug gains on available-for-sale
N securities recognised in equity 73,114 - - 73,114
AFERRRLETHENE Fair value gain realised and transferred
BARERREGE R to income statement upon disposal
of available-for-sale securities (55,897) - - (65,897)
ATEEERTRILER S Fair value loss transferred to income
REREGENER statement upon impairment of
available-for-sale securities 10970 - - 10,970
REEERERY Deferted income tax on movements in
LETHE investment revaluation reserve 4689 - - 4689
RRENIRAER Reserve arising from reclassication of
RENERE premises to investment properties - - - 1,039
AEEIMEERE Exchange differences arising on
RRNERZR translation of the financil
statements of foreign entities - - - (156,423)
WIRIE DA R(A (AR Provision for equity-settled share-based
Eil compensation - 1,658 = 1,658
EREH Profit for the year - - 19T 147467
NUERERS 2014 frl dividend - - opm) pled)
NI5ERERS 2015 nterim cividend - -2y (oY
015%12 8317 At 31 December 2015 246,192 6,625 15158931 16,196,527
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

44, f#E @

it

(if)

REER2016F 12 A31 B2 REBBF B ERE
SR AMIRE 2 B 2,309,070,0007%57C
(2015%F : 2,166,695,000387T) © IRE E B
B REIERERAR -

RITIRITREBEMBITAAEE BEZ A ER
BB ISR EERI T AN RAERERERE -
R BT A (R AR RORPIR ERT R
RIT(RE)) 1A/ EBBRITERD RARE
EERBMZAMEERTE -  REERERRA
IRBETRRZ FESHE -  REREZEHARS
BB RETHER  LEENERRERE

72016512 A31H - R¥TERITE 487E1,398,280,000
77T (2015 4F : 1,528,440,000/87T) 2 £HEEAEE
R EGS —REE - SREELHGARE
BRIRIEE

AFEMEEER AT 2016553,

44.

Note:

(i)

RESERVES (Continued)

Included in retained earnings of the Group at 31 December 2016 is
the value of in-force long-term life assurance policies in force totalling
HK$2,309,070,000 (2015: HK$2,166,695,000) which is currently not
available for distribution.

DSB as a locally incorporated bank in Hong Kong is required to maintain
minimum impairment provisions in excess of those required under
HKFRS in the form of regulatory reserve. The regulatory reserve, which
also covers BCM and DSB China, is maintained to satisfy the provisions
of the Hong Kong Banking Ordinance and local regulatory requirements
for prudential supervision purposes. The regulatory reserve restricts
the amount of reserves which can be distributed to shareholders.
Movements in the regulatory reserve are made directly through equity
reserve and in consultation with the HKMA.

As at 31 December 2016, DSB has earmarked a regulatory reserve
of HK$1,398,280,000 (2015: HK$1,528,440,000) first against its
consolidated general reserve; and for any excess amount, the balance is
earmarked against its consolidated retained earnings.
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45. FmERERELFERKTE

(B) e TREREEEEZWERE
BRI 2EERR(BECRLEEX
B BEEFHRERANFEYRR

NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7517R) (Expressed in thousands of Hong Kong dollars)

45. NOTES TO THE CONSOLIDATED STATEMENT OF
CASH FLOWS

(@) Reconciliation of operating profit including
discontinued operations before gains and losses on
certain investments and fixed assets to net cash from
operating activities

2016 2015
HBRETHRERETEEE 2 W Operating profit including discontinued
REBE 2 EE R (DEERIEEER) operations before gains and losses on
certain investments and fixed assets 2,109,521 2,256,052
=R ISE N Net interest income (3,990,603)  (3,653,293)
B as Dividend income (139,566) (111,796)
EREEREREMEEREE Loan impairment losses and other
credit provisions 563,567 496,352
neE Depreciation 178,534 174,814
B EE 2 Amortisation expenses of intangible assets 1,165 2,039
R Bl 2 B isE S 5E Advances written off net of recoveries (389,478) (323,741)
PARRAE S 5 BARR (D 1E A BT 3R M 2 18 Provision for equity-settled share-based
compensation 1,101 1,961
[EL SN Interest received 5,494,733 5,430,286
BERFLE Interest paid (1,091,745)  (1,396,526)
BIRAR S Dividend received 296,607 286,387
HEEERBEZHA 2 EE T Operating profit before changes in operating
assets and liabilities 3,033,836 3,162,535
HEEERBEZEE) Changes in operating assets and liabilities:
— B RERITHAER KR BB BB - cash and balances with banks and money
3 Rz BAREHER at call and short notice with an original
maturity beyond three months 884,914 (1,012,606)
—REHBBAS A ZERITHER - placements with banks with an original
maturity beyond three months (670,058) (886,238)
—RIEEERERNES - trading securities 1,588,815 (3,496,086)
*@Tiiﬁﬁlﬂ — derivative financial instruments (202,868) 14,329
—EENATHEGZ A ST AERN - financial assets designated at fair value
EREE through profit or loss (910,919)  (1,373,223)
—B53E - trade bills 2,169,925 914,158
-BFER - advances to customers (4,029,397)  (4,395,278)
—HibERE — other accounts 168,954 1,100,113
— At EES - available-for-sale securities (6,281,810) (780,995)
— R E|HEA - held-to-maturity securities 108,107 233,970
—RESRERBUREERE — value of in-force long-term life
assurance business (142,374) (148,627)
—RITIFR - deposits from banks 767,292 (21,556)
—RHEEEMZENEE - trading liabilities 1,478,258 673,015
—KPER - deposits from customers 1,988,939 8,347,562
— B TF - certificates of deposit issued 1,949,048 110,714
—HiiRE RER - other accounts and accruals (252,693) (144,927
—HRARBEAREREAZARE - liabilities to customers under
insurance contracts 857,966 490,133
b SRR Exchange adjustments (15,330) 62,528
BELEHRANES Cash generated from operating activities 2,490,605 2,849,521
FHREBETHERE TS Interest paid on certificates of deposit issued (64,022) (83,828)
BEBEBMEH Hong Kong profits tax paid (321,466) (328,951)
BAEINIE R Overseas tax paid (31,687) (24,081)
REEBRARSFE Net cash from operating activities 2,073,430 2,412,661
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

45. HmERLSREBLAERKZE @)

() ERERBEERRKN  BEREFR
CEHEBERBEAGHEIBASIAT
Bz T hEe REEEZLCES
AERBETERERERERTBE
ZERK -

45. NOTES TO THE CONSOLIDATED STATEMENT OF
CASH FLOWS (Continued)

(b) For the purposes of the cash flow statement, cash
and cash equivalents comprise the following balances
with maturity of three months or less from the date of
acquisition, deposits that are readily convertible to
known amount of cash and which are subject to an
insignificant risk of changes in value.

2016 2015

B4 RIERITHES
BEHAES A ST 2 BARERER

JREIEA H 4E 3 8 A 5k IA T 2 FEIRITEVIF K

BRERFEEAZRESCBEBERE

BREEAHLEES 2 BERE

R ESE BoRTF 1A R R SR 1T HY 45 #4 359,580,000 7%
7t (2015 4F : 344,517,000/8 ) O [IRE K E
FEIREIEE | RE TR EEERE [BHE MERIT

HgEsR | BEIET o

46. ERTES

BRIEEBRATEH(F622GE)F178(REES
FEER) BEERTESEHE 2016 F K% 2015
F12 A31 BILFE 2 HFEFE DT 25

Cash and balances with banks 1,579,213 1,927,881
Money at call and short notice with

an original maturity within three

months 12,143,937 13,006,096
Placements with banks with

an original maturity within

three months 2,376,093 2,123,373
Treasury bills included in trading
securities 2,148,217 228,497

Treasury bills included in
available-for-sale securities 1,899,588 =

20,147,048 17,285,847

Included in cash and balances with banks, HK$359,580,000 (2015:
HK$344,517,000) were balances with central banks for prudential
purposes and have been excluded from cash and cash equivalents.

46. LOANS TO DIRECTORS

Particulars of loans to directors disclosed pursuant to section 17
of the Hong Kong Companies Ordinance (Cap.622G) (Disclosure
of Information about Benefits of Directors) for the year ended 31
December 2016 and 2015 are shown as below.

2016 2015
W12 A31 B2 EBR G AREEEE Aggregate amount of relevant
transactions outstanding
at 31 December
- OSEE N - Loans and advances 24,774 25,081
FABBR G 2 &= BER Maximum aggregate amount of
relevant transactions during the year
—ER kB - Loans and advances 50,340 51,459
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46. EXRTEE @

2016 F N 2015 F LA 2 RE AR HH —
MEBARIZER] - AWEAARNDRZER] °

47. EBREALTZRS

BREALRZFEALTAERNERXHEEZF S
—7 0 I E T EELFBREERK T ET
EEBRTES - WEEMTRALZE KRS
SHFAERFER  BEALTRE/BHEEA
4

M2016F 220154 » AREENIE B HEHH L HE
BREANTHEITRITEBR S - AR RIE7IEH
TEFERBAEE 2 MHBHRER - BEHZEN
THE(R)RARBRFERBEZRFETT
HH o ZEEERBEERBARBEANEERREZH
M REZIREFRELRZ IBEAEE 2
EEEL - BBHE  —BEAEGRRED - &
AFHEBRFEARRIRRERFIRET -

HAMBEALTZEARZSIT :

() REARNXS

ARBIRAEEEENBRRINERNEIERER
ANBRARE ZHERER G (EERBAR
SFnaE A EmARRI(T _ EmAR R 14A.31 B U
RELETIZRARSZE - Z5ER5 2 BERS
WA IRE ETHARRIE14A53E R 14A. 545 -
BANAEEZFE LR -

NOTES TO THE FINANCIAL STATEMENTS

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

46. LOANS TO DIRECTORS (Continued)

The above relevant transactions in 2016 and 2015 were all transacted
by a subsidiary and nil by the Company.

47. RELATED-PARTY TRANSACTIONS

Related parties are those parties, which have the ability, directly or
indirectly, to control the other party or exercise significant influence
over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to
common control or common significant influence.

During 2016 and 2015, a number of banking continuing connected
transactions were entered into with related parties in the normal
course of business of the Group. These, as described in Note (a)
below and being continuing connected transactions, had been
reviewed by the Company’s independent non-executive directors in
their review of the financial statements of the Group. Based on their
review and enquiry with management, the Company’s independent
non-executive directors were satisfied that all of the continuing
connected transactions were conducted in the ordinary and usual
course of business of the Group, on normal commercial terms, and
in accordance with relevant agreements on terms that are fair and
reasonable and in the interests of the shareholders of the Company as
a whole.

Details of the significant related party transactions are as follows:

(@) Transactions with subsidiaries

The Company and its wholly-owned subsidiaries within the Group
received and incurred the following income and expense from the
continuing connected transactions (within the definition of Rule
14A.31 of the Rules Governing the Listing of Securities on the
SEHK (the “Listing Rules”)) entered into with the non-wholly-owned
banking subsidiaries during the year. The aggregate values of these
transactions are within or consistent with the respective annual caps
applicable to the Group pursuant to Rules 14A.53 and 14A.54 of the
Listing Rules.
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(LAS¥F7TA157R) (Expressed in thousands of Hong Kong dollars)

47. BREALTZRE @) 47. RELATED-PARTY TRANSACTIONS (Continued)
() EMEARNRES @) (@ Transactions with subsidiaries (Continued)
2016 2015

EHFH S (G (i) Interest received (Note (i) 14,189 12,708
ERITFESE (5E() Bank charges paid (Note (i)) (10,166) (8,766)
ENEeMEBAEEEE KA (FE (i) Rentals and related building management

fee and charges paid (Note (ii)) (18,522) (19,339)
U E RBEAEEIEE & (5 (i) Rentals and related building management

fee and charges received (Note (iii)) 9,639 9,666
BERERE (F(v) Management fees paid (Note (iv)) (18,855) (17,682)
EfRBRAESEENE (V) Insurance commission and referral

fees paid (Note (v)) (165,216) (133,376)
B U IR IR E (FE (vi) Insurance premiums received (Note (vi)) 16,394 19,258

() KRABTEEA/SAFSREBETARMRHZR
TRk

ARFRIRIT R AFIRIT R EE ALK B A B (5888 [ X
HIRITERE ) AAR R RIERFRITEREMNBR
AIZRARMBAR (HHE A rERE ) RHEE
RRITRTY - BRXELE  aBEK  XER
RITEHEP - ERREPRE  BEEARR

KREBRE -

BRAXERAE APER XEREFFEFZR
TIBR% + THZIRRER P M E MRS A RE TR
HRTERBEMES ZERTRER T AT/
£H - ERREPREREEEARLHIRE
ERBEERANL BIRTISRERM - ERREP
R 2 AR AE T 5 18 I3 S B E SR 5 - HESRTT AT IA
EEBATARIE - RETRITERBEERFTS RS
B ZBEERRRE REREMER - ATAE
B =T34 T AR 6 E A FEBA T AL L © FF
BRERTREAEET —RTISRREEFH
et o Bt - RFTSRITEEEANSRERRZ
RITRYE - THRIEEEFRRE

AFEMEEER AT 2016553,

Note:

Banking arrangements provided by the DSBG Group for companies
within the DSFH Group

DSB and other members of the Dah Sing Banking Group (collectively
the “DSBG Group”) provide standard banking services to members
of the Company and fellow subsidiaries not being subsidiaries of the
DSBG Group (collectively the “DSFH Group”) including cheque clearing,
autopay, cheque and deposit bank accounts, credit card merchant
facilities, co-branded credit cards and investment dealing.

The banking services in respect of cheque clearing, autopay, cheque
and deposit accounts are provided to the DSFH Group in the same
way as they are provided to other customers of DSBG Group under
standard account opening and other forms. The credit card merchant
facilities and co-brand credit card arrangements are provided under
normal commercial contracts and are at market standard. The standard
market practice for credit card merchant facilities is not to provide for a
fixed term, but allow for termination at the option of the bank by giving
written notice. The co-brand credit card arrangements between DSBG
Group and the DSFH Group can be terminated after the first two years
by either party giving not less than six months’ notice in writing. All such
banking services, by their nature, are not normally provided for a fixed
term. Accordingly, the banking arrangement between DSBG Group and
the DSFH Group are not for a fixed term.
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1728k ()

HAFBRITEEZRITHBRARNMATERER
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PRz —RIBITRE R 2 - BIRRIER
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ZBBERARAFRRIRE - RFRBRAE - K
MASIRFIRBRKDRES  =RE  KAEEE
ERNEMARREER - R 2HEREMIIN
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NOTES TO THE FINANCIAL STATEMENTS

47.

(@

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

RELATED-PARTY TRANSACTIONS (continued)

Transactions with subsidiaries (Continued)

Note: (Continued)

(0]

(ii)

Banking arrangements provided by the DSBG Group for companies
within the DSFH Group (Continued)

The banking services provided by DSBG’s banking subsidiaries to
the companies within the DSFH Group are banking services and
arrangements normally provided by DSBG Group to its other customers
and are conducted on normal commercial terms. The provision of such
banking services by DSBG Group to the DSFH Group enables DSBG
Group to earn reasonable income consistent with the nature and types
of the banking services.

The banking subsidiaries of DSBG Group provide commercial banking
services and products to their customers in the ordinary and usual
course of their businesses. Such services and products include the
taking of deposits (including fixed and floating term deposits and
deposits at call). Customers who place deposits with the banking
subsidiaries of DSBG Group include members of the DSFH Group.
For purposes of the Listing Rules, the placing of deposits provided
by members of the DSFH Group constitute continuing connected
transactions within the meaning of Chapter 14A of the Listing Rules.

The Directors confirm that the deposits placed by members of the
DSFH Group at the banking subsidiaries of DSBG Group are at market
rates and on normal commercial terms that are comparable or no more
favourable than those offered to independent third parties and that
no security over the assets of DSBG Group is granted in respect of
such financial assistance. On that basis, such continuing connected
transactions are exempt from complying with the reporting, disclosure
and independent shareholders’ approval requirements pursuant to Rule
14A.90 of the Listing Rules.

Lease of properties between DSIS, DSIA, DSLA and MIC and DSB, VB
and BCM

DSB, BCM and Vanishing Border Investment Services Limited (“VB”)
have leased certain of their owned properties to members of the DSFH
Group, namely, DSIS, Dah Sing Insurance Agency Limited (“DSIA”),
DSLA, Macau Insurance Company Limited (“MIC”) and DSB as their
office premises. DSB, BCM and VB received from DSIS, DSIA, DSLA
and MIC the lease rentals, and air-conditioning charges, building
management charges and other utilities charges based on the actual
amount of costs incurred. The following table summarises the leases that
have been entered into.
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47. BREEALTZR S @
() B ATNR S (@)

47. RELATED-PARTY TRANSACTIONS (continued)

(@) Transactions with subsidiaries (Continued)

& (&) Note: (Continued)
(i)  ARFRBERES - AFRBAIE - K3AE KA (i)  Lease of properties between DSIS, DSIA, DSLA and MIC and DSB, VB
REBAAFTERST « BB RORPIRZERITE 2 and BCM (Continued)
HE (&)
SAHEE
(TEEEEE
RAKRIEER)
Monthly rent (exclusive
RS HE HEHER HEZY%E of management fees and
Transaction date Contracting parties Term of lease Property subject to lease utility charges)
20135128800  AHMBOETAFRRES  2014F1A1HE EALARSES10BENE18ELE - THERAERES HK$621,600
30 December 2013 DSB leased to DSIS 201612 A31 8 15,540 F 7 R
1 January 2014 to The whole of the 18/F, Island Place Tower, 510 King’s Road,
31 December 2016 North Point, Hong Kong with a lettable floor area of
15,540 square feet
2013512800  AHMBOIEFAFRREE  2014F1A10ZE BEAE0ZBHEE  HEREAER6402THR HK$268,884
30 December 2013 DSB leased to DSIS 201612318 A portion of the 20/F., Island Place Tower with a lettable floor
1 January 2014 to area of 6,402 square feet
31 December 2016
20135128300  AHMBOETAFRRAE  2014F181HE BEAE202EMEE  HEEERER2623F IR HK$102,297
30 December 2013 DSB leased to DSIA 2016512 A31H A portion of the 20/F., Island Place Tower with a lettable floor
1 January 2014 to area of 2,623 square feet
31 December 2016
2013512 A30H HEBRTFAITAR 201451 31B% FERIIAIIE R 01504 = BHETE - BEEREA132F HK$11,756
30 December 2013 VB leased to DSLA 2016412 A31H Tk
1 January 2014 to A portion of Room 1504 of Shenzhen Development Centre,
31 December 2016 Shenzhen, People’s Republic of China, with a gross floor
area of 132 square metres
201312 A30F  EFIRERTETEMRR  2014F1A1BEE RFRFEERTAR10BR NIERE - THEEEERA MOP147,000
30 December 2013 BCM leased to MIC 2016512 A31H 924 F 77K
1 January 2014 to The whole of the 10/F. and 11/F., BCM Building, Macau with
31 December 2016 a total lettable floor area of 924 square metres
201312308  AMBIEFAFRERES  2014F1A18% BEAR19EZEHERE - AIHEEEAES6,558 AR (B HK$249,204
30 December 2013 DSB leased to DSIS 2016412 A31H 20146 A1 AL FPE5297 FTARKRE2015F108 (H2014E6 8104

AFEMEEER AT 2016553,

1 January 2014 to
31 December 2016

20HE  E—FRPEIE05FHR)
A portion of the 19/F., Island Place Tower with a lettable

H 0 EHK$201,286 % H
2015510 A20H « #—
floor area of 6,558 square feet (reduced to 5,297 square a2 2 HK$133,190 )
feet with effect from 1 June 2014 and further reduced to (reduced to HK$ 201,286
3,505 square feet with effect from 20 October 2015) with effect from 1 June
2014 and further reduced
to HK$133,190 with effect

from 20 October 2015)
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(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

47. BBEALTZRSZ @ 47. RELATED-PARTY TRANSACTIONS (Continued)

() B ATNR S (@) (@) Transactions with subsidiaries (Continued)

& (#8) Note: (Continued)

(i)  AFPTLEWETAMASEHER R AFRT (i) Leaseback of property by DSB from DSLA and lease of property by DSB
/@] High Standard 7 f ¥ % from HS

A RITEER2013F 12 308 2@ &
B RHRITEXASET LA Z - BIEZ
ik ATABHAEREHEFEL2HTEKXR

As disclosed in the DSBG’s announcement dated 30 December 2013,
a lease back agreement was entered into by DSB with DSLA on 28
December 2013 pursuant to which DSB leased from DSLA a portion

Eih T AAS R E A BB S (] g mm
BAR2,340F A R) FARMEIT - HERE RS
- H2013F 12 A28 HieE2016F 12 A 27 H
It - § A% £ 4A630,000/47T - TREEEE -

of Flat A on Basement and Portion AA on Ground Floor of Thai Kong
Building, No. 482 Hennessy Road, Hong Kong with a lettable floor
area of 2,340 square feet at a monthly rent of HK$630,000 exclusive of
management fees, government rates, electricity service charges and

BUTEM - EBERZERE - AFRITHEZWER
TRIRITDIT]E -

air-conditioning charges for a term of three years commencing on 28
December 2013 and ending on 27 December 2016. The Premises have
been used by DSB as bank branch premises.

As disclosed in the DSBG’s announcement dated 30 December 2013,
a lease agreement was entered into by DSB with High Standard

MK IR ITEENR2013FE12 A0 2 @S
W5 - K#FER7TEEHigh Standard Investment
Limited ([High Standard |) 2z fl &% - R
Wik - KFTERTTHE High Standard A&t &
REES105BBAEI1TEZ —H2EARDE
B Al AEEEELNA4,581F R A=
F H2014F1H1H # £20165F12 A31H
IE - A7174,078 % T - TRIEEEE - BT=
- BEBERERE -

Investment Limited (“HS”) on 30 December 2013 pursuant to which
DSB has leased from HS a portion of the 17th Floor of Island Place
Tower, Island Place, 510 King’s Road, North Point, Hong Kong as its
office premises with a lettable floor area of approximately 4,581 square
feet at a monthly rent of HK$174,078 exclusive of management fees,
government rates, electricity service charges and air-conditioning
charges for a term of three years commencing on 1 January 2014 and
ending on 31 December 2016.
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47. BREEALTZR S @
() B ATNR S (@)

it ()
(iv)  EAFTIRITRORFIRE R RIT M RITERARTS =%

%2013¢12H 308 - 7:%&%&??(&%%%’&5
SRPIRERTT) BAAN A RIFT S B IS RATHUR

i%bﬁaa ° Hﬁi%%aﬁZlmiﬁ%:i ' B20144F

1A1BEEW - £20164F 12 A31 B IE -

IRIBIR A RIS Wk BT 7] IRTG sk~ RFTERITE
RERAMEREEKE R ARME TERRT
BURT - ZERBEZBE TSR

U BIRY - BIEEBUREIE « SIEN RS E
% AREE R XBRERRE
HER

. AR A
& - Rk

AWE  RNEEZ AR B
B REXERMERE X

. BRAFE RSB EAERE T REHRSE
(%e78 T2 ERIE ) »

BFREARFNIRITBEARDKNAEE - FBAE 2
BREAE IR MY B B A AR & Bl B 1E
TEMARREITREERMRY - K EEER
ARFTeRMEBRHUZERS IR SRER

Uit B R 3 #R 1T 5= B A B2 (1 5% 5 AR A5 5 AT 2B A 2 K
Ao S RIRITE B A ABRETERERE
BREE

AFEMEEER AT 2016553,

47.

(@

RELATED-PARTY TRANSACTIONS (continued)

Transactions with subsidiaries (Continued)

Note: (Continued)

(iv)

Computer and Administrative Services Agreement with DSB and BCM

On 30 December 2013, DSB (and its subsidiaries including BCM)
entered into a computer and administrative services agreement with the
Company. The Services Agreement was for a fixed term of three years
with effect from 1 January 2014 and ending on 31 December 2016.

Pursuant to the services agreements, DSB has agreed to provide
members of the DSFH Group with certain computer and administrative
services. These services principally consist of the following:

o computer services including data processing, printing and
enveloping, system development, technical support, disaster
recovery and contract management;

o administrative, company secretarial, internal audit, compliance,
operational, risk management, investment custodian and treasury
operations; and

o secondment of, and provision of services by, staff to the DSFH
Group (collectively, the “Services”).

With the stronger pool of resources and functional expertise of DSB
which historically has been operating to provide administrative and
computer services to other companies within the DSFH Group on a cost-
recovery basis, the provision of the Services to the DSFH Group at a fee
enables DSBG Group to continue to expand its scale and operational
capabilities while costs incurred by DSBG Group in providing the
Services are recovered from the DSFH Group.
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NOTES TO THE FINANCIAL STATEMENTS

47.

(@

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

RELATED-PARTY TRANSACTIONS (continued)

Transactions with subsidiaries (Continued)

Note: (Continued)

v)

Distribution and Agency Agreements and other business referral
services

(a) Distribution and Agency Agreements with DSB and BCM

On 30 December 2013, DSIS and DSIA entered into distribution
agreements and underlying agency agreements with DSB for the
marketing and distribution of life and general insurance products through
DSB’s branch networks for a fixed term of three years with effect from 1
January 2014. On the same day, MIC and MLIC entered into distribution
agreements and underlying agency agreements with BCM for the
marketing and distribution of life and general insurance products through
BCM'’s branch network for a fixed term of three years with effect from 1
January 2014.

Pursuant to the distribution agreements entered into by DSIS with DSB
(the “DSIS Distribution Agreements”), DSB markets and distributes such
life assurance products as agreed between the parties from time to time
for the DSFH Group through its branch and other distribution networks
and its subsidiaries.

Pursuant to the DSIS Distribution Agreements, DSB has entered into an
agency agreement with DSIS (the “DSIS Agency Agreements”) in respect
of the sale of life assurance policies in return for commission payments
as agreed between the parties from time to time. Under the terms of the
DSIS Agency Agreements, the commission payable by DSIS to DSB in
respect of such life assurance products shall vary, depending on the
product type, between 1% and 50% of the first year’s premium received,
plus up to 24% of the renewal premiums in respect of certain policies.

Pursuant to the distribution agreements entered into by DSIA with DSB
(the “DSIA Distribution Agreements”), DSB markets and distributes such
general insurance and life assurance products as agreed between the
parties from time to time for the DSFH Group through its branch and
other distribution networks.
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RBFIASHEERDHEASREBER °
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AFEMEEEGR AT 2016553,

47.

(@)

RELATED-PARTY TRANSACTIONS (continued)

Transactions with subsidiaries (Continued)

Note: (Continued)

v)

Distribution and Agency Agreements and other business referral services
(Continued)

(@) Distribution and Agency Agreements with DSB and BCM
(Continued)

Pursuant to the DSIA Distribution Agreements, DSB has entered into an
agency agreement with DSIA (the “DSIA Agency Agreements”) in respect
of the sale of certain general insurance and life assurance products in
return for commission payments, as agreed between the parties from
time to time. Under the terms of the DSIA Agency Agreements, the
commission payable by DSIA to DSB in respect of:

(1) general insurance products shall vary, depending on the product
type, between 1% and 30% of each year’s premium received in
respect of a new or renewal policy; and

2) life assurance products shall vary, depending on the product type,
between 1% and 50% of the first year’s premium received, plus
up to 24% of the renewal premiums in respect of certain policies.

Pursuant to the distribution agreement entered into by MLIC with BCM
(the “MLIC Distribution Agreement”), BCM markets and distributes such
life assurance products as agreed between the parties from time to time
for MLIC through its branch and other distribution network.

Pursuant to the MLIC Distribution Agreement, BCM has entered into an
agency agreement with MLIC (the “MLIC Agency Agreement”) in respect
of the sale of life assurance policies in return for commission payments
as agreed between the parties from time to time. Under the terms of the
MLIC Agency Agreement, the commissions payable by MLIC to BCM in
respect of such life assurance products shall, initially, not be less than
10% of the first year’s premium received and which may vary depending
on the product type and change between the parties from time to time,
and in respect of certain types of policies, an agreed percentage of

renewal premiums.

Pursuant to the distribution agreement entered into by MIC with BCM
(the “MIC Distribution Agreement”), BCM markets and distributes such
general insurance products of MIC as are agreed between the parties
from time to time through its branch and other distribution network.
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NOTES TO THE FINANCIAL STATEMENTS

47.

(@)

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

RELATED-PARTY TRANSACTIONS (continued)

Transactions with subsidiaries (Continued)

Note: (Continued)

v)

Distribution and Agency Agreements and other business referral services
(Continued)

(a) Distribution and Agency Agreements with DSB and BCM
(Continued)

Pursuant to the MIC Distribution Agreement, BCM has entered into an
agency agreement with MIC (the “MIC Agency Agreement”) in respect
of the sale of general insurance products in return for commission
payments, as agreed between the parties from time to time. Under the
terms of the MIC Agency Agreement, the commission payable by MIC
to BCM in respect of general insurance products shall vary, depending
on the product type, between 10% and 50% of each year’s premium
received in respect of new or renewal policies.

In respect of each of the DSIS, DSIA, MLIC and MIC Distribution
Agreements (collectively the “Distribution Agreements”), DSIS and DSIA
shall each reimburse or pay on behalf of DSB, and MLIC and MIC shall
each reimburse or pay on behalf of BCM, agreed expenses including the
registration fees for licences for the bank staff to sell insurance, sales
incentives, marketing expenses and other costs and expenses related to
the performance of the Distribution Agreements.

Each of the Distribution Agreements is on a mutually non-exclusive basis
and is for a three-year fixed term with effect from 1 January 2014. Each
of the DSIS, DSIA, MLIC and MIC Agency Agreements (collectively the
“Agency Agreements”) is on a mutually non-exclusive basis for a three-
year fixed term with effect from 1 January 2014, save that the provisions
relating to the payment of outstanding renewal premiums shall remain in
force until payment is received in full.

The distribution and agency arrangements described above, including
the commission rates set out in the various sets of Distribution
Agreements and Agency Agreements, are consistent with normal
arrangements between banks and insurance companies in the Hong
Kong and Macau markets, and will provide DSBG Group with insurance
products and services to be offered to the customers of the banking
subsidiaries of DSBG Group. The distribution of different types of
insurance products through the respective bank branches and other
distribution networks of DSB and BCM in return for a commission
income to be paid by the DSFH Group will also produce fee income
which will be of benefit to DSBG Group.
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47. BBEALTZRSZ @ 47. RELATED-PARTY TRANSACTIONS (Continued)

() B ATNR S @) (@) Transactions with subsidiaries (Continued)

& (#) Note: (Continued)

) EN R R TR 23 R B A 2 A A RS (48) (v) Distribution and Agency Agreements and other business referral services
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AFEMEEEGR AT 2016553,

(Continued)

(b) Business referral services

On 30 December 2013, DSBG entered into a cooperation agreement with
the Company pursuant to which and as part of their respective usual
and normal course of business currently conducted, members of DSBG
Group may refer to members of DSFH Group business opportunities for
life and general insurance policies to be underwritten by any member(s)
of DSFH Group, either directly or via their sole agents, if any, from time
to time. There is no commitment on any member of DSBG Group to
refer to member(s) of DSFH Group such transactions of any minimum or
maximum number and/or amount. The cooperation agreement is on a
mutually non-exclusive basis and is for a three-year fixed term with effect
from 1 January 2014. Where concluded between the relevant parties, the
terms and conditions for the provision of such business referral services
shall be, if required, reduced into individual written agreement(s).

Pursuant to the cooperation agreement, the fee income actually received
shall either on normal commercial terms or, if there are not sufficient
comparable transactions to judge whether they are normal commercial
terms, on terms no less favourable to relevant member(s) of DSBG Group
than terms available from independent third parties. The fee income is
payable by cheque(s) monthly in arrears.

Insurance services provided by DSI (1976), DSLA, MIC and MLIC

The insurance policies underwritten by Dah Sing Insurance Company
(1976) Limited (“DSI (1976)”) and MIC in the name, and for the benefit, of
DSB and other members of DSBG Group and their respective customers
are subject to renewal annually. The group life assurance policies
underwritten by DSLA and MLIC in relation to the provision of insurance
cover for the death and/or critical illness of the employees of DSB and
other members of DSBG Group are subject to renewal annually.

The master policies between DSLA and DSB in relation to the provision
of insurance cover for their respective customers are for a fixed term of
three years with effect from 1 January 2014.
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NOTES TO THE FINANCIAL STATEMENTS

47.

(@)

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

RELATED-PARTY TRANSACTIONS (continued)

Transactions with subsidiaries (Continued)

Note: (Continued)

(vi)

Insurance services provided by DSI (1976), DSLA, MIC and MLIC
(Continued)

DSI (1976) underwrites general insurance policies in the name, and
for the benefit, of DSB and other members of DSBG Group and their
respective customers including policies covering domestic motor,
property all risks, public liability, money, electronic equipment,
employees’ compensation and group personal accident. Such policies
are subject to renewal annually.

DSLA underwrites insurance policies to cover the death and/or critical
illness of certain borrowing customers of DSB and employees of DSB
and other members of DSBG Group. The provision of the insurance
cover for customers is set out in the terms and conditions of the relevant
bank borrowing arrangement. Such policies can be terminated within
two months in the event of non-payment of premiums.

MIC underwrites insurance policies in the name, and for the benefit, of
BCM and its customers including policies covering medical, personal
accident, employees’ compensation, motor fleet, properties, civil liability
and money. Such policies are subject to renewal annually.

MLIC underwrites life insurance policies to cover the death and/or critical
illness of BCM’s pension plan members and such policies are subject to
renewal annually.

The premiums payable under such insurance policies are payable
in arrears on a monthly basis and are calculated by reference to the
outstanding credit balances in respect of each of the products to which
they relate.

The insurance policies are procured by DSBG Group to enable certain
of the DSBG’s subsidiaries, namely DSB and BCM, to comply with
relevant regulatory requirements in reducing the risks to DSBG Group’s
assets, businesses and operations and/or to provide additional services
to DSBG Group’s customers. In addition, the Directors consider that
the insurance services by DSI (1976), DSLA, MIC and MLIC are effective
and the fees proposed by DSI (1976), DSLA, MIC and MLIC respectively
are comparable to those offered by other insurance companies in the
market.

On 30 December 2013, DSBG entered into a cooperation agreement with
the Company pursuant to which members of the DSFH Group would
provide insurance services to DSB and other members of DSBG Group.
The cooperation agreement was for a fixed term of three years with
effect from 1 January 2014 and ending on 31 December 2016 (both days
inclusive).
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47.

(b)

RELATED-PARTY TRANSACTIONS (continued)
Key management personnel

(i) Material transactions and balances with directors and key
management personnel

The Group provides credit facilities to, and takes deposits from
the Group’s key management personnel, their close family
members and entities controlled by them. For the year ended 31

BB ¢ December, the following balances were outstanding:
2016 2015
ERRIR Loans and advances 24,916 25,121
TR Deposits 370,269 192,083
AREA 2 BEFRE Undrawn commitments 4,268 3,695
EiR Guarantee 1,095 1,095

(i) ETEEHEALSHE

ARBEBEEBAEANITES - HRMH
EBEELZHHRHFES o

() BREQNARAEEZFHNERZXEZR
SER

FR AEEBRINBHELTDEERAT
142,741,0007%5 7.(2015%F : 158,071,000 7T ) I%
BIA o FA - REEEE— L E G E BRI
FEEBRARZER - mMER20165 12 531 H
k48275 7,830,000% 7T (20154 56,293,000
BIT) o

AFEMEEER AT 2016553,

(c)

(i)  Remuneration of key management personnel
Key management personnel of the Company are executive

directors and their remunerations are included under Note 15.

Transactions and balances with associate and jointly
controlled entity

During the year, the Group received from BOCQ, an associate,
dividend income of HK$142,741,000 (2015: HK$158,071,000).
During the year, the Group received deposits from Bank Consortium

Trust Company Limited, a jointly controlled entity and the balance
of deposit as at 31 December 2016 was HK$7,830,000 (2015:
HK$56,293,000).
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T 7A7517R) (Expressed in thousands of Hong Kong dollars)

48. SHARE-BASED COMPENSATION PLANS

Share-based compensation, pursuant to the Company’s Share Option
Schemes (the “DSFH Schemes”) and the Share Option Schemes of its
subsidiary, Dah Sing Banking Group Limited (the “DSBG Schemes”),
is available to directors and senior executives of the Group. Details of
the share-based compensation paid to directors are disclosed in Note
15.

(@) DSFH Schemes

The share option scheme of the Company adopted on 28 April 2005
(the “Old DSFH Scheme”) had expired on 28 April 2015. On 27 May
2015, the shareholders of the Company approved the adoption of
a new share option scheme (the “New DSFH Scheme”). No further
share options can be offered under the Old DSFH Scheme after its
expiration but the provisions of the Old DSFH Scheme remain in full
force and effect to the extent necessary to give effect to allow the
grantees to exercise share options granted prior to the expiration of
the Old DSFH Scheme but not yet exercised at the time of expiration.

Under the Old DSFH Scheme, the Company issued to certain
directors and employees of its subsidiaries share options on terms
that allow the Company the choice of making cash payments,
determined based on the intrinsic value of each share option, instead
of allotting newly issued shares to the directors or employees at the
date of exercise. The Company has adopted the cash settlement
practice and intends to continue this practice in respect of the existing
share options issued.

The share options were granted in accordance with the terms
and conditions of the Old DSFH Scheme. The exercise price per
option share was concluded by the Nomination and Remuneration
Committee on behalf of the Board of the Company on the basis no
less exacting than the requirement set out in Rule 17.03(9) of the Rules
Governing the Listing of Securities on the SEHK and was determined
as no less than the highest of (i) the closing price of the Company’s
shares traded on the SEHK on the date of grant; and (ii) the average
closing price of the Company’s shares traded on the SEHK for the five
business days immediately preceding the date of grant. For options
granted before the commencement of the Companies Ordinance
(Cap. 622) on 3 March 2014, the nominal value of the Company
shares of HK$2 each in the capital of the Company had been taken
into account in determining the exercise price per option share. The
exercise period is between the first and sixth anniversaries from the
date of grant.
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48. SHARE-BASED COMPENSATION PLANS (continued)
(b) DSBG Schemes

The respective shareholders of the Company and DSBG approved
the adoption of a new share option scheme of DSBG (the “New
DSBG Scheme”) and, at the same time, the termination of the Share
Option Scheme adopted by DSBG on 12 June 2004 (the “Old DSBG
Scheme”) at the respective annual general meeting held on 27 May
2014. No further options can be offered under the Old DSBG Scheme
after its termination, but the provisions of the Old DSBG Scheme
remain in full force and effect to the extent necessary to give effect
to allow grantees to exercise share options granted prior to the
termination of the Old DSBG Scheme but not yet exercised at the time
of termination.

Under the Old DSBG Scheme, DSBG issued to certain directors
and employees of its subsidiaries share options on terms that allow
DSBG the choice of making cash payments, determined based on the
intrinsic value of each share option, instead of allotting newly issued
shares to the directors or employees at the date of exercise. DSBG
has the intention to adopt cash settlement practice in respect of the
share options granted prior to year 2012. For share option issued in
2012 and afterwards, DSBG has the intention to settle its obligations
by issuing new shares.

The share options were granted in accordance with the terms
and conditions of the Old DSBG Scheme. The exercise price per
option share was concluded by the Nomination and Remuneration
Committee on behalf of the Board of DSBG on the basis no less
exacting than the requirement set out in Rule 17.03(9) of the Rules
Governing the Listing of Securities on the SEHK and was determined
as no less than the highest of (i) the closing price of DSBG’s shares
traded on the SEHK on the date of grant; and (ii) the average closing
price of DSBG’s shares traded on the SEHK for the five business days
immediately preceding the date of grant. For options granted before
the commencement of the Companies Ordinance (Cap. 622) on 3
March 2014, the nominal value of DSBG’s shares of HK$1 each in
the capital of DSBG had been taken into account in determining the
exercise price per option share. The exercise period is between the
first and sixth anniversaries from the date of grant.



B H5 Rk M et

48. DR AER BT E 20

NOTES TO THE FINANCIAL STATEMENTS

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

48. SHARE-BASED COMPENSATION PLANS (continued)

BAHESHMESERFZRRE : Share options granted under the Old DSFH Scheme:
BRITEE(ER)
RFH 5l BT T Exercise price
Date of grant Type Vesting period Exercise period per share (HK$)
201112 A12H AR e fF 2011 F12A12HE 2012F 12 A12HE
201612 A 12 H 201712 A12H
12/12/2011 Cash-settled 12/12/2011-12/12/2016 12/12/2012-12/12/2017 38.35
2012412 A 21 H AR & A3 201212 421 BZE 201312 421 BHZE
201712 A21H 201812 A21H
21/12/2012 Cash-settled 21/12/2012-21/12/2017 21/12/2013-21/12/2018 31.88

Rt B XMBELE20164F12 431 H
1F o WEAARREREATSRTERL

BAHBITEEETBR T 2R RE

No share options had been granted under the New DSFH Scheme

since the date of its adoption to 31 December 2016.

Share options granted under the Old DSBG Scheme:

BRITEE(ER)

RFH BAl BT FEH T Exercise price

Date of grant Type Vesting period Exercise period per share (HK$)
201112 A 128 B ff 2011F12 A12HZ2 2012F12 A12H2
2016412 4121 2017412 A12H

12/12/2011 Cash-settled 12/12/2011-12/12/2016 12/12/2012-12/12/2017 8.91
201212 A21 8 PARR#E 2 £ 201212 A21 A% 201312 A21HE
2017F 12 A21H 201812 A21H

21/12/2012 Equity-settled 21/12/2012-21/12/2017 21/12/2013-21/12/2018 7.96
201463 A 26 H VARG S A5 201493 A26HZ 2015326 HE
201943 A 26 H 202043 26 H

26/03/2014 Equity-settled 26/03/2014-26/03/2019 26/03/2015-26/03/2020 11.68

AFRTEEFTEEHKMNBELE2016F 12 A
31 Bt WEEMRRERE R IRITE BT
BIF o

No share options had been granted under the New DSBG Scheme
since the date of adoption to 31 December 2016.
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48. RGO AER B E w0
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48. SHARE-BASED COMPENSATION PLANS (continued)

Share-based compensation charged to income statement is as

T follows:

2016 2015
PARS R S AN 2 AR Rk Equity-settled options 1,101 1,961
AR & S 1+ 2 3R A% Cash-settled options 11,497 1,165
B&f Total 12,598 3,126
UB2F 2R R E Cash-settled options

S KHT & B E A B AT IRIT S B E S B
BYZUReXNNRBEE  ARECR&ER
1 528.57,525,000 7% 7T (2015 £F : 46,028,000 % 7T )
REBZERREATEZEE - thAFETIA
—EAHREERAR TR X RREE -

With respect to the cash-settled options granted under the Old DSFH
Scheme and the Old DSBG Scheme described above, the Group
has recorded liabilities of HK$57,525,000 (2015: HK$46,028,000) in
respect of the fair value of the share options at the reporting date. The
fair value is determined by using the Trinomial Option Pricing Model,

and based on the major assumptions set out in the following tables.

PN kALY HE
Old DSFH Scheme
2016 2015

20125 2011 20124 20114

12218 128120 12A21H 12A12H

21 December 12 December 21 December 12 December

B¥H Grant date 2012 2011 2012 2011
ARER12 A31 BZRE(BT) Share price of the Company

as at 31 December (HK$) 52.45 52.45 38.75 38.75

IEE(ET) Exercise price (HK$) 31.88 38.35 31.88 38.35

TEEtRIE (7 () Expected volatility (Note (i)) 35.36% 35.36% 36.33% 36.33%

FH (%) Time to maturity (years) <2 < <3 <2

BRI (R (i) Risk free rate (Note (ii) 1.07% 0.84% 0.74% 0.51%

TRETAR S (3 (iif) Expected dividend rate (Note (iii)) 2.96% 2.96% 2.67% 2.67%

AFEMEEEGR AT 2016553,



B H5 Rk M ot

48. LR D EEREREETE @
UBLF(1 2R KR &)

®FH

NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

48. SHARE-BASED COMPENSATION PLANS (continued)

Cash-settled options (Continued)

RIBRITEEETE
Old DSBG Scheme

2016 2015

2011 & 20114

12A12H 12 A12H

12 December 12 December

Grant date 2011 2011

KFRITEBEMN12 A31 B 2B (BT)

1IE(E (7T)
TE&HE R (R ()
FHI(F)

4 3B 12 (B (i)
TEET AR S = (5 (iii))

i

(i) AR ERRRENTAE B ZABE —FARR A
RARFRITEEOEANKEMTE - WERR
BEARRARAFIRITERERE ZRIE - B X
ARABERE 2 FHAZEGKE  WEREANE
8o

(i) ERERANXSEHRFHIBBINEESREZNR

(i) FEFTREERTIIBAREMET °

RIRERNR TEEEZMEEENRSWE - &
AFEBEAZEN 201612 A 31 H 455,842,000
77T (2015 4F : 32,628,000 7T) °

Share price of DSBG

as at 31 December (HK$) 14.26 13.72
Exercise price (HK$) 8.91 8.91
Expected volatility (Note (i) 30.62% 34.33%
Time to maturity (years) <1 <2
Risk free rate (Note (ii)) 0.84% 0.51%
Expected dividend rate (Note (iii)) 2.75% 2.50%
Note:

(i) Expected volatility is determined by calculating the historical volatility

of the share price of the Company and DSBG, as applicable, during the
one year period immediately preceding the measurement date and is
based on the assumption that there is no material difference between
the expected volatility over the time to maturity of the options and the
historical volatility of the share prices of the Company and DSBG as set
out above.

(ii) Risk free rate is the Hong Kong Exchange Fund Notes yield of relevant
time to maturity.

(iii) Expected dividend rates are based on historical dividends.

The total intrinsic value of the share options for which the grantees’
right to receive cash on a vested basis as of 31 December 2016 is
HK$55,842,000 (2015: HK$32,628,000).

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016

297



298

B H5 Rk M et

NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

48. LARH HER R E (=«

HUREZ 2R RE

BB AFIRTTRBER SR T 2 AR
BB - R T A2 A FETIA=RA B

EEEAGE -

RFRITEEFAEBRMALE20165F12 A
318 - WEERARES T 2 RBRERE AR IR
TTEREF 8 -

2 2 R B R T 91T 1 2 2 8

48. SHARE-BASED COMPENSATION PLANS (continued)

Equity-settled options

With respect to the equity-settled options granted under the Old
DSBG Scheme described above, the fair value is determined by using
the Trinomial Option Pricing Model at the date when the options are
granted.

No equity-settled options had been granted under the New DSBG
Scheme since the date of adoption to 31 December 2016.

Movements in the number of share options granted and their related

T € weighted average exercise prices are as follows:
KiTeRETE RERTREE:TE
0ld DSFH Scheme 0ld DSBG Scheme
2016 2015 2016 2015
RYABE RFHEE
RTTRE RFMEE KIBREE AR5

KifeR Mg¥s5 Nk Mg RMER il 337 AET Mg
MRS fitE Al fife BH#E fiE bk fife
R #E () e (B71)  Numberof (BT)  Numberof (%7)
Number of Weighted Number of Weighted DSBG Weighted DSBG Weighted
DSFH shares average  DSFH shares average shares average shares average
in share exercise in share exercise in share exercise in share exercise
options price options price options price options price
granted (HKS) granted (HKS) granted (HKS) granted (HKS)
i At 1 January 834,454 35.92 1,199,528 36.10 11,880,959 8.69 12,150,982 8.69
BT Granted - - - - - - - -
ERH Expired - - - - - - - -
Bfift Exercised - - - - (1,495,507) 8.12 (270,023 8.82
BIE/ R Cancelled/forfeited - - (385,074) 3650 - - - -
12318 At 31 December 834,454 35.92 834,454 3692 10,385,452 8.77 11,880,959 8.69
12 B3I BaTfE Exercisable at 31 December 771,870 36.25 604,980 36.34 9,429,992 8.78 8,474,534 8.69

AFEMEEEGR AT 2016553,
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NOTES TO THE FINANCIAL STATEMENTS

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

48. SHARE-BASED COMPENSATION PLANS (continued)

The Company’s share options outstanding as of 31 December
2016 have exercise prices in the range of HK$31.88 to HK$38.35
(2015: HK$31.88 to HK$38.35), and a weighted average remaining
contractual life of 1.33 years (2015: 2.33 years). In respect of directors
and senior executives of the Group, their applicable DSBG’s share
options outstanding as of 31 December 2016 have exercise prices in
the range of HK$7.96 to HK$11.68 (2015: HK$7.96 to HK$11.68), and
a weighted average remaining contractual life of 1.2 years (2015: 2.3
years).

49. OFFSETTING FINANCIAL ASSETS AND FINANCIAL
LIABILITIES

Financial assets and liabilities are presented net when there is a legally
enforceable right to offset the recognised amounts and there is an
intention to settle them on a net basis, or realise the asset and settle
the liability simultaneously.

(@) Financial assets and liabilities subject to netting
agreement and offset on the statement of financial
position

The Group maintains an account with the Hong Kong Securities
Clearing Company Limited (“HKSCC”) through which it conducts
securities trading transactions for its customers.

In presenting the amounts due from and to HKSCC, the Group has
offset the gross amount of the accounts receivable from and the
gross amount of the accounts payable to HKSCC. As at 31 December
2016, the net amount was a receivable and was included in “Accounts
receivable and prepayments” in Note 33; and as at 31 December
2015, the net amount was a payable and was included in “Other
accounts and accruals”. The amounts offset are shown below.
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NOTES TO THE FINANCIAL STATEMENTS

(BAS¥F7TA15)7R) (Expressed in thousands of Hong Kong dollars)

49. TREERSENYHE@

() RBEAEHEEEICHEMBARR
RAYH EREEREE @

49. OFFSETTING FINANCIAL ASSETS AND FINANCIAL
LIABILITIES (continued)

(@) Financial assets and liabilities subject to netting
agreement and offset on the statement of financial
position (Continued)

2016 2015
JEUE B REE 2 RIAETR Gross amount of accounts receivable
from HKSCC 41,492 10,748
JERT BB REH 2 FRIBHEFE Gross amount of accounts payable
to HKSCC (329) (31,068)
M (FEfT) BEP REE FE Net amount due from/(to) HKSCC 41,163 (20,320)

(2) RERFAERFERBEMBRR X
REHzEMEEREE

BEFECELH

AEEEEARERIHFIVARFRLEER
- LWREEERR  FREEEHHERE - —8
HBREBOEMH  AESRRZIHF ZARATERZS
BerIt - MAEBRFERHSIRFEREE -
WSFRAERNEMN  AERHTFZIRIEUNEHE
BER—RITIEEMBARRTHHEERE

&E o

TRIRZEHE AABR N2 RBFREER
HER AR B PR A RO B T ELFHIS o

AFEMEEEGR AT 2016553,

(b) Financial assets and liabilities subject to netting
agreement but not offset on the statement of financial
position

Master netting arrangements

To mitigate credit risks, the Group enters into master netting
arrangements with counterparties whenever possible. Netting
agreements provide that, if an event of default occurs, all outstanding
transactions with the counterparty will be terminated and all amounts
outstanding will be settled on a net basis. Except for the event of
default, all outstanding transactions with the counterparty are settled
on a gross basis and generally do not result in offsetting the assets
and liabilities in the statement of financial position.

The following tables present details of financial instruments subject
to offsetting, enforceable master netting arrangements and similar
agreements.
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49. TREERSBENHE@

NOTES TO THE FINANCIAL STATEMENTS

(2) SEEFAERFEEBREEMBRRE
AEEceRMEERERS @

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

49. OFFSETTING FINANCIAL ASSETS AND FINANCIAL
LIABILITIES (continued)

(b) Financial assets and liabilities subject to netting
agreement but not offset on the statement of financial
position (Continued)

R FREAE T () Master netting arrangements (Continued)
URANERARARE RBLE
Related amounts not set off in the
statement of financial position
REH A
HECEED  REEHARA THRAREEH
SHEREE TooREERE Y REHE
Gross amounts Net  SRIE(BE i Pk
2k of recognised amounts of FBLEAR) Amounts not
SREEBE  financialliabilites  financial assets Financial subject to
Gross amounts setoffinthe  presented inthe instruments BhBEER enforceable
of recognised statement of statementof ~ (includingnon-  Cash collateral et netting At
016F12831F  At3! December 2016 financial assets financial position  financial position ~ cash collateral) received Net amount agreements Total
SHEE Financial assets
fiEeRId Derivative financial instruments 816,223 - 816,223 (579,441) (2,141) 209,641 361,099 1177322
UEANERARARE RBLE
Related amounts not set off in the
statement of financial position
REHR A
BEZBRY  RERRARAN ToRAREEH
SHEREE TooRAERE Y2 RS
Gross amounts Netamounts ~ £RTE(8f i Pk
a2} of recognised of financial LR Amounts not
SHERHE financial assets liahilities Financial subject to
(Gross amounts setoffinthe  presented in the instruments BERBLEA enforceable
of recognised statement of statementof ~ (includingnon-  Cash collateral it netting At
N16%12831F  At31 December 2016 financial liabilities ~ financial position ~financial position ~ cash collateral) placed out Net amount agreements Total
SHER Financiallibilties
Fist Deposts from banks 466,306 - 466,306 (466,306) - - 1,851,897 2,318,203
fiERIA Derivative financial instruments 1,142,821 - 1,142,821 (579,441) (98,173) 465,207 200,597 1,343,418
BERERENAR  Trading liabiities 7,748,867 - 7,748,867 (7,184759) - 564,134 - 7,748,887
LU Other accounts and accruals 186,967 - 186,967 (186,987) - - 5,212,398 5,399,385
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NOTES TO THE FINANCIAL STATEMENTS

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

49. eREEHEBENEHE @ 49. OFFSETTING FINANCIAL ASSETS AND FINANCIAL
LIABILITIES (continued)

(2) SFERETHERBEEVEMRRE (b) Financial assets and liabilities subject to netting

ANEEceMEERERS @ agreement but not offset on the statement of financial

position (Continued)
R FREAE T () Master netting arrangements (Continued)
UEANBRAANEE AELE

Related amounts not set offin the
statement of financial posttion

RuERER
HE7RER  NERREA
SHEEEE  ToRERES R
Y7 R
Gross amounts Nt SBTA(EE Pk
B of recogrised amountsof  FEREHERR) Amounts not
SHAELE  financialabities  financial assets Financal subject to
Gross amounts setoffinthe  presentedin the instruments ek enforceable
ofrecogrised statement of siatementof (ncludingnon-  Cash collateral 7 netting A
155127318 At31 December 2015 financial assets financial position financial position cash collateral) received Net amount agreements Total
SREE Financial assets
DEETaL Derivative financial instruments 565,147 - 565,147 (486,594) (18.219) 60,340 535,363 1,100,710
UERMEIIAN S AELE
Related amounts not set offin the
statement of financial position
RikRER
HE7EEE  NIERREA TR izEN
SHERLE T eRRERE B2 FEE
Gross amounts Netamounts ~ £BIA(9% i vkt
BETLE ofrecogrised offiancel  FREERR) Amourts not
AEEE  financial assets liabilties Financia Subject fo
Gross amouns setoffinthe  presentedin the nstuments  EEABLER enforceable
of recognised statement of statement of (including non- Cash collateral 8 netting H
15127318 At31 December 2015 financial liabiies financial position ~ financial position cash collateral) placed out Net amount agreements Total
SHER Financialliblties
FER Depostts from banks 43914 - 43914 (3.914) - - 1,506,997 1550911
i 20 Derivative financial instruments 1,292,261 - 1,292,261 (486,504) (446,015) 359,652 208,330 1,500,591
BEEERENAR  Trading liabiities 6,270,630 - 6,270,630 (6,261,578) - 9,052 - 6,210,630
AHERE R Other accounts and accruals 123211 - 123211 (123,274) - - 5,862,628 5,785,899
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

TIREBAKE 2 ERHERR K Z B M
MER - B IREFET I MK Z —FFD

1. BERERBREZBEIIDH

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

The following information relates to the Group and is disclosed as part
of the accompanying information to the financial statements and does

not form part of the audited financial statements.

(B) BITES B2 EFERBE (LLERA (@
BoERUAZEARRENEI LD

ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES

Gross advances to customers by industry sector
classified according to the usage of loans and analysed

) by percentage covered by collateral
2016512 A31H 2015% 12 A31H
At 31 December 2016 At 31 December 2015
ExaE Bues
SZEARRE ZHEARRE
ZEA ZADH
% of gross % of gross
REEEH advances REEEH advances
Outstanding covered Outstanding covered
balance by collateral Balance by collateral
EEBEANER Loans for use in Hong Kong
IEsR Industrial, commercial and financial
- MEER - Property development 2,317,648 82.0 1,909,605 66.5
—MERE - Property investment 15,095,225 99.3 16,136,906 98.5
— SRt - Financial concerns 4,259,982 26.6 1,118,110 30.7
—RELLE - Stockbrokers 1,804,854 44.9 965,931 45,1
—HERTEX - Wholesale and retail trade 4,543,621 88.5 4,144,996 90.1
—BlEx - Manufacturing 2,435,207 94.0 3,026,032 935
— B REHRE - Transport and transport equipment 3,508,563 78.8 3,713,584 89.1
—FREES) - Recreational activities 78,395 97.4 262,522 56.5
— &R - Information technology 74,186 87.7 72,019 89.1
—Hft - Others 5,180,298 82.2 5,454,602 83.3
39,297,979 82.2 36,804,307 88.5
EA Individuals
-BE [REEHEE] - Loans for the purchase of flats in
[AAZEREHE & Home Ownership Scheme,
[HEBEEHE] BF Private Sector Participation
=6 Scheme and Tenants
Purchase Scheme 756,457 100.0 869,023 100.0
—BEEMEENEER - Loans for the purchase of
other residential properties 22,230,051 99.9 21,260,300 99.9
~ERFREX - Credit card advances 4,377,622 = 4,465,225 =
—Hfth - Others 11,092,297 43.9 9,217,401 375
38,456,427 72.4 35,811,949 71.4
EEBERANER Loans for use in Hong Kong 77,754,406 774 72,616,256 80.1
BE5mE GE(1) Trade finance (Note (1)) 7,723,386 66.2 7,394,880 66.5
B BLAIME AR E R Loans for use outside
(7F2) Hong Kong (Note (2)) 28,176,929 74.0 29,614,188 68.7
113,654,721 758 109,625,324 76.1
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

1. BERRSBEZEIND @ 1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

() RITESPEZ2EFERABE(LERHA (@) Gross advances to customers by industry sector
BoERUSERARRENEI LS classified according to the usage of loans and analysed
) () by percentage covered by collateral (Continued)

G Notes:

(1) B Rz B SmEABRERTALERELE 2 (1) Trade finance shown above represents loans covering finance of
s moEAREED - HOMEOMNFE - imports to Hong Kong, exports and re-exports from Hong Kong and
NREmEFRESEZ K - merchandising trade classified with reference to the relevant guidelines

issued by the HKMA.

THERBAZESMEER (BREXMEITZEIN Trade finance loans not involving Hong Kong (including trade
IRITMTBA R T2 EFRE ) 418 297,335,000 finance extended by the overseas subsidiary banks of DSB) totalling
#7t(2015412 A 31 H : 592,075,000 70) 70 48 HK$297,335,000 (31 December 2015: HK$592,075,000) are classified
R IEBBAIMERNER] ET - under Loans for use outside Hong Kong.

2) EEBUIMEBNERBER FTEASREFPBES ) Loans for use outside Hong Kong include loans extended to customers
BAIMEF 2 B3 - located in Hong Kong with the finance used outside Hong Kong.

AFEMEEEGR AT 2016553,
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

1. EERSEZHEIDH @

() RIT¥ESBEZ2EFERLE (ULEXA
ZRoERUZEARRENBEI LS
) (@)

E AT EEAE P AT 10% A E/1T

¥  EEMGREERE - @ HEHRERER MR

AFHMEMEFRBEEFERT

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

(@) Gross advances to customers by industry sector
classified according to the usage of loans and analysed
by percentage covered by collateral (Continued)

For each industry sector reported above with loan balance
constituting 10% or more of the total balance of advances to
customers, the attributable amount of impaired loans, overdue loans,
and individually and collectively assessed loan impairment allowances
are as follows:

Exnem
BEAEE
BiB3MEA ERIRR RATM
Gross HEER HEERE
advances Individually Collectively
AMEBER HEER overdue for assessed assessed
Outstanding Impaired over 3 impairment impairment
201612831 H At 31 December 2016 balance loans months allowances allowances
EEBEANER Loans for use in Hong Kong
IHEsR Industrial, commercial and
financial
-NERE - Property investment 15,095,225 92,594 89,700 10,276 51,607
fEA Individuals
-BEEMEE - Loans for the purchase
MEER of other residential
properties 22,230,051 10,670 24,893 - 4,552
EBBIMEANER Loans for use outside
Hong Kong 28,176,929 364,972 380,615 189,010 145,416
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(LAB® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

1. EERBREZEIIND @ 1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)
() RITESPEZ2EFERABE(LERHA (@) Gross advances to customers by industry sector
BoERUSERARRENE LS classified according to the usage of loans and analysed
) () by percentage covered by collateral (Continued)
EHEE
BHRER
@A 3 1E A TRl 1 AR
Gross REEE REER
advances Individually Collectively
REERH EER overdue for assessed assessed
Outstanding Impaired over 3 impairment impairment
2015612 431 H At 31 December 2015 balance loans months allowances allowances
EEBEANER Loans for use in Hong Kong
IHsE Industrial, commercial and
financial
—WERE - Property investment 16,136,906 - 45,009 - 26,886
AA Individuals
-BEEMEE - Loans for the purchase of
MEER other residential
properties 21,260,300 - 23,645 - 2,222
TEBRBIMEBMER Loans for use outside
Hong Kong 29,614,188 304,159 356,762 191,321 184,871
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1. EERSEZHEIDH @

() ROTESEEFERBAE(LLERHA
EPERUSEARRENE DD
) (@)

TEREBEFANERSRER 2L EHREE
MBI Z MIHBR o

(LAY T 7A1%7R) (Expressed in thousands of Hong Kong dollars)

1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

(@) Gross advances to customers by industry sector
classified according to the usage of loans and analysed
by percentage covered by collateral (Continued)

The amount of new allowances charged to income statement, and the
amount of impaired loans and advances written off during the year
were disclosed in the tables below.

AREBER KEESREF
G W2 &R

Loans  Recoveries of

i written advances
New off as written off in
2016 F 2016 allowances uncollectible previous years
EBRRERNER Loans for use in Hong Kong
IEem Industrial, commercial and financial
-MERE - Property investment - - -
EA Individuals
-BEEMEENEER ~ Loans for the purchase of
other residential Properties - - 364
BB LAIME B RE R Loans for use outside Hong Kong 149,372 115,111 6,137
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

1. EERBREZEIIND @ 1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)
() RITEPEZ2EFERABE(LERHA (@) Gross advances to customers by industry sector
BoERUSERARRENEI LS classified according to the usage of loans and analysed
) () by percentage covered by collateral (Continued)

REBEER WEERESF
MsEE  MEER

Loans Recoveries of

TG R written advances
New off as  written off in
20154 2015 allowances uncollectible previous years
EEBFERANER Loans for use in Hong Kong
TR Industrial, commercial and financial
—MEHE - Property investment = - -
fEA Individuals
-BEHEMEEMEER - Loans for the purchase of
other residential properties - - 474
TEBBAIME RO ER Loans for use outside Hong Kong 230,629 108,053 11,610
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

1. BEEREGEZEIND T @ 1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)
(Z) B REEKHEREE (b) Mainland activities exposures

REFBSER(RITE(KRE) R - LT HF
BAEEBNBRBEZ AT H2REBLERYF
B R PE A5 B R P P51 2 SRERTT R R B H T4
RIREEEREBEENDE - EPRBERMN
RITREARITHBRARR T 2 hBEREEY

The analysis of Mainland activities exposures is based on the
categories of non-bank counterparties and the type of direct
exposures defined by the HKMA under the Banking (Disclosure) Rules
with reference to the HKMA Return of Mainland Activities, which
includes the Mainland activities exposures extended by DSB and its

HEREE o Mainland subsidiary bank only.
BEERERRN HESERH
HIEREE ifo3
On-balance Off-balance el
sheet sheet Total
2016 2016 exposure exposure exposures
1. RRIRRT - R R 1. Central government, central government-
HMBRAMNEERA([6EAR]) owned entities and their subsidiaries
and joint ventures (“JV"s) 6,982,813 335,952 7,318,765
2 BB - H77 BUS TR A AR & 2. Local governments, local government-owned
HFBRARMAZE AR entities and their subsidiaries and JVs 2,067,880 639,122 2,707,002
3. B BIA 2 B R sk 7E R B AP AL 3. PRC nationals residing in Mainland China or
MEMEERAREARNEERA other entities incorporated in Mainland
China and their subsidiaries and JVs 8,442,337 1,717,472 10,159,809
bABELAE-EERZPREST 4. Other entities of central government not
Ry E s reported in item 1 above 1,579,550 153,473 1,733,023
5. KRB FME IR 2B 5. Other entities of local governments not
R E M reported in item 2 above 569,977 11,774 581,751
6. FEFER IR IASN 2 Bl R S R Bl A i 6. PRC nationals residing outside Mainland
DASNBR L RIERE - T8 R E FAR China or entities incorporated outside
H B Mainland China where the credits are
granted for use in Mainland China 8,070,905 542,543 8,613,448
7. EMR ST - RSB EL R BIARE 7. Other counterparties where the exposures are
FRITERPHIEAE considered to be non-bank Mainland
China exposures 579,554 - 579,554
28,293,016 3,400,336 31,693,352
ARERITREAMRITHBARZ Total assets of DSB and its Mainland
MR RERz EESR subsidiary bank after provision 189,622,746
BEARKANBRBEEEST AL On-balance sheet exposures as
percentage of total assets 14.92%

it bERBEeERP
B2 -

ERpEREMEERR Note: The balances of exposures reported above include gross advances and

other balances of claims on the customers.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(LAB® T JTA57R) (Expressed in thousands of Hong Kong dollars)

1. EERSEZEIDH @

(Z) BB KpEEKREREE (2

1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

(b) Mainland activities exposures (Continued)

BEBERN  BEBERND
i} HEREE
On-balance Off-balance e
sheet sheet Total
20154 2015 exposure exposure exposures
1 RREST - PRBTEER AR 1. Central government, central government-
HITBARINAEAR owned entities and their subsidiaries and JVs 5,600,248 342,416 5,942,664
2HFHIT - AR EENEER 2. Local governments, local government-owned
HIBRBAEE AR entities and their subsidiaries and JVs 1,812,458 556,047 2,368,505
3. BT EIA 2 B 5 7R A Bl A 37 3. PRC nationals residing in Mainland China or
HEMEERERBRANEGERF other entities incorporated in Mainland
China and their subsidiaries and JVs 6,880,961 2,069,484 8,950,445
4 ARBELAE-BERZFREST 4. Other entities of central government not
HOEL ft ef reported in item 1 above 671,859 174,376 846,235
5 KRB LE_BERWFBIT 5. Other entities of local governments not
R E MR reported in item 2 above 374,271 231,530 605,801
6. B TR BRI ASN 2 BIR SKE R B A i 6. PRC nationals residing outside Mainland
AN SZ BOBEES - TS REOEFR China or entities incorporated outside
B A Mainland China where the credits are
granted for use in Mainland China 10,677,468 336,276 11,013,744
7. EBRZEHF - EREBRR L BARE 7. Other counterparties where the exposures are
FRITREE PRI considered to be non-bank Mainland
China exposures 8,270 - 8,270
26,025,535 3,710,129 29,735,664
RERITREAMRITHBARZ Total assets of DSB and its Mainland
MRBER  EEAR subsidiary bank after provision 181,672,638
BEABRANBEGEEAT AN On-balance sheet exposures as
percentage of total assets 14.33%
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

1. EERSEZEIDH @

(A RESSF2EFERRERARE

=
£

BEFERZBRELSTREBEEEERRERZRZ
RGHFREMDER - —RWME © EERKHER
TREEXSHF AR REE  BERiSRE

% o

TRATFPERERE - ERREZTFER - A
EEERRER RiFEFEREEFERRED
A o

(LA FThz51)7R) (Expressed in thousands of Hong Kong dollars)

1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

(c) Analysis of gross advances to customers and overdue
loans by geographical area

Advances to customers by geographical area are classified according
to the location of the counterparties after taking into account the
transfer of risk. In general, risk transfer applies when an advance is
guaranteed by a party located in an area which is different from that
of the counterparty.

The following table analyses gross advances to customers,
individually impaired advances to customers, overdue advances to
customers and individually and collectively assessed impairment
allowances by geographical area.

1B B3R & 18 B 3 AR

BEFEX B BB

EFEFME  Individually BEHIEFEF  Individually  Collectively
Gross impaired Overdue assessed assessed

advances to advances to advances to impairment impairment

201612831 H At 31 December 2016 customers customers customers allowances allowances
BB Hong Kong 90,514,829 1,044,157 892,925 391,466 294,687
H China 7,573,907 72,815 127,256 30,499 67,881
BT Macau 12,793,705 55,200 60,641 12,552 48,779
Hitb Others 2,772,280 2,037 6,315 693 9,198
113,654,721 1,174,209 1,087,137 435,210 420,545

ERRE EhREE fRE R

EFER FEER MEERE

EFEF#%%E  Individually #EEFEF  Individualy  Collectively

Gross impaired Overdue assessed assessed

advancesto  advancesto  advances to impairment impairment

201512 A31H At 31 December 2015 customers customers customers allowances allowances
B Hong Kong 88,670,794 694,726 482,606 283,589 205,814
HE China 7,374,771 76,030 186,222 31,712 101,454
P! Macau 12,007,126 25,507 31,236 12,608 44,534
Hitb Others 1,572,633 56 56 44 6,270
109,625,324 796,319 700,120 327,953 358,072

DAH SING FINANCIAL HOLDINGS LIMITED ANNUAL REPORT 2016 311



312

AEE XTI FER

UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

(LA ® T ITAI57R) (Expressed in thousands of Hong Kong dollars)

1. EERSEZHEIDH @

(T) EIRRfERE

BREREHREZEBRRNERK  REXS
B3 H) P T I EE B MO R 5 F K EH H
B - —RME  BEXHHETFHEEEHETR
BERONZ—THER  ETEES -MRTHE
SMD1T > MEAREENTNRNESR - 1 SR
Rl —HREBES —BIR o &t RMEMRA
ZREBERER - RERKERERETE10% A
FEETELHE -

1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

(d) International claims

The information of international claims discloses exposures to foreign
counterparties on which the ultimate risk lies, and is derived according
to the location of the counterparties after taking into account any
transfer of risk. In general, transfer of risk from one country to another
is recognised if the claims against a counterparty are guaranteed by
another party in a different country or if the claims are on an overseas
branch of a bank whose head office is located in a different country.
Only regions constituting 10% or more of the aggregate international
claims after taking into account any recognised risk transfer are

disclosed.
FRITIABAE
Non-bank private sector
FR1T FEr
SRS MARE
BH#E Non-bank Non-financial
201612 A 31 A At 31 December 2016 R1T Official financial private EREARE
BEAR In millions of HK$ Banks sector institutions sector Total claims
BEFEAR O Offshore centres 1,867 17,682 6,684 113,351 139,584
-Hi BB - of which:
Hong Kong 1,430 15,171 6,684 97,608 120,893
BRA DN Developing Asia and
Pacific 24,301 1,730 1,149 10,070 37,250
—-Hr - of which: Mainland
China 20,282 1,730 1,133 8,561 31,706
FEIRTTAL AR
Non-bank private sector
FEIRTT e
TR N3
EWL 7 Non-bank  Non-financial
201512 A31H At 31 December 2015 $R1T Official financial private EREEEE
BEBT In millions of HK$ Banks sector institutions sector Total claims
BEEF L Offshore centres 3,758 13,771 3,231 113,347 134,107
-Hr B - of which:
Hong Kong 2,483 11,676 3,089 98,523 115,771
ERADAR Developing Asia and
Pacific 28,424 1,574 863 9,223 40,084
~Heip i - of which: Mainland
China 22,107 1,574 847 7,821 32,349
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

1. EERSEZHEIDH @

(R) FEARERIAREEZERRREN

(LAY TF7TA1%7R) (Expressed in thousands of Hong Kong dollars)

1. ADDITIONAL ANALYSIS ON CLAIMS AND
EXPOSURES (Continued)

(e) Credit commitments and contingent liabilities analysed

o by percentage covered by collateral
2016 2015

TERAR EHEFm

BHEE RENEIL 52 RENBESL

Contract % covered Contract % covered

amount by collateral amount by collateral

MBEREREMES Financial guarantees and
Mz A A E other credit related

contingent liabilities

ERAEREMEER
HERE 2 A

commitments

2. ERERE
() £EBTER

AEERESERRE N EHERNFETERT
ENEERBEANER -

EREBEEINEERR mHEE  FERE
B mEESREE - %T’Eﬂ %~ AR KR

R - FERBZELETZRNAREZEE
e EhERmmENTEEE  #uAmEER
BN ERMEREBRG O EEE -

REB R S AR TR BB - e = ZEARE
BEERBERAZEERSGREERBRINCE
BERXHMEFFRERR -

) 2 [ B 8 R ) 2 ) S T B2 B i 5| B S L A B
B(Hj‘/ﬂﬁﬁuu E’JFU‘“ °

nBEERBRIEARBAREENTETATER
BRNBATAMENEEREIMIHZ/
BEETNHEE -

other credit related

Loan commitments and

1,570,209 29.3 1,215,161 20.6
69,528,743 3.6 69,244,002 4.7

71,098,952 4.2 70,459,163 5.0

2. RISK MANAGEMENT
(A) Banking Group

The Group recognises the changing nature of risk and manages it
through a well-developed management structure.

Risk management is focused on credit risk, market risk, interest rate
risk, liquidity risk, operational risk, reputation risk and strategic risk.
Credit risk occurs mainly in the Group’s credit portfolios comprising
commercial and retail lending, equipment and hire purchase
financing, and treasury and financial institutions wholesale lending.

Market risk arises mainly from the Treasury Division and is associated
principally with the Group’s on-and off-balance sheet positions in the
trading book and its investment securities.

Interest rate risk means the risk to the Group’s financial condition
resulting from adverse movements in interest rates.

Liquidity risk is the risk that the Group is unable to fund increases in

assets or meet its payment obligations associated with its financial
liabilities when they fall due without incurring unacceptable losses.
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2. RISK MANAGEMENT (continued)
(A) Banking Group (Continued)

Operational risk is the risk of loss (direct or indirect) resulting from
inadequate or failed internal processes, people and systems or from
external events.

Reputation risk is the risk arising from the potential that negative
publicity regarding the Group’s business practices, operational errors
or operating performance, whether true or not, could cause customer
concerns or negative view, decline in the customer base or market
share, or lead to costly litigation or revenue reductions.

Strategic risk generally refers to the corporate risk that may bring
significant immediate or future negative impact on the financial
and market positions of the Group because of poor strategic
decisions, unacceptable financial performance, and inappropriate
implementation of strategies and lack of effective response to the
market changes.

The other risk management aspects are disclosed below.

() The risk management structure of the Group

The Board of Directors has the broad overall responsibility for
the management of all types of risk. The responsibilities of the
Board in relation to risk control are:

o the approval of the overall strategy and policies to ensure
that credit and other risks are properly managed at both
the transaction and portfolio levels;

. the management of risk, both financial and non-financial,
conducted through operational and administrative control
systems including the operation of the Group Audit
Committee; review of key results (against forecasts),
operational statistics and policy compliance; and

° the review of financial performance by analysis against
approved budgets and analysis of variations in key non-

financial measures.

The RMCC have been delegated the authority to oversee
and guide the management of different risks which are more
particularly managed and dealt with by GRD and different
functional committees.
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RISK MANAGEMENT (Continued)
Banking Group (Continued)
(i) Group risk function

The independent Group Risk function is responsible for ensuring
that policies and mandates are established for the Group as a
whole. GRD monitors and reports the Group’s risk positions to
the Board via the RMCC, sets standards for the management of
financial risks and data integrity and ensures that the financial
risks are fully considered in the product planning and pricing
process. GRD reviews and manages all credit and risk exposure
policies for the Group including the approval of exposures to
new markets, economic sectors, organisations, credit products
and financial instruments which expose the Group to different
types of risks. In determining risk policies, GRD takes into
account the guidelines established by the HKMA, business
direction, and risk adjusted performance of each business.

The Group’s risk management expertise continues to advance
the overall quality of the Group’s lending portfolios, and enables
the Group to meet the changing regulatory requirements
and enter into credit exposures with the confidence that it
understands the associated risks and rewards.

The Group continues to evolve its risk management capabilities
under the aegis of the Head of GRD, with increasing focus of
its risk strategy on risk and reward and returns on capital. The
Group uses a range of risk measurement and analytical tools
in its management of various risks which it faces in its day-to-
day businesses and these are continually being enhanced and
upgraded to reflect the ever-changing business needs and the
requirements of the regulators.

(iii)  Credit committees

The Group has a GCC for approving major credit limits. The
CMC and the TIRC are the functional committees responsible
for approving and recommending policies, limits and mandates
for risk control in loans and treasury business respectively. The
credit risk function, while set up to support the business areas,
reports solely to the GRD.
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(A)

RISK MANAGEMENT (Continued)
Banking Group (Continued)

(iv) Market risk

The Group is exposed to various types of market risk. Details of
the risk management policies and procedures adopted are set
out in Note 3.3 to the financial statements.

(v)  Operational risk

The Group manages its operational risk through a management
structure comprising members of senior management, an
independent risk management team and operational risk
officers from each business and support function, and
operating through a set of operational risk policies, risk tool-
kits, operational risk incident reporting and tracking system,
and control self-assessment and key risk indicator tools. The
Operational Risk and Internal Control Committee (“ORICC”)
has been set up to oversee the operational risk management
and internal control matters of the Group. ORICC is chaired by
the Chief Executive with certain Executive Directors and senior
management as members. Together with a well-established
internal control system, operational risk can be adequately
identified, assessed, monitored and mitigated. To allow the
operational risk framework to be clearly communicated to all
levels within the Group, awareness and training programs are
conducted from time to time.

To minimise the impact on the Group’s business in the event
of system failure or disasters, back-up sites and operation
recovery policies and plans have been established and tested
for all critical business and operations functions.

Operational risk framework is also supported by periodic
independent reviews of internal control systems by external
and internal auditors. The Group’s RMCC have an overall
oversight of the performance and effectiveness of operational
risk management.
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RISK MANAGEMENT (Continued)
Banking Group (Continued)
(vi)  Reputation risk

The Group manages reputation risk through upholding a high
standard of corporate governance and management oversight,
maintenance of effective policies and procedures with emphasis
on internal control, risk management and compliance; anti-
money laundering and counter terrorist financing; proper staff
training and supervision; staff awareness of compliance issues;
proper handling of customer complaints or dissatisfaction; and
adherence to sound business practices. Standards are set and
policies and procedures are established by the Group in all
areas, which operate to reduce vulnerability to reputation risk.

(vii) ~ Strategic risk

The Board of Directors, assisted by senior management, is
directly responsible for the management of strategic risk.
Directors formulate the strategic goals and key direction of
the Group in line with the Group’s corporate mission, ensure
business strategies are developed to achieve these goals,
oversee the strategic development and implementation to
secure compatibility with the Group’s strategic goals, ensure
proper change management is in place, review business
performance and address issues arising from anticipated
operational or market changes, deploy proper resources to
achieve the Group’s objectives, and authorise management to
take appropriate actions to mitigate risks.

(viii) Compliance with the Basel lll Capital Standards

Since the revised capital adequacy framework known as Basel
Il has become effective from January 2007, DSB has adopted
the standardised approach for credit risk and market risk, and
the basic indicator approach for operational risk. These are the
default approaches as specified in the Banking (Capital) Rules.
Accordingly, the Group has overhauled its systems and controls
in order to meet the standards required for these approaches.
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(A)

RISK MANAGEMENT (Continued)
Banking Group (Continued)

(viiii Compliance with the Basel Ill Capital Standards
(Continued)

To implement the new international capital standards commonly
referred to as the “Basel IlI” rules, the HKMA had published the
Banking (Capital) (Amendment) Rules between 2012 and 2015,
and revised SPM CA-G-5 on “Supervisory Review Process”
in 2012 and 2016. The revised capital standards and related
regulatory requirements have come into force for all locally
incorporated authorised institutions in Hong Kong starting from
1 January 2013. DSB has enhanced its capital management and
reporting framework as well as disclosures for meeting the new

requirements.

In addition to the implementation of the Banking (Capital)
Rules under the Basel Ill framework in Hong Kong, two new
capital buffers, namely the Capital Conservation Buffer and
Countercyclical Capital Buffer, designed to ensure that banks
build up sufficient capital to withstand periods of stress
and system-wide risk associated with periods of excessive
aggregate credit growth, have commenced to phase in since
1 January 2016. To align with the regulatory requirements,
DSB’s capital management framework has been enhanced to
incorporate the two capital buffers as elements in the setting
of internal capital targets for capital adequacy monitoring and
capital planning.

To address the negative externalities posed by systemically
important institutions, the Basel Committee established a
framework in November 2011 (subsequently updated in July
2013) for the identification of global systemically important
banks (“G-SIBs”) and the determination of their corresponding
HLA capital requirements. Subsequently, a principles-based
framework for dealing with domestic systemically important
banks (“D-SIBs”) was issued by the Basel Committee in
October 2012. Based on the latest list of G-SIBs and D-SIBs
issued by the Financial Stability Board (“FSB”) and the HKMA
respectively, DSB is neither designated as a G-SIB nor D-SIB
and is therefore not subject to further capital surcharge.
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2. RISK MANAGEMENT (continued)
(A) Banking Group (Continued)
(ix) Launch of new product or service

The launch of every new product or service is governed by the
New Product Approval process stipulated under the Group Risk
Policy which requires the relevant business and supporting
units, including GRD, to review the critical requirements,
risk assessment and resources plan before the launch. New
products or services which could have a significant impact on
the Group’s risk profile should be brought to the attention of
the Board or its designated committee(s) before the launch. The
Group’s Internal Audit function performs regular independent
review and testing to ensure compliance by the relevant units in

the new product approval process.

(B) Insurance Group

The Group’s insurance business is exposed to multiple risks,
including insurance risk, product risk, investment risk and business
risks. We believe that effective risk management is an integral part
of our insurance business’ control process and operations, and that
effective control of risks assists to maintain the profitability and
stability of our business.

The key risks of our insurance business and related risk control
process are as follows:

(i) Insurance risk

The Group’s insurance operation is in the business of
underwriting insurance risk and retains various maximum
amounts per risk or event dependent on the type of risk with the
excess being reinsured through various reinsurance and related
agreements which are regularly reviewed. Catastrophe cover
arrangements are also in place whereby a number of claims
relating to a specific incident in aggregate would represent a
material risk to the Group are reinsured.

Underwriting and claims practices and procedures are

documented and reviewed. External independent actuaries are
engaged to evaluate the adequacy of the insurance reserves.
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(B)

RISK MANAGEMENT (Continued)
Insurance Group (Continued)

(i) Product risk

New products and major revisions to existing products undergo
a product approval process with the profitability being reviewed
and where appropriate assessed by internal and external
independent actuaries.

(iii)  Investment risk

Our investment practice is to maintain a conservatively invested
portfolio which attempts to maintain value whilst matching
assets and policyholder liabilities as appropriate, by yield,
duration and currency taking account of the associated risks,
taxation and regulatory requirements.

(iv)  Business risks

The Group’s Hong Kong insurance subsidiaries, DSLA and
DSI (1976), follow the policies and procedures of the Group in
assessing business risk in terms of contingency and interruption
planning as well as providing training for staff and agents to
comply with the relevant rules and regulations covering their
businesses. MIC and MLIC, which are insurance subsidiaries
of the Group operating in Macau, have their own policies and
procedures to comply with the relevant requirements in Macau.
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RISK MANAGEMENT (Continued)
Insurance Group (Continued)
(v)  Capital management

In each market in which the Group’s insurance subsidiaries
operate, the local insurance regulator specifies the minimum
amount and type of capital that must be held by each of
the subsidiaries in addition to their insurance liabilities. The
minimum required capital must be maintained at all times
throughout the year. The Group’s subsidiaries are subject
to insurance solvency regulations in the markets in which
they issue insurance and investment contracts, and where
they have complied with the local solvency regulations. The
Group has embedded in its asset and liability management
framework the necessary tests to ensure continuous and full
compliance with such regulations. The solvency requirement
of each insurance company in each market is subject to local
requirements, which may differ from jurisdiction to jurisdiction.
In Hong Kong, the required margin of solvency for the Group’s
life insurance subsidiary, DSLA, is determined by the Group’s
appointed actuary in accordance with the Hong Kong Insurance
Companies (Margin of Solvency) Regulation. In addition,
dynamic solvency test is also required by the Insurance
Authority to identify the solvency position of the company on
a going concern basis and plausible threats to satisfactory
financial condition. For current and previous reporting period/
year, the results of dynamic solvency test are satisfactory.

The Role of Internal Audit

The Group’s Internal Audit Division is an independent, objective
assurance and consulting unit, which is designed to focus on
enhancing and sustaining sound internal control in all business
and operational units of the Group. The Division reports
functionally to the Group Audit Committee, which is chaired by
an Independent Non-Executive Director. The Division conducts
a wide variety of internal control activities such as compliance
audits and operations and systems reviews to ensure the
integrity, efficiency and effectiveness of the systems of control
of the Group.
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TO THE SHAREHOLDERS OF DAH SING FINANCIAL HOLDINGS
LIMITED
(Incorporated in Hong Kong with limited liability)

OPINION
What we have audited

The consolidated financial statements of Dah Sing Financial Holdings
Limited (the “Company”) and its subsidiaries (the “Group”) set out on
pages 97 to 302, which comprise:

° the consolidated statement of financial position as at 31
December 2016;

° the consolidated income statement for the year then ended;

° the consolidated statement of comprehensive income for the
year then ended;

° the consolidated statement of changes in equity for the year
then ended;

° the consolidated statement of cash flows for the year then
ended; and

o the notes to the consolidated financial statements, which
include a summary of significant accounting policies.

Our opinion

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at 31
December 2016, and of its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”) issued by
the Hong Kong Institute of Certified Public Accountants (“HKICPA”)
and have been properly prepared in compliance with the Hong Kong

Companies Ordinance.
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INDEPENDENT AUDITOR’S REPORT

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on
Auditing (“HKSASs”) issued by the HKICPA. Our responsibilities under
those standards are further described in the Auditor’s Responsibilities
for the Audit of the Consolidated Financial Statements section of our
report.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA’s
Code of Ethics for Professional Accountants (“the Code”), and we
have fulfilled our other ethical responsibilities in accordance with the
Code.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do

not provide a separate opinion on these matters.
Key audit matters identified in our audit are summarized as follows:

° Impairment of loans and advances to customers

° Impairment assessment on investment in an associate, Bank of
Chongging (“BOCQ”)

° Value of in-force long-term life assurance business and liabilities
to policyholders under long-term insurance contracts

o Assets and liabilities of disposal group classified as held for sale
and discontinued operations
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KEY AUDIT MATTERS (Continued)

Key Audit Matter

Impairment of loans and advances to customers

Refer to note 23 to the consolidated
financial statements

As at 31 December 2016, the Group
recorded loan impairment allowance
of HK$855,755 thousand against the
total loan portfolio of HK$113,654,721
thousand, with HK$435,210 thousand
as individual impairment allowances
and HK$420,545 thousand as collective
impairment allowances.

Management assessed the impairment of
loans by considering the following:

o The identification of impairment
events, which differs based upon the
type of lending product and location.
Judgement is required to determine
whether a loss has been incurred.

* The measurement of impairment,
including the assessment of whether
historical experience is appropriate
when assessing the probability of
default in the portfolio.

* The parameters and assumptions
used to calculate impairment
including the valuation of collateral
for secured lending and the impact of
economic factors to the credit quality
of the loan portfolio.

Loan impairment allowances is an audit
focus due to the materiality of the balances
and the underlying calculations are subject
to significant judgement of management.

How our audit addressed the Key Audit Matter

We understood and tested key controls in relation

the accuracy and completeness of the
transfer of loan data, including outstanding
loan balances and loan loss data, between
underlying source systems and the
impairment models that the Group used;

the post-lending ongoing monitoring controls
in place to detect the occurrence of the
impairment events; and

the management’s impairment assessment
and estimation processes, including the
assessment of the impairment models and
calculation of impairment allowances based
on the loan data and impairment events
identified in a way which is appropriate for
addressing the credit risk of the Group’s loan
portfolio.

In addition to testing the key controls, we have
also performed the following procedures:

We assessed the criteria for determining
whether an impairment event had occurred
and the relevant impact on the estimated
impairment allowances.

To corroborate with the management’s
identification of the impairment events,
we selected samples of performing loans
with characteristics indicating higher
risk of impairment event occurrence as
well as non-performing loans. To identify
such characteristics, we performed,
included but not limited to, analysis on
non-performing loans; business risks on
industries; and geographical locations of
borrowers, in particular, Mainland China
corporate exposures. On those samples,
we independently assessed whether
impairment events had occurred and tested
the appropriateness and adequacy of
impairment allowances.
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INDEPENDENT AUDITOR’S REPORT

(LAY T 7A7%7R) (Expressed in thousands of Hong Kong dollars)

KEY AUDIT MATTERS (continued)
Key Audit Matter How our audit addressed the Key Audit Matter
Impairment of loans and advances to customers (Continued)

o For a sample of individually impaired loans
we understood the latest developments at
the borrowers and the basis of measuring
the impairment allowance and considered
whether key management judgments
were appropriate given the borrowers’
circumstances. We also re-performed
management’s impairment calculation
and tested key inputs to the impairment
calculation including valuation of collateral
held and estimated future cash flow from
borrowers.

o For the collective impairment allowances,
which reflects and addresses losses
incurred but not yet identified, we sample
tested the accuracy and completeness of
the underlying loan information used in
the impairment models by agreeing data
to the Group’s loan systems as well as re-
performing the calculation of the impairment
allowances. For the key assumptions applied
in the models, we challenged management
regarding the appropriateness by applying
our industry knowledge and benchmarking
with peer banks historical data.

For individual impairment allowances, we found no
material exceptions from our testing. For collective
impairment allowances, we found the key
assumptions and inputs used in the impairment
models were reasonable and in line with our
industry knowledge and market information.
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KEY AUDIT MATTERS (Continued)

Key Audit Matter

How our audit addressed the Key Audit Matter

Impairment assessment on investment in an associate, Bank of Chongging (“ BOCQ”)

Refer to note 26 to the consolidated
financial statements

The Group’s investment in BOCQ is
accounted for as an associate, using the
equity method. The Group has recorded
the investment in BOCQ of HK$4,253,393
thousand as at 31 December 2016.

Management identified the carrying value
of the investment is higher than the market
value of BOCQ which is considered
an indicator of potential impairment.
Management performed an impairment
assessment and has assessed that the
recoverable amount of investment in
BOCQ was higher than its carrying value
and concluded that there is no impairment.
The recoverable amount was measured as
value-in-use (“VIU”) estimate calculated by
discounted cash flow model (‘DCF”).

We focused on impairment assessment
on investment in BOCQ because of
the materiality of the balance and
the DCF models involved highly
subjective management judgements and

assumptions.

We assessed the DCF model used by the
management and examined the impairment
assessment performed by management which
set out the basis for their judgements and
assumptions with relevant supporting evidence
including historical market data. We used our
understanding of BOCQ (with reference to external
market information, third-party sources, including
analyst reports, and publicly available BOCQ
information) and the Chinese banking industry to
challenge and assess the reasonableness of the
key assumptions applied, including the discount
rate, profit growth rate and terminal value.

We also performed sensitivity analysis on
the VIU estimates to evaluate how sensitive
management’s assessment is to the change of
different inputs of key assumptions individually
and collectively in different scenarios.

Based on the procedures we performed, we found
that the VIU estimated by management was within
a reasonable range.
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KEY AUDIT MATTERS (Continued)

Key Audit Matter

How our audit addressed the Key Audit Matter

Value of in-force long-term life assurance business (“VIF”) and liabilities to
policyholders under long-term insurance contracts

Refer to note 32 and note 40 to the
consolidated financial statements

As at 31 December 2016, the Group
has recorded the VIF of HK$2,309,070
thousand and liabilities to policyholders
under long-term insurance contracts of
HK$10,505,596 thousand.

The valuation of these balances involves
significant judgment about uncertain future
outcomes, including the assumptions over
long term economic returns of its insurance
contracts issued and the risk discount
rate used, as well as complex valuation
methodologies.

In relation to valuation methodologies
used, we have focused on changes in
methodologies from the previous valuation
as well as methodologies applied to
material new product types (as applicable).

As part of our consideration of assumptions,
we have focused on the key assumptions
including the assumptions over long term
economic returns of its insurance contracts
issued and the risk discount rate used.
Small movements in these assumptions
can have a material impact on the VIF and
liabilities to policyholders under long-term
insurance contracts.

Audit procedures in relation to the valuation of VIF
and liabilities to policyholders under long-term
insurance contracts were performed and included
the following:

We obtained an understanding of the scope
of work performed by management’s external
actuarial expert in respect of their review of
the methodologies and assumptions used by
management. We assessed the competence,
capabilities and objectivity of management’s
external actuarial expert.

We challenged management and management’s
external actuarial expert in respect of their review
of the valuation methodologies used, in particular
a change in methodology from previous valuation
and methodologies applied for new product
types. We assessed the reasonableness of the
change identified and methodologies applied
for new product types by applying our industry
knowledge and experience and assessed whether
the methodologies adopted are in compliance with
recognised actuarial practices, local regulatory
requirements and expectations derived from
market experience.

We challenged the derivation of the key
assumptions including the assumptions over
long term economic returns of its insurance
contracts issued and the risk discount rate used
by management by reviewing management’s
external actuarial expert’s report and comparing
the key assumptions used by management against
relevant past experience, market observable
data as applicable and our experience of market
practice.

Based on the available evidence, we found
the valuation methodologies and assumptions
adopted in the valuations were reasonable.
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KEY AUDIT MATTERS (Continued)

Key Audit Matter

How our audit addressed the Key Audit Matter

Assets and liabilities of disposal group classified as held for sale and discontinued

operations

Refer to note 2.29 and note 34 to the
consolidated financial statements

As at 31 December 2016, the Group
has recorded assets of disposal group
classified as held for sale balance of
HK$16,031,674 thousand, liabilities
associated with the same disposal group of
HK$12,320,966 thousand and profit from
discontinued operations of HK$246,810
thousand for the year ended 31 December
2016.

On 2 June 2016, the Company and Macau
Insurance Company Limited entered into
the share sale agreement with Everwin
Enterprise (Hong Kong) Limited (“the
Purchaser”) to sell the shares of Dah Sing
Life Assurance Company Limited, Dah Sing
Insurance Services Limited and Macau
Life Insurance Company Limited (together
as “Disposal Group”). Shareholders of
the Company approved the transaction
while the regulatory approvals were still
pending for the change of control, in which
management considered the regulatory
approvals were substantive for the
completion of transaction. Management
considers the Disposal Group is available
for immediate sale in its present condition
and the completion of the transaction is
highly probable. Therefore, management
concluded that the Disposal Group meets
the definition of assets of disposal group
classified as held for sale and discontinued
operations.

We focus on this area due to the materiality
of the balances of the Disposal Group and
the significant management judgement in
determining the appropriate accounting
treatments for the assets of disposal group
classified as held for sale and discontinued
operations.

Audit procedures in relation to the accounting
treatments for the Disposal Group classified as
held for sale and discontinued operations included
the following:

We obtained management assessment over
criteria of meeting held for sale and discontinued
operations. We discussed and challenged
management judgement for availability of Disposal
Group for immediate sale in its present condition
and the probability of completing the sale,
including funding arrangement of the Purchaser
and key criteria under the Insurance Companies
Ordinance for the change of control. We also
examined the signed transaction documents and
assessed the completion of precedent conditions
to supporting evidences, including shareholders’
resolutions.

Based on the available evidence, we found that
the management judgement over the accounting
treatment of assets of disposal group classified
as held for sale and discontinued operations was
reasonable.
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OTHER INFORMATION

The directors of the Company are responsible for the other
information. The other information comprises all of the information
included in the annual report other than the consolidated financial
statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is
a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF DIRECTORS FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA and the Hong Kong
Companies Ordinance, and for such internal control as the directors
determine is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the consolidated financial statements, the directors are
responsible for assessing the Group’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 the directors
either intend to liquidate the Group or to cease operations, or have no
realistic alternative but to do so.

The Audit Committee assists the directors in discharging their
responsibilities for overseeing the Group financial reporting process.
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. We report our opinion
solely to you, as a body, in accordance with Section 405 of the Hong
Kong Companies Ordinance and for no other purpose. We do not
assume responsibility towards or accept liability to any other person
for the contents of this report. Reasonable assurance is a high level
of assurance, but is not a guarantee that an audit conducted in
accordance with HKSAs 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 consolidated financial statements.

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

° Identify and assess the risks of material misstatement of the
consolidated 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 Group’s internal control.

° Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by the directors.



BN AR

REMRBA GRS BRRAAEN

E1E @

s HEZRAREKLESTERNREILE
s o RIBMEDRNETRE  BER
BHRERSHEABABENEATEE
o EMAEERHERENFEL L6
NELEBARE - MRBEMB/FEEX
THEEN AV EERBENRETIRS
EREIZRHEEMBRRTDAMERMBE -
SERROBRETR  AIRMESHRFE
BREBR - RAINERETENZREN R
EH IS HERERE - A - RRFE
A ERAEERERETRBELE

s HESAMBHRRNOERIEBLIN B8
MAD  BEEE  UWRGEVEHRRE
BHRERBRZHINEE -

e HNESERNERIEBLIBNUKESE
BAR  BENENEE  URHGEAH
BHREABERER - HPARESEFNN
7 BEERAT e RUIABF B R AR

2EEE-

BREMEBERIN  RMAREZZE BB TN
FATHE - RERHE  BEXEAERSE B8R
PIFEZRAT P a8l H R R R BV (E A E KRG o

BPERBEZZBESRIER - FHARMESHTA
BB IEAEERERER  WEGFER
BRESEMEA RS ERIIBLIENAERH
FEMEMEIR  UREBERNERLT - 8B
FIEIE ©

INDEPENDENT AUDITOR’S REPORT

(LA T 7TA1%77R) (Expressed in thousands of Hong Kong dollars)

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS (Continued)

° Conclude on the appropriateness of the directors’ 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
Group’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
consolidated 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
Group to cease to continue as a going concern.

° Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves
fair presentation.

o Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely
responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other
matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provide the Audit Committee with a statement that we have
complied with relevant ethical requirements regarding independence,
and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where
applicable, related safeguards.
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS (Continued)

From the matters communicated with the Audit Committee, we
determine those matters that were of most significance in the audit
of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our
auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such
communication.

The engagement partner on the audit resulting in this independent
auditor’s report is Cheng Sin Bun, Benson.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 22 March 2017
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