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“ZT+E ZETNE  —ZETNE  —EZ-% 2%

UEBETSIR HK$ Million 2007 2008 2009 2010 2011

Sk Shareholders’ funds 10,469 9,892 11,396 14,156 15,270

REER Subordinated notes 5,148 5,269 4,602 4,644 3,654

BPER Deposits from customers 78,728 80,418 88,370 96,127 111,629

BROINGERE Certificates of deposit issued 8,843 4,655 2,060 4,746 3,164

GFHEE Total deposits 87,571 85,073 90,430 100,873 114,793

AERE Total liabilities

(BERERY) (including subordinated notes) 111,427 108,243 108,397 125,088 140,022

ZPER Advances to customers

(BEEHEE) (including trade bills) 61,295 60,999 57,165 72,749 82,634

AESE Total assets 124,209 120,180 122,576 142,742 159,153

BNy Profit attributable to shareholders 1,050 106 626 1,006 1,010

2ERENK Total dividend distribution 375 176 - 304 313

DY ymrdins HK$

FREXRF (W) Basic earnings per share (Note 1) 4.02 0.40 2.30 3.67 3.45

SO Dividends per share 1.50 0.68 - 1.06 1.07

KBS RIIT Percentage %

FHRRESER Return on average shareholders’ funds 10.2 1.0 5.9 7.9 6.9

THBEERR Return on average total assets 0.9 0.1 05 08 0.7

ERAHHULE Loan to deposit ratio (Note 2)
(R =) 69.3 714 63.0 713 704

MEE - Notes:

— ZETEFZR TNF2ERELRRFE R 1. Basic earnings per share for 2007 to 2009 have been restated to take into
AR ZE—ZTF+ZATKZERNIZE T I account the effects of the rights issue of the Company completed in
I December 2010.

= BRYEGRLERABEFERBE(TREEZESE 2. Loan to deposit ratio is calculated as the ratio of total advances to

%) 175K

= 46 28 (/)

EEBRITMERE) 2l X -

customers (excluding trade bills) to total deposits (including certificates

of deposit issued).



A =

DAH SING FINANCIAL HOLDINGS LIMITED

FINANCIAL SUMMARY

120,000
110,000
100,000
90,000
80,000
70,000
60,000
50,000
40,000
30,000
20,000
10,000

0

—a

18,000

15,000

12,000

9,000

6,000

3,000

BEFER/ FRARE

Advances to customers / Total deposits

B & BT HKS Million

07 08

TFkuagE
Total deposits

09

10 11

%

30

20

10

EFER (BREESHER)

Advances to customers

(including trade bills)

BER (TBRESER) HFR
(BHEBETNFRE) LWE

Loan (excluding trade bills) to deposit
(including certifcates of deposit issued) ratio

BRREE

Shareholders’ funds

BEBIT HK$ Million

07 08

BERES

Shareholders’ funds

09

180,000

150,000

120,000

90,000

60,000

30,000

—

EEHAE
Total assets
BEBIT HKS$ Milion

07 08 09 10 11
BEME
Total assets
SREXRER/ EREE

Basic earnings per share /
Dividends per share

BIT HKS

- iR
. || k| |
1 o
0 o O
o7 o8 09 10 M
—m FREKRE BIREREF

Dividends per share

Basic earnings per share

ANNUAL REPORT 2011 3



A =

FFE David Shou-Yeh Wong
E Chairman
B Robert Tsai-To Sze
BUINITEE Independent non-executive Director
FE K@ 8BS, JP. Tai-Lun Sun (Dennis Sun) B.B.S., J.P.
BIHNTEE Independent non-executive Director
#xJK A Nicholas Robert Sallnow-Smith
(R=ZF——FmH—HRE) (resigned with effect from 1 April 2012)
44 Lon Dounn
I TEE (R_F——FA—HEEN) Independent non-executive Director (with effect from 1 April 2012)
SR E Takashi Morimura
FMITEF Non-executive Director
RIEEFE, Hidemitsu Otsuka
FMITEF Non-executive Director
& E John Wai-Wai Chow
FHITEF Non-executive Director
)% Bl Hon-Hing Wong (Derek Wong)
BFBSIERITHAEZ Managing Director and Chief Executive
TZEE Roderick Stuart Anderson
HITEFE Executive Director
Fia% Gary Pak-Ling Wang
HITEFE Executive Director
BEE Nicholas John Mayhew
HITEE Executive Director
ARl 2 Takashi Morisaki
FHEZEEEF Alternate to Takashi Morimura
2B Robert Tsai-To Sze
FE Chairman
A K@ BB.S., J.P. Tai-Lun Sun (Dennis Sun) B.B.S., J.P.
#xJK A Nicholas Robert Sallnow-Smith
(RZFE—=—FMA—HRF) (ceased with effect from 1 April 2012)
TP David Shou-Yeh Wong

)% Bl Hon-Hing Wong (Derek Wong)



A =

B Robert Tsai-To Sze
E Chairman
E LA Lon Dounn
(R=ZF——FPH—HEER) (with effect from 1 April 2012)
A& John Wai-Wai Chow
BEETIE-T/UR 36th Floor, Dah Sing Financial Centre
KEFTe P L=+ 108 Gloucester Road, Hong Kong
T 55+ 2507 8866 Tel: 2507 8866
{£5 : 2598 5052 Fax: 2598 5052
IRBRBA S E AT+ DSBAHKHH S.W.L.LET.: DSBAHKHH
4941 : http://www.dahsing.com Web Site: http://www.dahsing.com
RS & B.A. (Hons), ACIS Hoi-Lun S00 B.A. (Hons.), ACIS
EEROEERTMESE PricewaterhouseCoopers
BB EGETAD Certified Public Accountants in Hong Kong
FPIR R B R R TT Herbert Smith
EXBRREHERLBRAA Computershare Hong Kong Investor Services Limited
EBERERER—N\=% Rooms 1712-1716, 17th Floor, Hopewell Centre

BRAEBELTEEI7TI12E1716F 183 Queen’s Road East, Hong Kong



IoEELE
o

Tt =8 —ANEFEZERERRIE - K
FrRTTEBBR AR ([RFIRTEE]) - KFR
TBERAR ([RHRT)) - ERARITERAF -
BPBERRITENHDERRF - KFASRBRER
REN(TKFARED - R¥TRIR(197T6)ER 2 E] -
BPMRBEDBR AR  BFIASRBENER
RAE - HTEHBERRRRZEHRRLIE - BA
ERIEARERERIALAEREER - AR
M+AFRITREMEBLR - BBRITRG
EEERRITLAGRBEMEHENXE - FER
TEgEER HAEAFTRITEEEFTQLER
TTERAMEEL - RETIRTTRAMABEILE - LKA
AAEMEBRLERTRRBHBERENTES
FAHEEAZRH -

B KL
BULIHBTEF

T+ —F R ANt EEZTAEARARE I
HITEDE - MAAMBITEEER AR (TAHE
TEME]) C KFRTBRAR - KFRT (RE)
ERANT - ERHIBITERARRAMASRERE
BARIZBYIFRITES - BEARRRAFR
MTEEEZZES  RERFTWEESFE - K
ZREBEMAAIIENTES - FRE KRB
B ermAgeheaEeMAeERe8 - A
—MEREATAIARBA - BRZITHERS
iy g

) BRADRIRAFIBITEBIN - L EERABRE,
AN BE=FHRREMZRER T ARE
TEERT  BREENEERRERAR - &%
FPIKEREEGRAR SHEEEFRAR - H
EEBERAR  BMFEEABERAIE - QPL
International Holdings Limited & ¥ 3 [& & 4 g%
MBRAE o

Mr. David Shou-Yeh Wong

Chairman

Aged 71. Appointed as the Chairman of the Company in 1987. Chairman
of Dah Sing Banking Group Limited (“DSBG”), Dah Sing Bank, Limited
(“DSB”), MEVAS Bank Limited, Banco Comercial de Macau, S.A., Dah
Sing Life Assurance Company Limited (“DSLA”), Dah Sing Insurance
Company (1976) Limited, Macau Insurance Company Limited, Macau
Life Insurance Company Limited, New Asian Shipping Company,
Limited and various other companies. Honorary President of Hong Kong
Guangdong Chamber of Foreign Investors and Guangdong Chamber
of Foreign Investors. Over 45 years of experience in banking and
finance. Member of the Hong Kong Association of Banks, the Chinese
Banks Association Limited and the Hong Kong Shipowners Association.
Vice President of The Hong Kong Institute of Bankers. Father of Mr.
Harold Tsu-Hing Wong, currently the Managing Director and Chief
Executive of DSBG, Vice Chairman of DSB and DSLA, and an Executive
Director of the Company’s other key operating banking and insurance

subsidiaries.

Mr. Robert Tsai-To Sze

Independent non-executive Director

Aged 71. Appointed as an Independent non-executive Director of the
Company in 1997. Also an Independent non-executive Director of Dah
Sing Banking Group Limited (“DSBG”), Dah Sing Bank, Limited, Dah
Sing Bank (China) Limited, MEVAS Bank Limited and Dah Sing Life
Assurance Company Limited. Currently the Chairman of the Audit
Committees, the Nomination and Remuneration Committees of both
the Company and DSBG, and a non-executive Director to a number of
Hong Kong listed companies®. Fellow of the Institute of Chartered
Accountants in England and Wales and the Hong Kong Institute of
Certified Public Accountants. Also a former partner of an international

firm of accountants with which he practised for over 20 years.

Note(*): Apart from the Company and DSBG, Mr. Robert Sze also holds/held
directorships in other Hong Kong listed companies during the last three
years, namely, Asia Satellite Telecommunications Holdings Limited,
China Travel International Investment Hong Kong Limited, Hop Hing
Group Holdings Limited, Min Xin Holdings Limited, Nanyang Holdings
Limited, QPL International Holdings Limited and Sunwah Kingsway
Capital Holdings Limited.
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Dr. Tai-Lun Sun (Dennis Sun) B.B.S., J.P

Independent non-executive Director

Aged 61. Appointed as an Independent non-executive Director of the
Company in 2002. Member of the Nomination and Remuneration
Committee of the Company. Currently Chairman of China-Hongkong
Photo Products Holdings Limited and Fuji Photo Products Company
Limited. Vice Patron of the Community Chest, a founding member of
the China Charity Federation and Deputy Chairman of the Hong Kong
Management Association. Independent non-executive Director of
Hanison Construction Holdings Limited. Awarded the Bronze Bauhinia
Star by the Government of Hong Kong SAR in 1999. Appointed as a
Justice of The Peace by the Government of Hong Kong SAR in 2002.

Mr. Lon Dounn

Independent non-executive Director

Aged 59. Appointed as an Independent non-executive Director and
member of the Audit Committee of the Company in April 2012. Also an
Independent non-executive Director of DSBG between December 2010
and March 2012. Over 30 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. Takashi Morimura

Non-executive Director

Aged 59, Appointed as a Non-executive Director of the Company in
December 2011. Joined The Bank of Tokyo, Ltd. (now becomes The
Bank of Tokyo-Mitsubishi UFJ, Ltd.(“BTMU”) after several mergers
during the last decade) in 1975. Served and managed various divisions
in BTMU before appointed as the Senior Managing Executive Officer
and the Chief Executive Officer for Europe, Middle East and Africa in
2009. Currently, the Deputy President and the Chief Executive Officer
of Global Business Unit of BTMU and the Managing Officer and the
Group Head of Integrated Global Business Group of Mitsubishi UFJ
Financial Group, Inc.. Possessed over 35 years of experience in

corporate banking and finance.
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Mr. Hidemitsu Otsuka

Non-executive Director

Aged 53. Appointed as a Non-executive Director of the Company in
July 2010. Currently the Executive Officer, Regional Head for Hong Kong
and General Manager of The Bank of Tokyo-Mitsubishi UFJ, Ltd. (Hong
Kong Branch) (“BTMU”). He joined The Bank of Tokyo, Ltd (now
becomes BTMU after several mergers during last decade) in 1982,
appointed as the Chief Manager of Corporate Banking in 2001,
promoted as the General Manager of International Credit Division in
2007 and an Executive Officer in 2009. Also a Non-executive director
of Chong Hing Bank Limited since 2010. Over 29 years of experience

in corporate banking and finance.

Mr. John Wai-Wai Chow

Non-executive Director

Aged 62. Appointed as a Director in 1994 and currently a Non-executive
Director and member of the Audit Committee of the Company.
Managing Director of Winsor Industrial Corporation Limited and Winsor
Properties Holdings 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). Over 20 years of experience in textile, garment and property
business.

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

Aged 59. Appointed as a Director in 1993 and promoted as the
Managing Director of the Company in January 2002. 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. Promoted as Vice Chairman of DSB and Dah Sing
Banking Group Limited (“DSBG”) of both companies in April 2011.
Chairman of Dah Sing Bank (China) Limited and a director of various
major subsidiaries of the Group. Director of Great Wall Life Insurance
Company Limited, and a non-executive Vice Chairman and Director of
Bank of Chonggqing in which the Group has a 20% equity interest.
Associate of The Institute of Bankers (U.K.), Founder Member of The
Hong Kong Institute of Bankers and The International Retail Banking

Council of the U.K. 35 years of experience in banking.
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Mr. Roderick Stuart Anderson

Executive Director

Aged 64. Appointed as an Executive Director of the Company in 2000
and Vice Chairman of Dah Sing Life Assurance Company Limited
(“DSLA”), a key operating subsidiary of the Company, since 2004.
Joined DSLA in 1993 and had been its Chief Executive and Managing
Director for over 12 years. Also a Director of Dah Sing Insurance
Company Limited, Dah Sing Insurance Company (1976) Limited, Macau
Insurance Company Limited, Macau Life Insurance Company Limited
and Great Wall Life Insurance Company Limited. Formerly, President of
The Actuarial Society of Hong Kong, Chairman of The Life Insurance
Council, Chairman of the Governing Committee of the Hong Kong
Federation of Insurers and Chairman of the Board of the Insurance
Claims Complaints Bureau. Fellow of The Institute of Actuaries with
over 40 years of experience in financial services and insurance in

particular.

Mr. Gary Pak-Ling Wang
Executive Director

Aged 51. Appointed as an Executive Director of the Company in 2001.
Joined Dah Sing Bank, Limited, 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 since then. Promoted as the Managing Director and Chief
Executive of Dah Sing Bank in May 2011. Also a Director of Banco
Comercial de Macau, S.A., Dah Sing Bank (China) Limited and Dah
Sing Life Assurance Company Limited. Qualified accountant, Fellow of
The Association of Chartered Certified Accountants of the U.K. and
member of the Hong Kong Institute of Certified Public Accountants.

Over 25 years of experience in financial management and banking.

Mr. Nicholas John Mayhew

Executive Director

Aged 44. Joined the Company in 1998 and 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. Promoted from Executive Director to Deputy Chief Executive
of DSB in August 2011. Head of Treasury and Corporate Finance of
DSB responsible for its treasury and corporate finance activities. Over
20 years of experience in financial services both in the U.K. and Hong
Kong.
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Mr. Takashi Morisaki

Alternate Director to Mr. Takashi Morimura

Aged 57. Appointed as an Alternate Director to Mr. Tatsuo Tanaka, a
Non-executive Director of the Company, in July 2010; and appointed
as an Alternate Director to Mr. Takashi Morimura, a Non-executive
Director succeeding Mr. Tanaka, in December 2011. Currently the
Managing Executive Officer and Chief Executive Officer for Asia and
Oceania in The Bank of Tokyo-Mitsubishi UFJ, Ltd. (“BTMU”). He joined
The Mitsubishi Bank, Ltd. (now becomes BTMU after several mergers
during the last decade) in 1978, appointed as the Managing Executive
Officer (Deputy Head) of BTMU’s Corporate and Investment Banking
Trust Business in 2008. 34 years of experience in corporate and

investment banking, as well as treasury finance.

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

Aged 42. Joined Dah Sing Bank, Limited, a key operating subsidiary of
the Company, in 2000, and appointed as an Executive Director in 2005
and as the Vice Chairman in March 2010. Currently also the Managing
Director and Chief Executive of Dah Sing Banking Group Limited
(“DSBG”). 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.. Qualified solicitor in England and Wales and
in Hong Kong. Son of Mr. David Shou-Yeh Wong, the Chairman of the
Company and DSBG.

Mr. Lung-Man Chiu (John Chiu)
Executive Director of Dah Sing Banking Group Limited

Aged 62. Joined Dah Sing Bank, Limited (“DSB”), a key operating
subsidiary of the Company, in 1986 and appointed as an Executive
Director of DSB and Dah Sing Banking Group Limited in 1995 and 2004
respectively. Currently the Chief Executive and Director of Banco
Comercial de Macau, S.A. incorporated in Macau. 35 years of

experience in banking.
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Mr. Yau-Shing Cheung (Alex Cheung)

Executive Director and Alternate Chief Executive of Dah Sing Bank

Aged 50. Joined Dah Sing Bank, Limited (“DSB”), a key operating
subsidiary of the Company, and appointed as its Executive Director in
2010 and appointed to be an Alternate Chief Executive in September
2011. Currently Head of Group Risk Management, responsible for
strategic direction, overall risk management framework and
management oversight on the Group Risk Division. Prior to joining DSB,
he held a range of senior audit and risk management positions with a
number of financial institutions in Hong Kong, including The Chase
Manhattan Bank, Hang Seng Bank and Bank of China (Hong Kong).

Over 20 years of experience in banking and auditing.

Ms. Wing-Kay Chow (Eleonore Chow)
Director and Chief Executive of Dah Sing Life Assurance Company Limited

Aged 46. Appointed as a director and the Chief Executive of Dah Sing
Life Assurance Company Limited in 2010, responsible for overseeing
the operation of long-term insurance business. Fellow member of Life
Office Management Association (FLMI) USA. 20 years of experience in

insurance industry in Hong Kong, China and Taiwan.

Note: Interests of Directors and Senior Management in shares and underlying
shares of the Company or its associated corporations, if any, within the
meaning of Part XV of the Securities and Futures Ordinance as at 31
December 2011 are disclosed in the “Interests of Directors and Chief
Executive” of the Report of the Directors as included in this 2011 Annual
Report of the Company.
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We firmly believe in “Growing with the Asian Region” over the past
decade or so. Whilst over the past few years, conditions in global
financial markets and in the global economy have been very
challenging, we are of the view that the Asian markets have
recovered more quickly than other global markets, and that over
time this will be beneficial to our core businesses.

After a strong start in the first half of 2011,
with rapid loan growth, mainly driven by
demand from Mainland China related
business, conditions became more difficult
into the second half of the year, with a
slow-down in growth, increased pressure
on funding costs, and a much more volatile
global market environment, as events in
Europe continued to unfold. Inflation
remained heightened during the course of
the year, which led to meaningful pressure
on costs, adding to the cost increases
incurred, particularly in the first half of the
year. Despite the overall difficult conditions
experienced during the year, we were able
to report a small increase in net profit to
HK$1,289 million, with profit attributable to

AR -2 -ZFE  BEEERERTAZS

FREBER _-_T——F

EREGRENEEES - S

#418,400 B R —FT——F T H¥FHR

shareholders reaching HK$1,010 million.
Both our banking and insurance businesses

Relative to 2010 year end, Hang Seng Index

dropped to close at around 18,400 points,

reported better performance in 2011.

reflecting the more difficult conditions in the

second half of 2011.
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DSBG reported mild increase in profit attributable to shareholders,
up from HK$1,074 million in 2010 to HK$1,078 million in the year. Loan
growth and deposit growth were both strong, rising by 14% and 16%
respectively during the year. Loan growth was driven largely by
Mainland China related business, particularly cross-border trade
finance, as we continued to position our growth in line with the overall
development of Mainland related business in Hong Kong including
offshore RMB. Although asset yields were broadly unchanged, strong
competition for deposits, particularly in the second half of the year
pushed up deposit costs significantly, thus reducing our net interest
margin, and placing our overall net interest income under pressure,
notwithstanding the relatively strong business growth.
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Dah Sing Bank’s wholly owned subsidiary, Dah Sing Bank (China)
Limited (“DSB (China)”), now operates in five cities in China, with a
network comprising the Shenzhen headquarters, and branches in
Shanghai, Guangzhou, Nanchang, and Zhenjiang. Our investment
in Bank of Chongging (“BOCQ”) performed well again during the
year, with an increase in contribution of attributable profit by 42%
to HK$353 million.

RFIRIT (P E) BINA 1T
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Dah Sing Bank (China)
Guangzhou Branch
opened for business

in 2011.
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Insurance Business

Our insurance business reported a total net profit of HK$328 million
in 2011, up 5% from 2010. Net premium income grew mildly, but
new business of our long term life business was strong, growing by
52% during the year, and helping to offset the cessation of renewal
premiums from certain shorter dated policies sold in the past. Whilst
investment performance was down, due to weak markets
particularly in the second half of the year, we were still able to
outperform relevant benchmarks. In volume terms, the investment
book grew from HK$8.8 billion at year end 2010 to HK$10.1 billion
at the end of 2011.

The solvency position of our insurance businesses remained strong,
with net assets attributable to our insurance businesses growing
from HK$3.1 billion at the year end 2010 to HK$3.3 billion by the
end of 2011.
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We have taken steps to strengthen the core capital base of our
banking business significantly over the years since the financial
crisis, and have increased our core capital ratio from 9.1% at the
end of 2007 to 10.5% at the end of 2011. We believe that this
stronger equity capital base will assist us in preparing for the
introduction of the Basel lll capital regime, which is to be introduced
in Hong Kong in 2013, and to position us for further growth in our
businesses.

After long service with the Dah Sing Group of companies, Messrs.
Peter Gibbs Birch and Yiu-Ming Ng retired from their office as an
Independent non-executive Director and a Non-executive Director
of the Company respectively on 27 May 2011.

On 5 December 2011, Mr. Tatsuo Tanaka resigned from his position
as a Non-executive Director due to his other business assignment
in Mitsubishi UFJ Financial Group, Inc., the holding company of
The Bank of Tokyo-Mitsubishi UFJ, Ltd. (“BTMU”), which holds a
15.07% interest in the Company. Mr. Takashi Morimura was
appointed to succeed Mr. Tatsuo Tanaka’s role to represent
BTMU's interest in the Company.

The Board of the Company expresses its appreciation to Messrs.
Peter Birch, Y.M. Ng and Tatsuo Tanaka for their invaluable
contributions to the Company during their tenure of service, and
extends a warm welcome to Mr. Morimura as a new Board
member.
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2011 was a year with a more optimistic tone and solid growth in our
core markets in the first half of the year turning to a more subdued
environment in the second half, with a refocus on economic
imbalances in Europe and their potential knock-on effect for the
rest of the world.

Coming into the beginning of 2012, we have seen relatively
positive sentiment in major financial markets, whilst economic
prospects globally remain subdued. There are leadership elections
and forthcoming changes in a number of major countries during
the year, and it is likely that major policy developments in those
countries will not be seen until the new leaderships are in place.
Closer to home, we have seen some softening in outlook for
economic growth in Mainland China.

Taking all of this into account, we maintain a cautious outlook, and
anticipate that business growth may slow down. The development
of our business in Mainland China, both through our own wholly
owned subsidiary DSB (China), as well as through BOCQ, remains
important for 2012 and beyond. In Hong Kong, we expect the
current stable but relatively slow growing market conditions to
maintain for a period of time.

2012 will be an important year for our Group, as it will be our 25
anniversary as a publicly listed group, and the 65" year of operation
of our key subsidiary, Dah Sing Bank. Many things have happened
over the past years, including the listing of the group, the
acquisitions of Hongkong Industrial and Commercial Bank, and
subsequently operating as a joint venture bank with China
Construction Bank under the name Jian Sing Bank in Hong Kong
(1994-2002), Grand Union Insurance, the predecessor of Dah Sing
Life Assurance, Wing On Bank, Banco Comercial de Macau, our
20% stake in BOCQ, and the establishment of Dah Sing Bank
(China) amongst others. With our operations centred in Southern
China, Hong Kong and Macau, we believe there are numerous
opportunities still to come in the next 25 years.
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Strategically, we continue to see the closer integration between
Hong Kong and the Mainland as an important and unique business
opportunity, especially for Hong Kong, with the building of the Hong
Kong-Macau-Zhuhai Bridge and the closer integration anticipated
under the 12" Five Year Plan of China currently underway. The
offshore RMB business in Hong Kong and Macau continues to
develop rapidly in a number of different areas, and are important
sources of growth. We will strive to grow our offshore RMB lending
and fee income businesses, and provide integrated services across
Hong Kong and Mainland to our customers.

Finally, | would like to thank my fellow directors for their
valuable contribution and extend on behalf of the Board, our
appreciation to all 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, 21 March 2012
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Dah Sing Management at the Hong Kong headquarters building celebrating the Chinese New Year of Dragon.
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The highlights of the Group’s financial performance for the year are
summarised in the table below:

—E2——F —T—EF 2
2011 2010 Variance
BEAT HK$ Million
B R EE B A Operating profit before
2 & A impairment losses 1,093.4 1,338.6 -18.3%
MR EREEE Operating profit after
2 8 i A impairment losses 912.3 1,240.8 -26.5%
B B4 A s Profit before taxation 1,452.9 1,499.1 -3.1%
FEBEN Profit for the year 1,289.1 1,285.0 +0.3%
% BR 1 v Profit attributable to shareholders 1,009.7 1,006.3 +0.3%
BESE Total assets 159,153 142,742 +11.5%
BEEE Total liabilities 140,022 125,088 +11.9%
REES Shareholders’ funds 15,270 14,156 +7.9%
FFBURA S EE R A Net interest income/operating
income 77.9% 78.0%
A A U A LY 2R Cost to income ratio 61.0% 52.1%
15 488 = O 5 Return on average total assets 0.7% 0.8%
T REE & B Return on average shareholders’ funds ~ 6.9% 7.9%

EH —F——FERERKNEERE - LEKX
FETH+FNEERND - NEBDESEMR
B RAERET —RATABEEET BR
EIEEFNZET BT -TEET - ARERTR
RBEBR T —FEBRSRENRER
3 o
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T FREHANZHANN\EETHEAD
Z—El— TEARESRA LR -

FAEFRBEERASBAEZMEY ZHE
N EBRAEECUEEREBHEMT
B BEERAKRBTHK  T2RRBEBRE
ez 2 FERSERE RS - AEBRTT
XM EEXBRBEEFMRL - HEF

Against a more difficult operating environment in 2011, especially
with a higher level of market volatility during the second half year,
we were able to report a small growth in net profit to HK$1,289
million, with profit attributable to shareholders reaching HK$1,010
million. Both our banking and insurance businesses reported better
performance in 2011.

Net interest income was stable for the year at HK$2,186 million,
due to a combination of business volume growth, offset by net
interest margin (“NIM”) contraction during the year. NIM decreased
year on year from 1.68% to 1.41%, mainly due to higher funding
cost.

Net fee and commission income was up by 5.8% for the year, driven
mainly by progress in the Group’s wealth management business.
Trading income was down sharply, mainly as a result of a much
smaller fair value gain in our insurance business portfolio.
Underlying trading performance of our banking business was
relatively stable compared with the prior year.
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Loan impairment losses and other credit provisions increased from
HK$98 million to HK$181 million, relating both to a small number of
problem loans in our commercial banking business, and to the
collective impairment charge on certain securities investments.

Our insurance business reported net profit after tax for the year of
HK$328 million, an increase of 5% from the previous year. Gross
premium income increased from HK$1,825 million to HK$1,972
million, driven mainly by a stronger performance from our
bancassurance business. Our newly established team of financial
planners in our branches performed well, and was a contributory
factor to the stronger sales during the year. Investment returns and
in particular equity returns were adversely affected by market
conditions particularly in the second half of the year, after a strong
start in the first half. Medium to long-term US Government yields
fell amidst flight to quality and also reflected the likelihood of low
yields continuing for the foreseeable future. This led to a higher
reserving requirement to cover policyholders’ liabilities which was
partly compensated by the increase in the value of in-force
business. The solvency position of our insurance businesses
remained strong, with net assets attributable to our insurance
businesses growing to HK$3.3 billion by the year end. Our Hong
Kong long-term life business continued to maintain a healthy overall
solvency margin cover, which stood at 2.8 times the minimum
required regulatory level at 2011 year end.

We continued to invest in our businesses, and incurred higher
operating expenses in most of our business segments in the year.
Staff expenses, advertising and promotion, premises depreciation,
and the continued expansion of our Mainland China business under
Dah Sing Bank (China) were the main drivers of our cost increases.

Our associate company in Mainland China, Bank of Chongqing,
continued to generate record profits during the year, and our share
of its earnings was HK$353 million, an increase of 42% over the
prior year. The much higher amount of profit contribution from this
investment in 2011 helped to raise our consolidated net profit to
slightly higher than 2010.

Total assets of the Group reached HK$159.2 billion, an increase of
12% over 2010. During the year, we called and retired the entire
previously issued US$150 million Lower Tier 2 subordinated debt,
which was callable in June 2011.
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2011 2010 Variance

HRE Net interest margin 1.41% 1.68%
BEAT HK$ Million
B R E E B A Operating profit before

7 E & s impairment losses 978.3 1,147.3 -14.7%
MR EEEE Operating profit after

2 8 i A impairment losses 797.2 1,049.5 -24.0%
B H5% A Al Profit before taxation 1,227.1 1,267.6 -3.2%
FEBEN Profit for the year 1,077.6 1,074.0 +0.3%
1% 51 {1k 52 ) Profit attributable to shareholders 1,078.3 1,074.1 +0.4%
EFEXR Advances to customers 82,634 72,749 +13.6%
EPFER Customers’ deposits 113,369 97,281 +16.5%
BEITHFRE Certificates of deposit issued 3,164 4,746 -33.3%
GTHREF Total deposits 116,533 102,027 +14.2%
BEETHERES Issued debt securities 2,718 1,943 +39.9%
‘BEED Subordinated notes 3,698 4,684 -21.1%
ERTREESER) Loan (excluding trade bills)

HiER(BIEDET to deposit (including certificates

K15 3B bt = of deposit issued) ratio 69.4% 70.5%
B AS 5 U A B R Cost to income ratio 61.0% 52.7%
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Net interest income was down slightly for the year at HK$1,919
million, with the benefit coming from business volume growth more
than offset by net interest margin (“NIM”) contraction during the
year. NIM decreased year on year from 1.68% to 1.41%, mainly
due to increased funding cost, particularly in the second half of the
year, which more than offset the gains brought by the significantly
higher average loan balances, and some modest recovery in asset
yields. In addition, we continued to maintain a liquid balance sheet,
with relatively high levels of short term liquid assets, which whilst
prudent, had some negative impact on margins.

Net fee and commission income was up by around 7.5% for the
year, driven mainly by progress in the Group’s wealth management.
Trading income was up sharply, primarily as a result of a much
smaller fair value losses relating to changes in the value of our own
issued debt. Underlying trading performance was relatively stable
compared with the prior year.
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Loan impairment losses and other credit provisions increased from
HK$98 million to HK$181 million, relating both to a small number of
problem loans in our commercial banking business, and to the
collective impairment charge on certain securities investments.

We continued to invest in our businesses, with headcount increase
in the first half of the year, although this slowed in the second half
due to the weaker business conditions in the market. This
expansion, coupled with the relatively high inflation in our core
markets, led to growth in operating expenses of 19.5% from
HK$1.28 billion to HK$1.53 billion for our Banking Group. Part of
the expense increase also related to the continued expansion of
our Mainland China business, Dah Sing Bank (China).

Performance in terms of volume was stronger than improvement in
profit in 2011. Loan growth was encouraging, up 13.6% during the
year, largely driven by Mainland China related business, particularly
cross-border trade finance, as we continued to position our growth
in line with the overall development of RMB related business in Hong
Kong. This was broadly matched by deposit growth (up 16% year
on year), which meant that we were able to continue to fund our
business growth without having to raise external funding from
wholesale market sources, resulting in a lowering in the balance of
certificates of deposit issued, and therefore total customer deposits
and certificates of deposit issued only increased 14%.

As at 31 December 2011, our Banking Group’s total gross loans
and advances amounted to HK$82.6 billion, an increase of 13.6%
over 2010. A faster rate of expansion was achieved by our
commercial banking businesses, including trade finance, in both
Hong Kong and China, although our credit card and consumer
lending continued to grow at a solid pace.

Customers’ deposits plus certificates of deposit issued totalled
HK$116.5 billion, an increase of 14% over the previous year amidst
a more competitive market and increasing funding demands by
banks to support the rapid loan growth in the local market.
Excluding trade bills, the loan to deposit ratio of the Group was
69.4% as at 31 December 2011, compared with 70.5% at the end
of 2010.
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Personal Banking

Our Personal Banking business, serving the retail banking, VIP
banking and private banking market segments mainly in Hong Kong
and Macau, reported a reduction in overall net profit when
compared with 2010, caused predominantly by higher operating
expenses and higher loan impairment losses, despite a modest
growth in the operating income.

Although loan balance was slightly up on 2010 and customer
deposits at the end of 2011 were up by 10% when compared with
the 2010 year-end balance, net interest income of our Personal
Banking business was up only modestly on 2010. The relatively
subdued performance on net interest income was caused by the
slow improvement in loan yields, and the much higher cost of
deposits in response to the keen competition for deposits in the
year, especially during the second half of 2011.

It was very encouraging to have recorded a stronger non-interest
income generated by our Personal Banking business in 2011, with
the increase coming mostly from our wealth management activities
and bancassurance sales and distribution.

With our continuous efforts in attracting high net worth and mass
affluent customers, we achieved a meaningful growth in the number
of VIP customers. The expansion of wealth management products
and enhancement of our investment and bancassurance services
including the recruitment of more VIP sales and services officers
enabled our wealth management business to further improve its
services to customers and contribution to our fee income.

The relatively sizeable increase in the operating expenses of our
Personal Banking business in 2011 resulted from the expansion of
retail business sales and services staff, upgrade of our branch
network, expansion and upgrading of our retail securities trading
centres within the retail branches, increases in advertising and
promotion costs, and a lower write-back of Lehman related cost
provisions when compared with 2010.

Whilst the asset quality of our retail lending portfolio remained
benign with actual loan loss rate at relatively low level, the continued
increase in the balance of our unsecured credit card and personal
loans in the year led to a higher level of collective impairment
required, and therefore a higher charge of loan impairment in 2011.
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Personal Banking (Continued)

Our effort in growing the unsecured lending, including credit cards
and personal loans, was reflected in a comparatively stronger
growth rate in these loans relative to the growth in mortgage loans
in the year. We launched new Dah Sing China UnionPay dual
currency card and the new Visa PayWave card in 2011, and were
encouraged that our card development and promotion efforts in
the year were recognised by industry bodies, with awards received
by Dah Sing Bank in 2011 including recognition by VISA on “New
PayWave Program 2010/2011”, and by MasterCard as the “2nd
Runner Up for the Highest Growth Rate in 2011 on Card Spending
(HK)”.

We made a strategic breakthrough in the year by launching OK
Finance before the end of 2011, operating under this new brand to
target at the Hong Kong consumer finance segment not sufficiently
penetrated by our own retail banking operation. This is expected to
generate positive contribution to our Personal Banking business
results in the future.

With the continuing strong loan demand coming from the borrowing
customers of our Commercial Banking business, our Retail Banking
business played a crucial role in generating an increasing level of
customer deposits in the year to help sustain the Banking Group’s
overall loan to deposit ratio at a reasonable level.

We continue to upgrade and renovate our branch network in Hong
Kong with the objective to improve our retail and VIP banking
services. As of the end of 2011, our branch network includes 48
retail branches in Hong Kong under the name of Dah Sing Bank
and MEVAS Bank, of which 26 are offering retail securities centres
for retail customers’ securities trading.

Commercial Banking

Commercial Banking, which includes trade finance, commercial
lending, syndicated lending, equipment finance and vehicle finance,
reported a significantly higher loan balance but lower net profit when
compared to 2010. The lower level of profitability was caused mainly
by a substantial increase in funding cost in 2011, resulting in lower
net interest income and net interest margin.
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Commercial Banking (Continued)

Overall loan balance under Commercial Banking businesses,
including trade finance and commercial loans for use outside Hong
Kong, but excluding commercial banking loans booked by our
subsidiaries in Macau and China, was up 22% relative to 2010,
boosted primarily by trade finance, commercial loans and
equipment finance mostly to small and medium sized enterprises
(“SME”). A large proportion of the increases in our trade finance
and commercial loans were related to cross-border RMB trade
settlement and financing transactions involving Mainland
companies.

In order to better capture the opportunities arising from the platform
of Hong Kong as the offshore RMB settlement centre and increasing
volume of cross-border transactions, our Cross-Border Business
Development team has been set up with a focus to provide better
banking services to companies operating mainly in the Pearl River
Delta region. A more flexible financing package is offered to such
companies operating both in China and in Hong Kong.

With the increased level of cross-border RMB related transactions
and our offering of different treasury products to our commercial
customers, we recorded a higher volume of customer transactions
and stronger fee income when compared to 2010.

We have also added another product to our commercial card
portfolio, namely China UnionPay Dual Currency corporate card in
order to provide RMB payment option for our SME customers for
use in the Mainland.

Riding on the financing schemes provided by the Hong Kong
Government to support the development of SMEs in Hong Kong,
we continued to support our customers via SME Loan Guarantee
Scheme as well as the newly launched SME Financing Guarantee
Scheme introduced by the Hong Kong Mortgage Corporation in
January 2011.
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Commercial Banking (Continued)

We continued to maintain a close relationship with various industry
and major trade associations to expand our reach, especially in
serving Hong Kong SMEs. Early in January 2012, we provided a
sponsorship for the event of Chongging Hong Kong week organised
by the Federation of Hong Kong Industries. The event aimed to
provide Hong Kong SMEs the opportunity to develop their sales
and marketing penetration in China through building up recognition
of their brand names amongst Mainland consumers.

To help fund the strong loan growth, our Commercial Banking
division made a stronger effort in growing customer deposits, and
achieved notable increase in deposit balance in 2011.

Asset quality of our Commercial Banking loan portfolio remained
benign in general. Although higher individual impairment losses
were recorded in our vehicle finance business, a higher write-back
in loan impairment provision for our general commercial banking
and equipment finance businesses led to a lower overall loan
impairment charge in 2011.

Despite the increase in its loan book and an encouraging
improvement in fee income, the total operating income and net profit
of our Commercial Banking businesses in 2011 was lower than
2010, caused largely by lower net interest income, which was a
result of tighter loan margins caused by the much higher cost of
funds paid, in spite of a modest improvement in the loan yields.

Treasury

Our Treasury, on the back of stronger net interest income and non-
interest income, and lower securities disposal loss, achieved
improved performance in 2011, despite making a collective
impairment on our securities investment portfolio.

Whilst the global investment market was generally improving during
the first half of 2011, in response to the renewed European
sovereign debt crisis during the third quarter, a more volatile second
half year was experienced. Against such a market backdrop, our
Treasury division continued to maintain a cautious approach in
managing its surplus funds and investment in credit. Nevertheless,
with a higher average level of surplus funds, our Treasury gradually
expanded our securities investment portfolio during 2011, which
contributed to improve our overall yields on surplus funds
investments, and Treasury’s net interest income.



X5 OE

M EH ()

RENBEEARBHERZEEMNIMmEEP
HUWEERMERBZFR - AEBZHEEE
MEFRRITHEFAE  BE-_FT——FK
RIS —MRINEREMBEFTRASL - EERFEI
FERIBUA -

AEER T ——FREXRDBEER - AR
BHARBE—RETZHEARERE LT
SEFEAKEZEHELFREMAEZETR
EWmEL Z Rk &K THBREE -

MEER =T — TFEREFE B AR A0 B 6 1
ERFRBEANER  MEHAKEZHE
EBFER  AEERERR-_T——F X
BREEWARNEEFLEEBRRD - &5
AiERE 2548 -

WL 7 S RAT (TR R S RAT )

R-T——FFEK  BABRERTERLE
RO - E-ZFFENBDZANBDZ
h MEREFERLRIR —F——FFED
REDZETHE - FREFNFEANE - &
HESRAR MRS EWE - SERAR -
T-TEKFEE - TERERAREERBOR
2o MERFIFERITR _T-FTF 2 E
BXETEFLEBRZEE  RFIBRRT
R-E——FRAMAR M S AR E 2 B
FHRMNBE—F-FFEMESZ T = - BBER
BRUWERPIERIRITRER B EE#H
RETEERAE  ME-T——F2HHMAX
B BPFIEERRITR_E——FESENK
BEARR OGN R _T-TFFENZAT

o

BFABERRITR -_Z——FFENRMKES
A+REREDTT  BERE TRFINEERTE
RITHEF o

Treasury (Continued)

Working with our Commercial Banking division in serving the
increasing volume of cross-border RMB related transactions and
meeting customers’ need for more treasury products and services,
our Treasury division was able to generate additional non-interest
income in 2011, in addition to the normal foreign exchange and
other trading income.

As a prudent measure to balance against the risk and uncertainties
of the Eurozone crisis that may affect our debt securities investment
portfolio, we had taken the decision to charge a HK$100 million
provision by way of collective impairment on our investment
portfolio in 2011.

Against the more significant loss on securities disposal in 2010 as a
result of our risk reduction and mitigation actions, and a net loss
recorded by our Treasury in 2010, our Treasury division,
underpinned by the higher operating income and a lower securities
disposal loss, recorded much improved results in 2011.

Banco Comercial de Macau (“BCM”)

BCM’s loans and deposits at the end of 2011 grew 9% and 5%
respectively against 2010, with a loan to deposit ratio standing at
70.5% at 2011 year end. Competition for deposits was intense
throughout the year, resulting in a higher cost of funds and tighter
net interest margin, and a flat operating income when compared
with 2010. Benefiting from lower loan impairment charges, and with
BCM'’s 2010 results partially affected by certain securities disposal
losses, the overall 2011 net profit of BCM measured on Macau local
book basis was up 12% on 2010. Adjusting for the amortisation of
intangible assets (recognised at the initial acquisition of BCM) and
some Group level adjustments, and with a lower 2011 amortisation
charge, the 2011 profit of BCM recognised in our Group level
financial reporting was 52% higher than 2010.

Serving both commercial and retail banking customers in Macau,
BCM operated a total of 15 branches in Macau as of the end of
2011.
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Dah Sing Bank (China)

Dah Sing Bank (China) Limited (“DSB China”), a wholly owned
subsidiary of Dah Sing Bank locally incorporated in China in 2008,
moderated its growth in the year with the added emphasis on
strengthening its credit control and expansion of its deposit base
so that it could meet the regulatory requirement on maintaining the
loan to deposit ratio at below 75% by the end of 2011, and a
significant growth in customer deposits was recorded in the year.
DSB China reported a modest net profit contribution in 2011.

DSB China now operates in five cities in China, with a network
comprising the Shenzhen headquarters, and branches in Shanghai,
Nanchang, Zhenjiang and Guangzhou, offering both commercial
and retail banking businesses to customers in China. We continue
our effort on the planning and preparation of opening of additional
branches in other cities in the Mainland market.

MEVAS Bank

After the migration of most of MEVAS Bank’s (“MEVAS”) businesses,
branches and customers to Dah Sing Bank in late 2010, MEVAS
subsequently only offered limited commercial banking and deposit
taking services in Hong Kong, and had retained one branch in 2011.

Bank of Chongging

Bank of Chongqging (“BOCQ?”) is the leading city commercial bank
in Chongging. Chonggqing is the largest city in Western China and
one of the 4 leading municipalities in China reporting directly to
Beijing. BOCQ operates a branch network of over 90 branches and
sub-branches, including branches and sub-branches in Chengdu
(the capital city of Sichuan province), Guiyang and Xian.

With the rapid pace of growth and development in China, and
particularly in the greater Chongqing region, coupled with the
continued growth in loans and deposits, and benign asset quality,
BOCQ achieved another year of strong growth, posting record
results in 2011.

BOCQ’s total assets, as of 31 December 2011, driven mainly by
loan and treasury asset increases, reached RMB127.2 billion, up
18% relative to 2010. Driven by strong growth in net interest income
and fee income, BOCQ recorded an impressive jump in net profit
rising to RMB1.46 billion, an increase of 35% over 2010.
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Bank of Chongging (Continued)

Our interest in BOCQ remained at 20%, and our share of BOCQ net
profit is incorporated in the Group’s profit on equity accounting
basis and reported as the share of results of an associate, which
had risen from HK$249 million in 2010 to HK$353 million in 2011,
an increase of 42% including the effect of foreign exchange
translation gain.

Insurance Business

Our insurance business, consolidating the results of the life and
general insurance businesses in Hong Kong and Macau, achieved
an overall higher level of profit when compared with 2010, driven
largely by improved sales, much higher increase in the value of in-
force life policies of our long-term insurance business, despite a
weaker investment performance amidst volatile market conditions,
particularly in the second half of 2011.

TERREERBER _T——FR_FT—

TF The following provides a summary of the profit and loss of our

i =E:y i insurance group in 2011 and 2010:
—ZE——fF T—ZF
BEBT HK$ million 2011 2010
FIRE R E MU Net insurance premium and
(BERBEERBEIWA) other income including fee and
commission income 2,044 1,645
REERERZILFE Net insurance claims and expenses (2,106) (1,921)
®EREBERA Investment and related income
FLEWA Interest income 264 221
FEEWA Net trading income 126 412
KEWMEZ RN VE Net gain on fair value adjustment
AT W= on investment properties 76 84
HERTHEERE Net gain on disposal of
2 E available-for-sale securities 103 21
HgERA Other operating income 20 18
25 Sub total 589 756
EESH REMAAR Operating expenses and other costs (182) (150)
BR B¢ A 238 A Profit before taxation 345 330
B Taxation (17) (16)
Fa Al Net profit 328 314
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Insurance Business (Continued)

Our insurance businesses reported a modest increase in total net
profit when compared with 2010. Even though total premium
income and other income (including the increase in the value of in-
force business) was much higher, and new business from our
bancassurance business including life assurance sales generated
by the financial planners in our retail branches in Hong Kong was
particularly strong, the higher reserving required to cover
policyholders’ liabilities and a lower investment return substantially
offset the increase in premium income and the rise in the value of
in-force business in the year. Our policyholders’ liabilities are
determined on an actuarial basis including adjusting the valuation
rates with consideration of the medium to long-term US
Government yields as the risk-free rates, which in 2011 fell due to
the flight to quality amidst the more volatile market conditions during
the second half of 2011, and as a consequence, the higher level of
policyholders’ liabilities as of the end of 2011 led to an increase in
the required reserving and therefore higher cost to our life business.

Our insurance business performance was also much affected by
the investment returns in the year. Our equity investment returns in
particular were adversely affected by market conditions after a
strong start to the year, and ended the year with a lower total return.
The overall investment and related income was significantly lower
than 2010, and was a key factor in dampening our overall
profitability in 2011.

The increase in the operating expenses was driven mainly by higher
staff and business promotion costs.

As at 31 December 2011, the total value of our Hong Kong and
Macau in-force life assurance businesses as calculated in
conjunction with the independent actuary was HK$1,787 million
(relative to HK$1,318 million at the end of 2010). With profit retention
and investment revaluation reserve of our insurance subsidiaries’
available-for-sale investments, the shareholders’ funds employed
in our life and non-life insurance businesses increased, giving an
overall value for the insurance business in the accounts of the Group
of HK$3,288 million, up 7% compared with HK$3,062 million at
2010 year end. Our Hong Kong long-term life business continued
to maintain a healthy overall solvency margin cover, which stood at
2.8 times the minimum required regulatory level at 2011 year end.
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Insurance Business (Continued)

Dah Sing Life Assurance Company Limited, the Group’s key
insurance subsidiary in Hong Kong, launched in the year a series of
new insurance, savings and protection products, and also new
through-the-line advertising campaign to promote the awareness
of the Dah Sing Life brand. We are pleased to see that Dah Sing
Life is one of the two insurance companies in Hong Kong having
been recognised by the Eastweek Magazine of Sing Tao Magazine
Group with the Outstanding Corporate Strategy Award for its
outstanding strategy and innovative marketing performance in
2011.

During the year, we continued and increased our focus and effort in
refining our risk management governance, system and processes,
including establishing a new credit management committee to
strengthen the oversight of credit monitoring and review of our
Banking Group’s lending businesses, streamlining division level
credit committees, enhancing our credit and risk policy manuals,
and deepening the application of risk-adjusted pricing to improve
our balance sheet allocation and capital deployment processes.

—g—-% —T-=%

RITEE Banking Group 2011 2010

HiEIRTT 2 A G E ANER

REALER) REZEEFRAEEFEZ AN
RITARA EARER - UREEE
RITEENRADZEEREAFEZAHE

AERE

RIRTTERR 2R

Combined capital base of

(Capital) Rules.

(CN=F=¥:-V-1p) banking subsidiaries (HK$ million)

-W+-A=+—H — at 31 December
— LB - Core capital 9,363 8,481
— B pnE AR - Supplementary capital 4,252 5,138
MRE 2 BB g Total capital base after deductions* 13,615 13,619
BEARFTRILE Capital adequacy ratio
— 1z — Core 10.5% 10.2%
— g - Overall 15.2% 16.3%
MEBEEL X (FEFT) Liquidity ratio (average for the year) 44.7% 45.7%
* EXF AHEARERBERBIZESCRER *  The total combined capital base shown above reflects the sum of the

consolidated capital base of Dah Sing Bank calculated on a regulatory
consolidation basis specified by the Hong Kong Monetary Authority (“‘HKMA”)
and Mevas Bank computed on Basel Il basis with reference to the Banking
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The Group’s banking business maintained relatively healthy capital
adequacy ratios in 2011 and 2010. The HK$1 billion new equity
capital raised by Dah Sing Banking Group Limited (“DSBG”)
pursuant to the rights issues completed in December 2010,
supported by a corresponding HK$1.2 billion rights issue of the
Company, was fully injected by DSBG to Dah Sing Bank (“DSB”) as
additional equity in the first half of 2011.

Following the equity injection and after receiving the HKMA
approval, DSB exercised its call option in June 2011 to fully redeem
US$150 million Lower Tier 2 subordinated debt.

Our Banking Group continued to maintain throughout the year a
very 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.

To align with the Supervisory Policy Manual module on Competence
and Ethical Behaviour issued by the HKMA in July 2011, the Group
had reviewed its existing policies and practices in relation to setting
job requirements, selection, performance management and training.
The Group will continue to assess, monitor, develop and maintain
the competence levels and ethical behaviour of its staff members.
To support the Group’s commitment in enhancing staff’s
competence and professionalism, we invested in additional staff
training, and a higher number of total training hours was spent by
our employees in 2011.

DSBG implemented new remuneration practices in 2011 to comply
with the Guideline on a Sound Remuneration System issued by the
HKMA in 2010. We will continue to ensure that our remuneration
system and practices, including our risk management framework,
support the achievement of long-term financial soundness of the
Group, remain competitive in the market, and comply with
regulatory requirements.
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We continued our work to improve the service excellence,
teamwork, caring and trust culture throughout the organisation.
Personal support and counselling services as well as crisis
management training were provided to staff-in-need through our
employee assistance program. Our staff social club continued to
promote staff and family well-being, and organised different social
and sports activities to help promote wellness, affinity, friendship,
health and community services. We are also among the very first
group of companies that participated in the Caring Company
Campaign initiated by the Hong Kong Council of Social Services.
We have been awarded as a “Caring Company” for ten consecutive
years since the recognition was launched, and will become a
member of the first group of Hong Kong companies to have the
“10+ years Caring Company” recognition.

The Group’s headcount increased in 2011 as a result of our business
growth and increasing demand for human resources to strengthen
our capabilities in both business units and support functions. The
total number of employees of our Group, including our staff in
Macau and China, increased from 2,196 at the end of 2010 to 2,385
at the end of 2011.
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The Group is committed to high standards of corporate governance,
and follows all of the code provisions set out in the Code on Corporate
Governance Practices (the “Code”) contained in Appendix 14 of the
Listing Rules of The Stock Exchange of Hong Kong Limited (the “Listing

Rules”).

This report is issued in accordance with Appendix 23 of the Listing
Rules, and explains how the Company applies the provisions set out in
the Code.

The Company has adopted its code for directors’ securities transactions
on terms no less exacting than the prevailing required standard set in
the Model Code in Appendix 10 of the Listing Rules. Following specific
enquiry, the Directors of the Company confirmed that they have

complied with the Model Code throughout the year.

(1) 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.

(2) Board composition and meetings

The Board is made up of the Chairman, Mr. David Shou-Yeh Wong, four
executive directors including the Chief Executive, four* non-executive
directors, and three independent non-executive directors. Brief

biographical details of the directors are set out on pages 6 to 11.

Note(*): Mr. Akimitsu Ashida resigned as a Non-executive Director with effect
from 1 April 2012.

Board meetings are held at least four times each year at approximately

quarterly intervals, and additional board meetings are held as necessary.
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(2) Board composition and meetings (Continued)

The following table sets out the attendance record of each director at
the board meetings held in 2011:

Number of Board meetings in 2011 6

Independent non-executive Directors

Peter Gibbs Birch 1/2 50%
(retired with effect from 27 May 2011)

Robert Tsai-To Sze 5/6 83%

Tai-Lun Sun (Dennis Sun) 5/6 83%

*Nicholas Robert Sallnow-Smith 5/6 83%

Non-executive Directors

Akimitsu Ashida 0/6 0%

Tatsuo Tanaka 0/6 0%
(resigned with effect from 5 December 2011)

Takashi Morimura 11 100%
(appointed with effect from 5 December 2011)

Hidemitsu Otsuka 5/6 83%

John Wai-Wai Chow 6/6 100%

Yiu-Ming Ng 2/2 100%

(retired with effect from 27 May 2011)

Executive Directors

David Shou-Yeh Wong 6/6 100%
Hon-Hing Wong (Derek Wong) 6/6 100%
Roderick Stuart Anderson 6/6 100%
Gary Pak-Ling Wang 6/6 100%
Nicholas John Mayhew 6/6 100%
Average attendance rate 79%

*  Nicholas Robert Sallnow-Smith resigned with effect from 1 April 2012 and
Lon Dounn was appointed as an Independent non-executive Director of the
Company on the same day.

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 seven 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 committee,
and are open for inspection at any reasonable time on reasonable notice

by any director.
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(2) Board composition and meetings (Continued)

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 endeavour to identify and engage an appropriate

professional adviser at the expense of the Company.

All directors appointed to fill a casual vacancy should be subject to
election by shareholders at the first general meeting after their
appointment. Every director, including those appointed for a specific
term, should be subject to retirement by rotation at least once every

three years.

The Board has delegated the day-to-day responsibility of running the
Group to the executive management, and has delegated responsibility
for certain matters to a number of committees, which are described
more fully in the following sections. 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 executive management. These

reserved matters include:

° Transactions that a substantial shareholder or a director has a

conflict of interest;

° Material acquisitions or disposals (i.e. an amount that exceeds
10% of the lower of the Company’s net asset value or market

capitalisation at the relevant time);

° Material investments or disposal of investments (except for
normal investment or dealing in securities in the ordinary course

of deploying the surplus funds of the Group);
° Any material change in the nature of the Group’s business;
° Appointment of new directors;
° Approval of relevant policies; and

° Approval of annual budget.

The Company maintains appropriate insurance cover in respect of legal

action against its directors.
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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 one individual should have unfettered powers
of decision. The roles and objectives of the Chairman, Mr. David Shou-
Yeh Wong, and the Chief Executive, Mr. Hon-Hing Wong (Derek Wong),
are therefore separated and have been approved by the Board. The
Chairman mainly provides leadership for the Board to ensure that the
Board works effectively and discharges its responsibilities, and all key
and appropriate issues are discussed by the Board in a timely manner.
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.

The Company has four* non-executive directors and three independent
non-executive directors. Each of the independent non-executive
directors has provided to the Company confirmation of independence

as required by Rule 3.13 of the Listing Rules.

Note(*): Mr. Akimitsu Ashida resigned as a Non-executive Director with effect
from 1 April 2012.

Non-executive directors are appointed for a specific term, subject to
re-election. The term of appointment of non-executive directors is
normally for a term which coincides with their expected dates of

retirement by rotation at least once every three years.

Non-executive directors, 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 special meeting
of the shareholders of the Company. The non-executive directors make
a positive contribution to the development of the Company’s strategy
and policies through independent, constructive and informed

comments.
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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 role
and responsibilities. The Committee was reconstituted as the
Nomination and Remuneration Committee of the Company in August
2006 with a set of updated terms of reference. It is responsible, among
other things, for the review of the nomination of new directors, approval
of the remuneration of directors and senior management. In December
2010, the Committee’s terms of reference were further updated to cover

the following additional roles and responsibilities:

- To assist the Board in discharging its responsibility for the design

and operation of the Company’s remuneration system;

- To review and make recommendation in respect of the Company’s

remuneration policy and practices to the Board;

- To be delegated with the responsibility of the Board to determine
the specific remuneration packages of Senior Management as

defined in the Group Remuneration Policy; and

- To ensure that regular review of the Company’s remuneration

system and its operation is conducted.

The majority of the members are independent non-executive directors.
The terms of reference for the Committee are available for inspection at

the Company’s registered office and website.
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Remuneration of Directors (Continued)

The Nomination and Remuneration Committee held three meetings in
2011. The current members of the Committee and their attendance

records in 2011 are set out below:

Number of meetings held in 2011 3
Robert Tsai-To Sze (as the Chairman) 3/3 100%
Peter Gibbs Birch

(retired on 27 May 2011) 11 100%
Tai-Lun Sun (Dennis Sun) 2/3 67%
*Nicholas Robert Sallnow-Smith

(appointed on 31 May 2011) 2/2 100%
David Shou-Yeh Wong 3/3 100%
Hon-Hing Wong (Derek Wong) 3/3 100%
Average attendance rate 95%

*  Nicholas Robert Sallnow-Smith resigned with effect from 1 April 2012 and
the Company will appoint a suitable candidate to fill the vacancy within a
reasonable period of time.

The work of the Nomination and Remuneration Committee during 2011

included:

- Determining and approving the remuneration levels for executive

directors and senior management

- Reviewing the nomination of directors to the Board and senior

management of the Company and of the Group

- Reviewing the terms of reference of the Committee

- Reviewing the Group’s remuneration policy and related systems

and practices

- Reviewing the disclosure on the Company’s remuneration

systems and practices
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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 executive directors:

- 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 and the Chief
Executive will not be involved in the decision making for the

remuneration packages of other executive directors.

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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In addition to audit related services, PwC, based on agreed-upon
procedures, provided the Group non-audit services during 2011 by
rendering 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.

Details of the fees payable to PwC for the year for audit and audit-

related services are set out in note 12 to the financial statements.

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

with applicable standards.

The Committee reviews and monitors the integrity of the Company’s
annual and interim financial statements, including significant financial

reporting judgements used in producing the financial statements.

The Committee reviews the Company’s internal controls and reports its
finding 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 Audit Committee are available for

inspection at the Company’s registered office and website.
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The members of the Committee are Messrs. Robert Tsai-To Sze
(Chairman), Nicholas Robert Sallnow-Smith*, John Wai-Wai Chow. Two
members of the Committee are independent non-executive directors
and the other member is a non-executive director, and the members
have extensive experience in banking, finance and business
management. The Committee’s chairman, Mr. Sze, is a qualified
accountant and was a partner of a predecessor firm of
PricewaterhouseCoopers up to June 1996. Save as above disclosed,
none of the other committee members are employed by or otherwise

affiliated with the former or existing external auditors of the Company.
The Committee members meet at least three times a year with the
Company’s senior management, the head of internal audit and the

external auditors. In 2011, a total of three meetings were convened.

The attendance record of individual directors at the Audit Committee

meetings in 2011 is set out below:

Number of Audit Committee meetings in 2011 3

Independent non-executive Directors

Robert Tsai-To Sze (as the Chairman) 3/3 100%
*Nicholas Robert Sallnow-Smith 3/3 100%
Peter Gibbs Birch

(retired on 27 May 2011) 11 100%
John Wai-Wai Chow

(appointed on 31 May 2011) 2/2 100%
Average attendance rate 100%

*  Nicholas Robert Sallnow-Smith resigned with effect from 1 April 2012 and
Lon Dounn was appointed to fill the vacancy as a member of the Audit
Committee on the same day.

To enable directors to be informed of the discussions and decisions of
the Audit Committee, the minutes of the Audit Committee meetings are
included in the board papers of regular board meetings sent to

directors.
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The following is a summary of the work of the Audit Committee during

2011 in discharging its responsibilities:

(a)

Review of, and providing advice and recommendations to the
Board for the approval of the 2010 results announcements and
audited financial statements of the Group, and the 2011 Interim

Report;

Review of external auditors’ findings and comments, and
management’s reports on major accounting and financial
disclosure matters in respect of 2010 audit and financial

statements;

Review of the Corporate Governance Report of 2010 for inclusion
in the Company’s 2010 annual report and the key proposed
changes to the Code on Corporate Governance of the Listing

Rules;
Approval of the reports to the Board providing a summary of the
issues, focuses and discussion reviewed and dealt with by the
Audit Committee in the second half of 2010 and the first half of
2011;

Review of connected party transactions and disclosure;

Review and approval of the appointment and remuneration of

external auditors;

Review of the findings and recommendations of the external

auditors;

Review and approval of the external auditors’ audit plan;
Review and approval of internal audit plan;

Review of the internal audit’s work, findings and recommendations;
Review of update from Group Legal and Compliance on the Hong
Kong Monetary Authority (‘HKMA”)’s examinations and regulatory

concerns, management’s actions in implementing the HKMA’s

recommendations;
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0 Review of the implementation of the development plan of financial

control function;

(m) Review and approval of the new disclosure on the remuneration
system and practices for inclusion in the 2010 financial
statements as supplementary disclosures to comply with the
HKMA guideline;

(n)  Review of the highlight 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

(0) Review of significant accounting treatments for the preparation
of 2011 financial statements.

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 such explanation and
information to the Board as will 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 2011, 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, and reports to regulators as well as the information

required to be disclosed pursuant to statutory requirements.
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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 provide
oversight and 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.

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 risks.

- Regular reporting of the performance of the Company’s
businesses to senior management and management committees
including the Executive Committee. 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), 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.
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- 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 Audit Committee and
administratively to the Chief Executive with direct access to the

Executive Committee.

- The independent group risk function monitors and reports the
Group’s risk positions and analysis to the Risk Management and
Compliance Committee, Executive Committee and the Board,
and operates to sustain a sound asset quality 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 role on the Group’s compliance

with relevant rules and regulations.

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

auditors.

The 2011 reviews included an annual assessment of internal control
system with reference to the provisions of the Code regarding internal
controls. Under the direction of the Audit Committee, the Group’s
Internal Audit in the year conducted an assessment covering all material
controls, including financial, operational and compliance controls and
risk management practices. The Group will continue to work to enhance

its internal control system and processes.
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The Directors submit their report together with the audited financial

statements for the year ended 31 December 2011.

The principal activity of Dah Sing Financial Holdings Limited (the
“Company”) is investment holding. The principal activities of the
subsidiaries are shown in Note 33 to the financial statements. An
analysis of the performance of the Company and its subsidiaries (the
“Group”) for the year by business and geographical segments are set

out in Note 5 to the financial statements.

The results of the Group for the year ended 31 December 2011 are set

out in the consolidated income statement on page 63.

The Directors declared an interim dividend of HK$0.29 per share and a
total of HK$84,913,301 in cash was paid on 21 September 2011.

The Directors recommend the payment of a final dividend of HK$0.78
per share in cash, with an option to receive newly issued and fully paid

shares in lieu of cash dividend subject to necessary approvals.

Movements in the share capital of the Company during the year are

shown in Note 49 to the financial statements.

Movements in the reserves of the Group and of the Company during

the year are set out in Note 50 to the financial statements.

During the year, the Group made charitable and other donations
amounting to HK$1,243,000.

Movements in the fixed assets of the Group during the year are shown

in Note 35 to the financial statements.
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The Directors during the year and up to the date of this report are:

TFE David Shou-Yeh Wong
FE Chairman

EHRET Akimitsu Ashida

*$£ B *Robert Tsai-To Sze

KM@ BBS., J.P.

BRI

SR
(RZF——F+_HAHAEZEHE)

*Tai-Lun Sun (Dennis Sun) B.B.S., J.P.

*Nicholas Robert Sallnow-Smith

Takashi Morimura
(appointed with effect from 5 December 2011)

REFEET Hidemitsu Otsuka

B E John Wai-Wai Chow

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

7Bt Roderick Stuart Anderson

FirZE Gary Pak-Ling Wang

BEE Nicholas John Mayhew

SEEE Shugo Aoto
FHREZZETEF alternate to Akimitsu Ashida

FN S Takashi Morisaki

(R-F——F = AR AR RBHATERZ
EFEEMBRUTTHEZELTESE)

(ceased to be an alternate to Tatsuo Tanaka and confirmed to be an

alternate to Takashi Morimura with effect from 5 December 2011)

*Peter Gibbs Birch C.B.E.
(R—F——FFHH -++HEHEK)

*Peter Gibbs Birch C.B.E.
(retired with effect from 27 May 2011)

h2 ™A Yiu-Ming Ng
(R=F——FhH -+ +HEENK) (retired with effect from 27 May 2011)

A A EBR Tatsuo Tanaka

(R=F——F+=HHHFE) (resigned with effect from 5 December 2011)

B I ITESE * Independent non-executive Directors



RBANPIEBERAREI0FRE  EFE
=2 — EEREEEMIER=22—)&A
MEEREZKEAREE ZBRRBFAEHE
SR - REBEMAUNE NG REEFNETE
& A BRI

RIBANPIEBERZARNEVIAERTE - EH
BREZIEFURTIEEREZBRRBAFAEHER
&R MEFER  AJEREE-

ARREWE S BIIFHITESTRERRFAE
TEFSNREBLIELNFERBE - AR
AR BI R TRR -

REEBMERXSMBERRBRESF LR (L
MARAID MO EERERTRIFALIMG
TS FENTTE B ARG F BB 8 L F DA _E T
BREE  SEANBIARRERAHRRESRR
B ARBBHE BN TEST L B E
BABEBLORBARAEFSEBNFIAL
AW EEeRREESMETUNEESBHLAE
ERRWIETED  MAREFTHFRK - L5
THABTHERNEERRAFASERESR -
BEAEFERSREZSE  FRAVZEESHE
HEWER -

RIZ——F+-"A=+—B REEFEHE
150 ([ 385 METE EDI]) SEXVERE K - RAA]
BEFERITHRARFE AR R SEAAHEE
B (EEREBHFRAEEPIEXVED) MARRAR
AINEBBARSMBRAR (MM BHRZ
Betn - MR REFOEDS AR (B RZ%
EFMERI 2R EMERREIFEESR) - 3L
wzEn LB ERIIREMRE 2 ECMAE
FRERETRAREFETESFRZNRESTAI
RARRBARMZEZTELF XS TASARA R
B PR 2 s SOR BT

In accordance with Article 110 of the Company’s Articles of Association,
one-third (or the number nearest to but not exceeding one-third) of the
Directors being those who have been longest in office shall retire by
rotation at each annual general meeting. The Directors retiring under
Article 110 are, however, eligible for re-election.

In accordance with Article 114 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.

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.

Pursuant to the recommended best practice no. A.4.3 under the Code
on Corporate Governance Practices (Appendix 14 of The Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “SEHK?) (the “Listing Rules”)), an independent non-
executive director serving more than nine years shall be subject to a
separate resolution of shareholders for re-election. The Company is
aware that Mr. Robert Tsai-To Sze and Dr. Tai-Lun Sun (Dennis Sun),
each in their capacity as an Independent non-executive Director, have
served the Board for a period of more than nine years. The Board holds
the view that Mr. Sze and Dr. Sun are able to provide valuable
independent advice and role to the Board in its deliberations and
decision-making process. Mr. Sze and Dr. Sun shall retire and, being
eligible, offer themselves for re-election at the forthcoming annual
general meeting, and thereafter be subject to retire on the regular
rotation basis.

At 31 December 2011, 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 (the “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 regarding directors’ securities transactions adopted
by the Company were as follows:
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B ARAR A W) SR B A T B Z B4 HE 2 a) Interests in shares of the Company and associated
corporation
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HEBDRT
[ & NER
Percentage
of share
BABE interest
Number of shares in the
BA#ER EEERY Hp gz BEDS relevant
Personal Corporate Other Total  share capital
EE Directors Interests Interests® Interests Interests in issue
BEXARBREE Number of ordinary shares of
2BERERRRH HK$2 each in the Company
TF¥ David Shou-Yeh Wong - 8,758,914 109,742,185@ 118,501,099 40.47
ARE John Wai-Wai Chow 1,046,834 - - 1,046,834 0.36
ZiEE Roderick Stuart Anderson 68,401 - - 68,401 0.02
FEAFBRTRERRAT Number of ordinary shares of
BREEET HK$1 each in Dah Sing
EERRH Banking Group Limited
TF¥ David Shou-Yeh Wong - 906,586,087® - 906,586,087 7413
E&E John Wai-Wai Chow 181,013 - - 181,013 0.01
BB Nicholas John Mayhew 22,000 - - 22,000 0.00
= Notes:
(1) EBEEZEEESNEREEFS=SZ kA L#E (1) The corporate interest is in respect of shares held by a company in which

3)

BABMFHAEZED

WERO AR ETERERBREMATAKL
ZERERIAAELERERARAABEES
5.

RZE——F+ZA=+—HZ=Z&HHE  BEF
LA AART118,501,000% @A (D EE
AR BITIRAR40.47% - EMILEF
REAE IEHIEXVEBR E RIERIER A Z 5 AR
TEERGD 2 EE# -

Br B FTiEE 2 KETIRIT SR B IN - BT
DSE Investment Services Limited ([DSE]) 71
BEET00E T2 BERMIER - DSETIARA A
2EMBAR  BNETELSE -

3)

)

the director has an interest of one third or more.

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.

Such shares in DSBG represent the corporate interest of David Shou-Yeh
Wong under Part XV of the SFO by virtue of his beneficial interest in
118,501,099 ordinary shares of the Company, representing 40.47% of its
entire share capital currently in issue as at 31 December 2011 being the
record date.

In addition to the interest in DSBG, Nicholas John Mayhew is also
beneficially interested in all of DSE Investment Services Limited’s (“DSE”)
preference shares in issue totalling HK$700. DSE which is currently
dormant is a wholly owned subsidiary of the Company.
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b)

Interests in options under share option schemes of the

Company and associated corporation
i) Share option scheme of the Company

The shareholders of the Company approved the adoption of the
new Share Option Scheme (“DSFH Option Scheme”) on 28 April
2005.

In accordance with the requirements of the Listing Rules, the

summary of DSFH Option Scheme is disclosed as follows:
(1)  Purpose of DSFH Option Scheme:

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

Group.
(2) Participants of DSFH Option Scheme:

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 DSFH Option Scheme.

(3) Total number of shares available for issue under DSFH
Option Scheme and percentage of issued share capital as
of 31 December 2011:

The number of shares available for issue under DSFH
Option Scheme is 11,471,512 shares, representing 3.92%
of the total issued share capital of the Company as at
31 December 2011.
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b)

Interests in options under share option schemes of the

Company and associated corporation (Continued)

i)
)

Share option scheme of the Company (Continued)

Maximum entitlement of each participant under DSFH

Option Scheme:

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 DSFH Option Scheme 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 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 share
options under the DSFH Option Scheme shall be
exercisable upon vesting in varying amounts between the

first and sixth 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 DSFH Option Scheme shall be exercisable within

one year from the date of grant.
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b)

Interests in options under share option schemes of the

Company and associated corporation (Continued)

i)
@)

Share option scheme 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 28 days upon offer of granting of
options or such period the Board may determine from time

to time.

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 Rules
Governing the Listing of Securities of The Stock Exchange
of Hong Kong Limited (“SEHK”) (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; (ii) the average closing prices of the
Company’s shares traded on the SEHK for the five trading
days immediately preceding the date of grant; and (jii) the
nominal value of the shares of HK$2 each in the capital of

the Company.
Remaining life of DSFH Option Scheme:
DSFH Option Scheme shall be valid and effective for a

period of 10 years commencing from 28 April 2005 and
expiring at the close of 27 April 2015.
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A AR 2 T B Mg 2 ) i 44 e B i b) Interests in options under share option schemes of the
() Company and associated corporation (Continued)
i) ARINE]ZRIRIER 2 (&) i) Share option scheme of the Company (Continued)
RIBEBRFEBRRERTS - AAdREE Pursuant to DSFH Option Scheme, certain Directors of the
ZEBNBRARAMNE TEFTERTRK Company and its major operating subsidiaries were granted
o ERFERMRBRETE TIARITEZ options under DSFH Option Scheme. Details of the movements
ARBANRROENEE T ——F+ during the year ended, and the status as at, 31 December 2011
AT BLEFERZEBHLREFESF of the Company’s outstanding share options which have been
IRESRR ZFEIBS granted under the DSFH Option Scheme are as follows:
AREREZEATRABA
Number of the Company’s shares in the options
RZB--% RZB--%
-f-B ZB--Fh ZB--§R TZAZt-A gl
] R 3 bE:] e Exercise period

Held at Granted Lapsed Heldat  Exercise RFEH ﬁ

ARA Grantee 1/1/2011  during 2011 during 2011 3111272011 price  Grant date From To

Er  (B/A/E)  (B/RE)  (RIA/E)
HKS (dmh) (d/mi) (dmh)

£z Directors

HEE Hon-Hing Wong (Derek Wong) 1,044,770 - 1,044,770 - 49.49Y 25/8/2005 25/8/2006 25/8/2011

Iir% Gary Pak-Ling Wang 417,905 - 417,905 - 49.490  25/8/2005 25/8/2006 25/8/2011

s Roderick Stuart Anderson 261,190 - 261,190 - 49.490 25/8/2005 25/8/2006 25/8/2011

K Nicholas John Mayhew 261,190 - 261,190 - 49.49% 25/8/2005 25/8/2006 25/8/2011
104,475 - - 104,475 59.280  28/9/2007 28/9/2008 28/9/2013

EEfaE Aggregate of employees® 261,190 - 261,190 - 49.490 25/8/2005 25/8/2006 25/8/2011
104,475 - - 104,475 50.28"  28/9/2007 28/9/2008 28/9/2013

- 750,000 - 750,000 4000 124272011 12A2/2012 121212017
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b)

Interests in options under share option schemes of the

Company and associated corporation (Continued)

i)

Notes:

M

@)

Share option scheme of the Company (Continued)

As a result of the rights issue completed in December 2010,
adjustments in the share option exercise price and the number of
shares in the options outstanding are required to be made under
the terms of DSFH Option Scheme in accordance with Rule
17.03(13) of the Listing Rules and a supplementary guidance issued
by the SEHK on 5 September 2005. The calculation of the
adjustments in respect of all the existing share options granted by
the Company had been performed in accordance with the
regulatory rule and guidance, and reviewed and confirmed by
external professional persons pursuant to Rule 17.03(13) of the
Listing Rules. The key summary of related adjustments had been
announced by the Company on 16 December 2010.

Set out under this sub-paragraph are particulars of movements
during the year ended 31 December 2011 of the Company’s
outstanding share options which were granted to three eligible
employees who are directors of the Company’s major operating
subsidiaries and are working under employment contracts that are
regarded as “continuous contracts” for the purpose of the
Employment Ordinance of Hong Kong.

None of the grantees under DSFH Option Scheme were granted

share options exceeding respective individual limits.

No share options under DSFH Option Scheme were granted to the
Company’s or the Group’s suppliers of goods or services.

No share options under DSFH Option Scheme were exercised or
cancelled during the year ended 31 December 2011.

Value of options granted during the year ended 31 December 2011:

Details of the computation of the value of options granted during
the year ended 31 December 2011 are shown in Note 54 to the

financial statements.
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b)

Interests in options under share option schemes of the

Company and associated corporation (Continued)

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

a majority owned subsidiary of the Company

The Share Option Scheme (“DSBG Option Scheme”) of Dah Sing
Banking Group Limited (“DSBG”) was initially approved by the
Company, as the sole shareholder of DSBG, on 12 June 2004.
With the approval of the SEHK, the terms of DSBG Option
Scheme as disclosed in DSBG's initial public offering prospectus
remained valid after its public listing commencing from 30 June
2004.

In accordance with the requirements of the Listing Rules, the

summary of DSBG Option Scheme is disclosed as follows:

(1)  Purpose of DSBG Option Scheme:

The purpose of DSBG Option Scheme is to attract, motivate
and retain high quality executives to contribute to the

Group’s business and growth.
(2) Participants of DSBG Option Scheme:

Eligible participants of DSBG Option Scheme included
directors and employees holding supervisory positions in
DSBG and its subsidiaries.

(3) Total number of shares available for issue under DSBG
Option Scheme and percentage of issued share capital as
of 31 December 2011:

The number of shares available for issue under DSBG
Option Scheme is 32,695,000 shares, representing 2.67 %
of the total issued share capital of DSBG as at 31 December
2011.
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b)

Interests in options under share option schemes of the

Company and associated corporation (Continued)

ii)

Share option scheme of Dah Sing Banking Group Limited,

a majority owned subsidiary of the Company (Continued)

Maximum entitlement of each participant under DSBG
Option Scheme:

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 DSBG Option Scheme 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
DSBG Option Scheme shall be exercisable upon vesting in
varying amounts between the first and up to sixth

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 DSBG
Option Scheme shall be exercisable within one year from
the date of grant.
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b)

Interests in options under share option schemes of the

Company and 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 28 days upon offer of granting of
options or such period the Board may determine from time

to time.

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 shares traded on the SEHK on the
date of grant; (i) the average closing prices of DSBG shares
traded on the SEHK for the five trading days immediately
preceding the date of grant; and (iii) the nominal value of
DSBG shares of HK$1 each in the capital of DSBG.

Remaining life of DSBG Option Scheme:

DSBG Option Scheme shall be valid and effective for a

period of 10 years commencing from 12 June 2004 and

expiring at the close of 11 June 2014.



&) AEA ) BB A B B IR A 2 b) Interests in options under share option schemes of the
() Company and associated corporation (Continued)
i)  AREEENBEE — KFTRITE i) Share option scheme of Dah Sing Banking Group Limited,
BRI A2 RARKERE () a majority owned subsidiary of the Company (Continued)
RBARFIRITER ERRERTE - RERT Pursuant to DSBG Option Scheme, certain directors of the
EEEREFECENBATINE TESE Company and its major operating subsidiaries were granted
BRTRRE TEAFRITEERREST S options under DSBG Option Scheme. Details of the movements
TRTEZ JRERFTRITEER MK E during the year ended, and the status as at, 31 December 2011
Mgz —F+_A=+—H1LFE of DSBG’s outstanding share options which have been granted
N2 BB R RFEFHRERZFFIBEOT ¢ under the DSBG Option Scheme are as follows:
AREESAFETRERRER
Number of DSBG shares in the options
RZB--% RZB--%
-f-B ZB--Fh ZB--§R TZAZt-A gl
] R 3 bE:] e Exercise period
Held at Granted Lapsed Heldat  Exercise RFEH ] g
ARA Grantee 1/1/2011  during 2011 during 2011 3111272011 price  Grant date From To
g (B/AE) (RIAE) (RIAE)
HKS (d/mly) (d/mly) (d/mly)
£z Directors
I Gary Pak-Ling Wang - 2600000 - 2600000 025 12M20011 12022012 1271202017
REE Nicholas John Mayhew - 2,400,000 - 2,400,000 925  12M2/2011 12122012 12/12/2017
AEER/3 Aggregate of ex-employees 571,260 - 571,260 - 13.86"  25/8/2005 25/8/2006 25/8/2011
Easge and/or employees? 259,665 - 259,665 - 13797 30/12/2005  30/12/2006  30/12/2011
259,665 - 259,665 - 17.180  19/07/2007  19/07/2008  19/07/2013

2,800,000 - 2,800,000 926 1211202011 1271202012 127122017
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b)

Interests in options under share option schemes of the

Company and associated corporation (Continued)

ii)

Notes:

Q]

Share option scheme of Dah Sing Banking Group Limited,

a majority owned subsidiary of the Company (Continued)

As a result of the rights issue completed in December 2010,
adjustments in the share option exercise price and the number of
shares in the options outstanding are required to be made under
the terms of DSBG Option Scheme in accordance with the Listing
Rule 17.03(13) and a supplementary guidance issued by the SEHK
on 5 September 2005. The calculation of the adjustments in respect
of all the existing share options granted by DSBG had been
performed in accordance with the regulatory rule and guidance,
and reviewed and confirmed by external professional persons
pursuant to Rule 17.03(13) of the Listing Rules. The key summary
of related adjustments had been announced by DSBG on 23
December 2010.

Set out under this sub-paragraph are particulars of movements
during the year ended 31 December 2011 of DSBG’s outstanding
share options which were granted to certain eligible employees
including a former director of DSBG and others being those who
are the directors, senior executives or officers, of DSBG’s major
operating subsidiaries and are working under employment
contracts that are regarded as “continuous contracts” for the
purpose of the Employment Ordinance of Hong Kong. Options to
subscribe a total of 623,195 DSBG shares were lapsed during the
year due to the resignation of the grantees from DSBG and/or its
subsidiaries prior to the natural expiry of the exercise periods with
respect to the share options granted to them.

None of the grantees under DSBG Option Scheme were granted
share options exceeding respective individual limits.

No share options under DSBG Option Scheme were granted to

DSFH’s and the Group’s suppliers of goods or services.

No share options under DSBG Option Scheme were exercised or
cancelled during the year ended 31 December 2011.

Value of options granted during the year ended 31 December 2011:

Details of the computation of value of options granted during the
year ended 31 December 2011 are shown in Note 54 to the financial
statements.
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All the interests stated above represent long position. As at
31 December 2011, none of the Directors of the Company held any
short positions as defined under the SFO as recorded in the register of

directors’ and chief executives’ interests and short positions.

Apart from the above, at no time during the year was the Company or
its subsidiaries a party to any arrangements to enable the Directors of
the Company nor their spouses or children under 18 years of age to
acquire benefits by means of the acquisition of shares in, or debentures

of, the Company or any other body corporate.

The Directors do not have any service contracts with the Company.

No 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 had a material interest, whether directly or
indirectly, subsisted at the end of the year or at any time during the

year.

At 31 December 2011, the register of shareholders’ interests in shares
and short positions maintained under section 336 of the SFO showed
that the Company had been notified of the following interests, which
are in addition to those disclosed above in respect of Directors, being

5% or more held in the shares and underlying shares of the Company.



PR RE ¥ A 1 7]

EXBEZ
Bk
Percentage of

FIEROEE interest in the
IR 514 Number of shares  total share capital
Shareholder Capacity held of the Company®
FTEHREE AERBERAETHE RS
MR ER A R
Christine Yen Wong Deemed interest by virtue of her 118,501,099 40.47*
spouse having a notifiable interest
IS B EE AR A A EREALEERER
HSBC International Trustee Limited Trustee and corporate interest 96,592,611@ 32.99*
LA REE R
DSI Limited Trustee and corporate interest 52,379,354 17.89*
LA REE R
DSI Group Limited Trustee and corporate interest 39,883,977 13.62*
=ZEURJe R & E EE R
Mitsubishi UFJ Financial Group, Inc. Corporate interest 44,116,395 15.07
= ZERRUFJIRTT BB
The Bank of Tokyo-Mitsubishi UFJ, Ltd. Beneficial interest 44,116,395 15.07
wE
Aberdeen Asset Management Asia Investment manager 18,048,800 6.16
Limited
LA REE
DSI Holding Limited Trustee and corporate interest 17,478,854%) 5.97*
Aberdeen Asset Management Plc wE IR
RZEPETEZHMERE
Aberdeen Asset Management Plc and Investment manager 15,295,609 5.22

its associates on behalf of accounts
under mandates

* LA EEZEEEEAR AR - DSI Limited % DSI *

Group Limited & B FT51 2 #2158 T <7 5 5 £ Fis
B1#9118,501,09908 A R AIRE (5 F 2 810 ° 2 SF T
TEREZERCNFI8B [EE RITHAHER]
BEREETUEE - THREZELLHRSZET
TEEEERDNBANRNEH - Bt - BERMD T
ARESG: HMARABREITELREMESRE
118,501,09908 A 2 IR (5 R 2 Ep1A sk & 5B o

Each of the interests of HSBC International Trustee Limited, DSI Limited,
DSI Group Limited and DSI Holding Limited forms part of the 118,501,099
shares in the Company in which David Shou-Yeh Wong has an interest as
disclosed in the section headed “Interests of Directors and Chief Executive”
on page 48. The interest of Christine Yen Wong represents the whole of
such shares. Therefore, these shareholdings should not be aggregated, and
rather form part or whole of the same interest of 118,501,099 shares in the
Company disclosed by David Shou-Yeh Wong.
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(B) WEBRMNEZHATTEREREKE MK
3 2 & #{= 5 ¥ 5 ADSI Limited * DSI Group
Limited &2 DSI Holding Limited®@Z#4 « Wk~
RDBR M [ES RITBARER GETTE
MHEH M —TEPRE -

@) HEEBRABEZEGANLERE T —
—F+ A=t HEARHEAARRZHDH
TR BB MiEH I -

MELLIEZEBTR R_F——F+=A
=t—B  AorzBREERMARERMAL
ERB AR

7

BE_Z——F+-A=+—HIFE  r2Q

I S B R & 2 B dy e ﬁﬂi/&ﬁ&%ﬁﬁ%’a
ARBEZZ——F T -A=1+—HILEFENE
BEHXHEEMARE 2D

HE-_Z—F+_-_A=1+—HIEFE  A2Q7
WES 2RI EPERIHEBHEL] HFHEEM
EENITHEH -

RBEBATEHETBETE  ARAR-Z
——E+ A=+ AU HEREHES
1,458,945,000/8 7T (=& —Z 4 : 1,437,768,000
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Notes:

(1) Such shares represent the deemed interest 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). This
interest comprises the same shares held by David Shou-Yeh Wong under
the heading of “Interests of Directors and Chief Executive” above.

() Such shares are mainly comprised of the interest 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. Related
shares have been included in the “Other interests” of David Shou-Yeh
Wong as disclosed under the heading of “Interests of Directors and Chief
Executive” above.

()] 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. Related shares have been included in the “Other
interests” of David Shou-Yeh Wong as disclosed under the heading of
“Interests of Directors and Chief Executive” above.

(4) Percentage of interests held by each named shareholder was calculated
with reference to the total number of shares of the Company currently in
issue as of 31 December 2011 being the record date.

All the interests stated above represent long positions. As at
31 December 2011, no short positions were recorded in the register of
shareholders’ interests in shares and short positions maintained by the
Company.

The Company has not redeemed any of its shares during the year ended
31 December 2011. Neither the Company nor any of its subsidiaries
has purchased or sold any of the Company’s shares during the year
ended 31 December 2011.

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 2011.

Distributable reserves of the Company at 31 December 2011, calculated
under section 79B of the Hong Kong Companies Ordinance, amounted
to HK$1,458,945,000 (2010: HK$1,437,768,000).
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Details of other transactions with related parties of the Group for the
year ended 31 December 2011 have been set out in Note 53 to the

financial statements.

The published results and the assets and liabilities of the Group for the
last five years are included in the section of the annual report under

“Financial Summary”.

During the year ended 31 December 2011, the Group derived less than
30% of interest income and other operating income from its five largest

customers.

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.

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.

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 three

years.

On behalf of the Board
David Shou-Yeh Wong

Chairman

Hong Kong, 21 March 2012



hs

op

I 2 AR

BT+ _A=F+—HBILFE
(ABEE T T3 7R)

For the year ended 31 December 2011
(Expressed in thousands of Hong Kong dollars)

izx =—=TB——% —ZE—ZF
Note 2011 2010
ALB U A Interest income 3,568,506 2,973,182
FEZH Interest expense (1,382,942) (793,692)
BRI 2 WA Net interest income 6 2,185,564 2,179,490
AR & R U A Fee and commission income 606,088 535,543
Ris & & Ae Fee and commission expense (223,298) (173,835)
FREBRASWA Net fee and commission income 7 382,790 361,708
FEERA Net trading income 8 232,038 461,546
HRE M E AU A Net insurance premium and other income 9 2,027,739 1,630,973
Hfh&@ I A Other operating income 10 44,408 48,902
EEWA B Operating income 4,872,539 4,682,619
REERE R EFEE Net insurance claims and expenses 11 (2,068,080)  (1,890,095)
MR RERE 2 EERA Total operating income net of insurance claims 2,804,459 2,792,524
BEYH Operating expenses 12 (1,711,038)  (1,453,952)
MR EEEA 2 & EER Operating profit before impairment losses 1,093,421 1,338,572
EFREEBERAMEERE Loan impairment losses and
other credit provisions 15 (181,082) (97,787)
HBRBEEBEREZE ZEERER Operating profit after impairment losses 912,339 1,240,785
HETERAMEEEE R Net (loss)/ gain on disposal and revaluation of
TEEMZF (BB e premises and other fixed assets 16 (770) 590
HEREMEREQNFERAEZ Net gain on disposal of and fair value
F s adjustment on investment properties 17 89,349 76,524
HEROESHTIAY Net gain/ (loss) on disposal and repurchase of
FlE S (B518) financial instruments 18 85,933 (75,873)
FE(GES & A Rl 2 4R Share of results of an associate 353,404 249,001
FEMEEEIEHIE S 2 245 Share of results of jointly controlled entities 12,687 8,029
B %4 Al 5 A Profit before income tax 1,452,942 1,499,056
HIES Income tax expense 19 (163,852) (214,026)
FEHEA Profit for the year 1,289,090 1,285,030
b2) @E R Attributable to:
R PRI RE R R Non-controlling interests 279,439 278,740
ZiNYNETE Shareholders of the Company 20 1,009,651 1,006,290
FEERF Profit for the year 1,289,090 1,285,030
’E Dividends
2P ERE Interim dividend paid 21 84,913 52,054
PR AR AARR B Proposed final dividend 21 228,387 251,812
313,300 303,866
SRAER Earnings per share
- /N Basic 22 HK$3.45 HK$3.67
3] Diluted 22 HK$3.45 HK$3.67
FTI0EEF251 B 2 MR GE B RE 2 — The notes on pages 70 to 251 are an integral part of these consolidated

2B o

financial statements.
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For the year ended 31 December 2011
(Expressed in thousands of Hong Kong dollars)

—EB-—F =—Z-=FF
2011 2010
FEERF Profit for the year 1,289,090 1,285,030
FEHMEZEKE Other comprehensive income for the year
BHKE Investment in securities
R 2 A FE (F1R) s Fair value (losses)/gains recognised in equity (33,435) 207,867
AEE (W) EBIEER K Fair value (gain)/loss realised and transferred to
HEEWRER income statement upon:
—HERHEEES — Disposal of available-for-sale securities (121,955) (43,710)
— HERERE R EE R - Disposal of held-to-maturity securities and
EHOBEE H EEHAF investments in securities included in
LBELEER the loans and receivables category
FEWGRIE LR E'JZ EHIRE which were previously reclassified from
the available-for-sale category 36,054 120,803
KESHEMFEEEESM Deferred income tax assets recognised/(released)
R (B8 2 EERIEEE on movements in investment revaluation reserve 16,037 (70,190)
(103,299) 214,770
TE Premises
RN w2 A E = Fair value gains recognised in equity 623,512 538,538
TEAFERZ R Deferred income tax liabilities recognised on
HEMERZELCHIAEAE fair value gains and disposal of premises (23,149) (24,517)
600,363 514,021
BREFIMEBETBERENELEZR Exchange differences arising on translation of
the financial statements of foreign entities 118,946 73,741
HEBER 2 FEEME2EKE Other comprehensive income for the year, net of tax 616,010 802,532
HBRBERZFELRAWRAE Total comprehensive income for the year, net of tax 1,905,100 2,087,562
SBELAT Attributable to:
R PRI RE IR R Non-controlling interests 454,544 474,873
ZIN/NES] | 5 Shareholders of the Company 1,450,556 1,612,689
HBRBERAZFELZERREAE Total comprehensive income for the year, net of tax 1,905,100 2,087,562

FI0EEFE2B1BAZMETND ARG AP BEIHRER 2 —

consolidated financial statements.

The notes on pages 70 to 251 are an integral part of these
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As at 31 December 2011

(Expressed in thousands of Hong Kong dollars)

e =—=T——F Z—ZT—ZF
Note 2011 2010
BE ASSETS
R RIERITH 44 Cash and balances with banks 23 12,217,645 9,580,520
FRIT =2+ 2@ AR FER Placements with banks maturing between
one and twelve months 5,184,325 3,249,320
F{E féi E P& K E 5 Trading securities 24 5,700,541 5,568,876
EEAAFEFEAEE Financial assets designated at fair value
p+)\%aﬁﬁaﬁiraﬂé?F through profit or loss 24 7,172,700 5,784,468
PTESMIT A Derivative financial instruments 25 696,033 652,738
EEERREMIRA Advances and other accounts 26 92,743,974 83,308,767
A B S Available-for-sale securities 28 17,665,252 17,858,053
%i =3 E;ﬁ B 5 Held-to-maturity securities 29 8,398,022 9,114,454
ENERE Investment in an associate 31 1,961,365 1,558,791
#\H?W%JE BBICE Investments in jointly controlled entities 32 68,650 60,248
(EES Goodwill 34 950,992 950,992
B|ILEE Intangible assets 34 98,663 114,832
TEREMETEE Premises and other fixed assets 35 3,839,778 3,008,105
"EYE Investment properties 36 650,865 604,648
Eﬂ%ﬁﬁlﬁﬁ;ﬁﬁ Current income tax assets 8,358 1,816
FERIEE = Deferred income tax assets 46 8,896 6,570
RIISBREBZBRREEE Value of in-force long-term life assurance
business 37 1,787,252 1,318,316
BEEA Total assets 159,153,311 142,741,514
=Rt LIABILITIES
RITERK Deposits from banks 2,384,503 1,523,547
TESMIT A Derivative financial instruments 25 1,579,599 1,296,439
BIEEERAZNEE Trading liabilities 39 3,045,202 4,700,893
BEFHR Deposits from customers 40 111,629,094 96,126,641
B EITHFRE Certificates of deposit issued 41 3,164,067 4,746,054
BETHEBRES Issued debt securities 42 2,718,320 1,943,342
BIEETS Subordinated notes 43 3,654,487 4,644,192
HafR B RTER Other accounts and accruals 44 4,252,944 3,999,046
B EATL IR B 1 Current income tax liabilities 31,669 89,873
FEERIER fi Deferred income tax liabilities 46 103,189 89,548
HERBRBEOAREFEAZEE Liabilities to policyholders under long-term
insurance contracts 45 7,458,562 5,928,783
aEa5 Total liabilities 140,021,636 125,088,358
= EQUITY
VR IE B AR R Non-controlling interests 3,861,459 3,496,771
AARRREMLER Equity attributable to the Company’s
shareholders
[N Share capital 49 585,609 585,609
1 Reserves 50 14,456,220 13,318,964
K R ERR B Proposed final dividend 50 228,387 251,812
RRES Shareholders’ funds 15,270,216 14,156,385
BEE Total equity 19,131,675 17,653,156
EzRkAEET Total equity and liabilities 159,153,311 142,741,514

BERR T _F=A -+ B#ERREE

i e 21 March 2012.

F=p3 HiEE David Shou-Yeh Wong
E EEYobgr Director

FT0EZFE251B 2N I THREK Z —

financial statements.

Hon-Hing Wong
Managing Director

Approved and authorised for issue by the Board of Directors on

The notes on pages 70 to 251 are an integral part of these consolidated



BAF AR R

—E——&+-_H=+—H As at 31 December 2011
(AEEEF ThRIF ) (Expressed in thousands of Hong Kong dollars)
Mz =—T——% Z—ZT—TF
Note 2011 2010
M AR™E Investments in subsidiaries 33 4,986,853 4,530,448
MBE E Current assets
RITH R Bank balances 8,962 458,109
JE S BR J2 H At BR B Accounts receivable and other accounts 364 361
9,326 458,470
e B fE Current liabilities
TEIRER REMERE Accrued expenses and other accounts 9,067 22,983
FRBEE Net current assets 259 435,487
4,987,112 4,965,935
s EQUITY
f& 2 Share capital 49 585,609 585,609
i Reserves 50 4,173,116 4,128,514
K R HEIRR B Proposed final dividend 50 228,387 251,812
Basast Total equity 4,987,112 4,965,935
EERR T F-A-+—AERERER Approved and authorised for issue by the Board of Directors on
ffo ° 21 March 2012.
SESPES EEHE David Shou-Yeh Wong Hon-Hing Wong
EF EFHL Director Managing Director

251B 2 F ARG E M HRER 2 — The notes on pages 70 to 251 are an integral part of these consolidated

By o financial statements.
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CEHRETHREX

E— T ——F+_A=1+—HILFE

(LB B T oA 1)

For the year ended 31 December 2011

(Expressed in thousands of Hong Kong dollars)

RAARRELER
Attributable to the shareholders of the Company
REHIE
BE
k&  ROEE EitRE  RERA Non-  Ez&:
Share Share Other  Retained controlling Total
capital  premium reserves  earnings interests equity
“E--5-B-HER Balance at 1 January 2011 585,609 2,686,531 1,519,465 9,364,780 3,496,771 17,653,156
EREZANRELE Total comprehensive income for the year - - 440,905 1,009,651 454,544 1,905,100
TEMEMBRIESR Premises revaluation reserve transferred
REZRAET to retained earnings for depreciation
of premises - - (18,492) 18,492 - -
MEBADmEREHERREERS Dividends paid to non-controlling
interests of subsidiaries - - - - (89,856) (89,856)
ZE-TERERE 2010 final dividend - - - (251,812 - (251,812
“E—FhERE 2011 interim dividend - - - (84,913) - (84,913)
“E--F+ZAZt-BER Balance at 31 December 2011 585609 2,686,531 1,941,878 10,056,198 3,861,459 19,131,675

BE+t-A=1+—HLEE
Year ended 31 December

—B——F ZT-TF

2011 2010
BERREBAEFANZ Proposed final dividend
R R EIRR B included in retained earnings 228,387 251,812




GREEZEEHE

BE_Z——F+-_A=+—RLFE @) For the year ended 31 December 2011 (Continued)
(AEEEF ThRIF ) (Expressed in thousands of Hong Kong dollars)
RAARRELER
Attributable to the shareholders of the Company
REHE
Bx
k&  ROEE EitRE  RERA Non- EH&H
Share Share Other  Retained controlling Total
capital  premium reserves  earnings interests equity
“Z-TE-R-B##H Balance at 1 January 2010 520,541 1,551,426 942,777 8,380,833 2,783,198 14,178,775
FREEANEEE Total comprehensive income for the year - - 606399 1006290 474873 2,087,562
TEERRERALENTEMER Premises revaluation reserve realised
on disposal of premises - - (17,483) 17,483 - -
RIENENEBIESR Premises revaluation reserve transferred
REZREET to retained earnings for depreciation
of premises - - (12,228) 12,228 - -
BT akRG RRHETER) Issue of ordinary shares
(Net of share issue expenses) 65,068 1,135,105 - - - 1,200,173
—FHBAR 2 REERERARE Capital contribution by non-controlling
interests of a subsidiary - - - - 258,831 258,831
MER AR R ERREER S Dividend paid to non-controlling interests of
a subsidiary - - - - (20,131) (20,131)
“Z-TEHERE 2010 interim dividend - - - (52,054) - (52,054)
“E-ZEt-RA=1-B&H Balance at 31 December 2010 585,609 2,686,531 1,519,465 9,364,780 3,496,771 17,653,156

St
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T0E 2 E251 8 2 Wit A& SR ER 2 —

financial statements.

The notes on pages 70 to 251 are an integral part of these consolidated
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(LB B T oA 1)

For the year ended 31 December 2011

(Expressed in thousands of Hong Kong dollars)

Mz =2——H% —T—ZF
Note 2011 2010
RETHZ2HERE Cash flows from operating activities
LESEERA S (FTH) Be F58 Net cash from/(used in) operating activities 51(a) 5,852,947 (7,441,379)
RETBZ2HERE Cash flows from investing activities
BETE HREMER Purchase of premises, investment
HMEEEE properties and other fixed assets (357,315) (377,662)
ﬁ & ﬁ? CREMEREA Proceeds from disposal of premises,
EBEMBHKIE investment properties and other
fixed assets 26,867 245,261
W B Bt 8 A Al Acquisition of a subsidiary 51(b) - (7,510)
WEESHMABEFRE Net cash used in investing activities (330,448) (139,911)
METBZ2RERE Cash flows from financing activities
BT ARE Certificates of deposit issued 2,276,535 3,491,300
B 17 R Certificates of deposit redeemed (3,875,186) (792,000)
BITREER Issue of subordinated notes = 1,709,708
[l 8 12 B & Repurchase of subordinated notes - (504,737)
EEBERK Repayment of subordinated notes (1,166,595)  (1,165,382)
SNEBITRERS Interest paid on subordinated notes and
REBZEF 2L debt securities issued (254,149) (197,274)
BITEBES Issue of debt securities 777,000 1,938,720
BT BRRG Issue of ordinary shares - 1,200,173
—EIM B R R 2 8 4 4 Capital contribution from non-controlling
BR R 3& AR A interests of a subsidiary - 258,831
Bt 88 & &) 1) 8 4 il A AR R Dividends paid to non-controlling interests
K ?’*H“ S of subsidiaries (89,856) (20,131)
Ik 2 B AR AR B Dividends paid on ordinary shares (336,725) (52,054)
MEE (A MARSFE Net cash (used in)/from financing activities (2,668,976) 5,867,154
ReREREELEH Net increase/(decrease) in cash and
B, (R) B8 cash equivalents 2,853,523 (1,714,136)
FYReRERRELIEAE Cash and cash equivalents at beginning
of the year 12,318,288 13,917,291
EXBB B Effect of foreign exchange rate changes 152,061 115,133
FRASREFRLER Cash and cash equivalents at end
of the year 51(c) 15,323,872 12,318,288
FTI0EEFE21 B 2 MR GE B wE 2 — The notes on pages 70 to 251 are an integral part of these consolidated

financial statements.



Bt 55 3R 5= P =

(AR T THIR)
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2.1 HmEiA

AEBZGEMBRRRRELESAMHAE ([F
BEEAE]) R 2 EEM RS ER] ([F
BMBEmEER] - REEABERERNEL

MBHELR  FAGHE (TSR AR
HRBzoH)  FETERMAZEHARAINE
BREHEDIM RS -

IR M BHRRIBIBE LKA T RERE - AL
M%%(%hﬁ%%%ﬂfﬁEZiﬂﬁﬁ\
R EEPZERREWHE  HEEERS
Z%ﬂﬁ?&%ﬂ%%~?i% NERTERE
gt ABENEREERERAE (BREITE
TR)ZEMHEHAZE - WA FEIIR

(Expressed in thousands of Hong Kong dollars)

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 21 March 2012.

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 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.

These consolidated financial statements have been prepared under the
historical cost convention, as modified by the revaluation of properties
(including investment properties), available-for-sale financial assets, fair
value-hedged loans and receivables, financial assets and financial
liabilities held for trading, 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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(Expressed in thousands of Hong Kong dollars)

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 the process of 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.

(@)  Standards, amendments and interpretations effective on or

after 1 January 2011 which are relevant to the Group:

HKAS 24 (revised) “Related Party Disclosures”

HKAS 24 (revised), “Related Party Disclosures”, introduces an
exemption from all of the disclosure requirements for transactions
amongst government related entities and the government. Those
disclosures are replaced with a requirement to disclose: (i) the
name of the government and the nature of their relationship;
(i) the nature and amount of any individually significant
transactions; and (iii) the extent of any collectively-significant
transactions qualitatively or quantitatively. It also clarifies and

simplifies the definition of a related party.

HKFRS 7 “Financial Instruments: Disclosures”

HKFRS 7, “Financial Instruments: Disclosures”, has been
amended with effect from 1 January 2011 as part of the
improvements to HKFRSs issued in May 2010. It clarifies the
disclosure requirements for financial instruments, with a particular

focus on the qualitative disclosures and credit risk disclosures.

The adoption of the new or revised HKFRSs did not have any

material impact on the Group’s financial statements.
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(Expressed in thousands of Hong Kong dollars)

21

Basis of preparation (Continued)

(b) The following new standards, new interpretations and
amendments to standards and interpretations have been
issued but are not effective for the financial year beginning

1 January 2011:

HKAS 12 (Amendment) “Deferred Tax: Recovery of Underlying

Assets”

HKAS 12 (Amendment), “Deferred Tax: Recovery of Underlying
Assets”, which is effective for financial year beginning 1 January
2012, introduces a rebuttable presumption that deferred tax on
investment property carried at fair value under HKAS 40,
“Investment Property”, shall be measured reflecting the tax
consequences of recovering the carrying amount of the
investment property entirely through sale. In Hong Kong, this will
generally result in the deferred tax liability on investment
properties being limited to the tax effect of any clawback of
depreciation allowances that would occur on sale at the current
carrying amount, as there is currently no capital gains tax in Hong
Kong. The Group is in the process of making an assessment on
the impact and so far has not decided to early adopt the

amendment.

Amendments to HKAS 32 “Offsetting Financial Assets and

Financial Liabilities”

Amendments to HKAS 32 “Offsetting Financial Assets and
Financial Liabilities” issued in December 2011 clarified the
requirements for offsetting financial instruments and addressed
inconsistencies in current practice when applying the offsetting
criteria in HKAS 32 “Financial Instruments: Presentation”. The
amendments are effective for annual periods beginning on or after
1 January 2014 with early adoption permitted and are required to
be applied retrospectively. The Group is yet to assess the full

impact of these amendments.
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(Expressed in thousands of Hong Kong dollars)
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Basis of preparation (Continued)

(b) The following new standards, new interpretations and
amendments to standards and interpretations have been
issued but are not effective for the financial year beginning
1 January 2011: (Continued)

Amendments to HKFRS 7 “Disclosures — Offsetting Financial

Assets and Financial Liabilities”

Amendments to HKFRS 7 “Disclosures — Offsetting Financial
Assets and Financial Liabilities” issued in December 2011
requires disclosures about the effect or potential effects of
offsetting financial assets and financial liabilities and related
arrangements on an entity’s financial position. The amendments
are effective for annual periods beginning on or after 1 January
2013 and interim periods within those annual periods. The

amendments are required to be applied retrospectively.

HKFRS 9 “Financial instruments”

HKFRS 9, “Financial instruments”, addresses the classification,
measurement and recognition of financial assets and financial
liabilities. HKFRS 9 was issued in November 2009 and October
2010. It replaces the parts of HKAS 39 that relate to the
classification and measurement of financial instruments. HKFRS
9 requires financial assets to be classified into two measurement
categories: those measured as at fair value and those measured
at amortised cost. The determination is made at initial recognition.
The classification depends on the entity’s business model for
managing its financial instruments and the contractual cash flow

characteristics of the instrument.

For financial liabilities, the standard retains most of the HKAS 39
requirements. The main change is that, in cases where the fair
value option is taken for financial liabilities, the part of a fair value
change due to an entity’s own credit risk is recorded in other
comprehensive income rather than the income statement, unless
this creates an accounting mismatch. The Group is in the process
of making an assessment on the impact and so far has not
decided to early adopt the standard, which shall be effective for

the financial year beginning on or after 1 January 2015.
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(Expressed in thousands of Hong Kong dollars)
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Basis of preparation (Continued)

(b) The following new standards, new interpretations and
amendments to standards and interpretations have been
issued but are not effective for the financial year beginning
1 January 2011: (Continued)

HKFRS 10 “Consolidated financial statements”

HKFRS 10, Consolidated financial statements”, builds on existing
principles by identifying the concept of control as the determining
factor in whether an entity should be included within the
consolidated financial statements of the parent company. The
standard provides additional guidance to assist in the
determination of control where this is difficult to assess. The
Group is yet to assess the full impact of HKFRS 10 which shall be
effective for the financial year beginning on or after 1 January
2013.

HKFRS 11 “Joint arrangements”

HKFRS 11 “Joint arrangements” establishes principles for
financial reporting by parties to a joint arrangement, and requires
a party to a joint arrangement to determine the type of joint
arrangement in which it is involved by assessing its rights and
obligations arising from the arrangement. The standard requires
a joint operator to recognise and measure the assets and liabilities
(and recognise the related revenues and expenses) in relation to
its interest in the arrangement in accordance with relevant
HKFRSs applicable to the particular assets, liabilities, revenues
and expenses. It requires a joint venturer to recognise an
investment and to account for that investment using the equity
method in accordance with HKAS 28 Investments in Associates
and Joint Ventures, unless the entity is exempted from applying
the equity method as specified in that standard. The Group is yet
to assess HKFRS 11’s full impact and intends to adopt HKFRS
11 no later than the accounting period beginning on or after 1
January 2013.
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(Expressed in thousands of Hong Kong dollars)
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Basis of preparation (Continued)

(b) The following new standards, new interpretations and
amendments to standards and interpretations have been
issued but are not effective for the financial year beginning
1 January 2011: (Continued)

HKFRS 12 “Disclosures of interests in other entities”

HKFRS 12 “Disclosures of interests in other entities” includes the
disclosure requirements for all forms of interests in other entities,
including joint arrangements, associates, special purpose
vehicles and other off balance sheet vehicles. The group is yet to
assess IFRS/HKFRS 12’s full impact and intends to adopt IFRS/
HKFRS 12 no later than the accounting period beginning on or

after 1 January 2013.

HKFRS 13 “Fair value measurement”

HKFRS 13, “Fair value measurement”, aims to improve
consistency and reduce complexity by providing a precise
definition of fair value and a single source of fair value
measurement and disclosure requirements for use across
HKFRSs. The requirements do not extend the use of fair value
accounting but provide guidance on how it should be applied
where its use if already required or permitted by other standards
within HKFRSs. The Group is yet to assess the full impact of
HKFRS 13 which shall be effective for the financial year beginning

on or after 1 January 2013.

There are no other HKFRSs or HK(IFRIC) interpretations that are
not yet effective that would be expected to have a material impact

on the Group.
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(Expressed in thousands of Hong Kong dollars)

2.2 Consolidation

The consolidated financial statements include the financial statements

of the Company and all its subsidiaries made up to 31 December.

(@)  Subsidiaries

Subsidiaries are those entities (including special purpose entities)
over which the Group has the power to govern the financial and
operating policies generally accompanying a shareholding of
more than one of the voting rights. The existence and effect of
potential voting rights that are currently exercisable or convertible
are considered when assessing whether the Group controls

another entity.

Subsidiaries are fully consolidated from the date on which control
is transferred to the Group. They are de-consolidated 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. ldentifiable 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.

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 this 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.
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2.2 Consolidation (Continued)

(@)  Subsidiaries (Continued)

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.

In the Company’s statement of financial position the investments
in subsidiaries are stated at cost less allowances for impairment.
The results of subsidiaries are accounted for by the Company on

the basis of dividend received and receivable.

(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 or significant influence,
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.
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2.2

Consolidation (Continued)
(c) Associates

Associates are all entities over which the Group has significant
influence but not control, generally accompanying a shareholding
of between 20% and 50% of the voting rights. Investments in
associates are accounted for using the equity method of
accounting and are initially recognised at cost. The Group’s
investment in associates includes goodwill (net of any

accumulated impairment loss) identified on acquisition.

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.

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 by the Company

on the basis of dividend received and receivable.
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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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2.4 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 for 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 investments
were acquired. Management determines the classification of its
investments 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.
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(@)  Financial assets at fair value through profit or loss
(Continued)

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:

(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;

(i) 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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2.6 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.

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.

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.
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(Expressed in thousands of Hong Kong dollars)

2.6 Financial assets (Continued)
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 consolidated 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.

(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) recognised in other comprehensive income and

accumulated in equity until the financial assets are derecognised.
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2.6

Financial assets (Continued)

2.6.3 Recognition and measurement (Continued)

2.7

(c)  Available-for-sale (Continued)

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 consolidated income statement.

Interest is calculated using the effective interest method and
recognised in the consolidated income statement. Foreign
currency gains and losses on monetary assets classified as
available-for-sale are recognised in the consolidated income
statement. Dividends on available-for-sale equity instruments are
recognised in the consolidated income statement under “Other

operating income”.

(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 consolidated 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 separate income statement as impairment

charge on held-to-maturity investments.

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.
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(@) Assets carried at amortised cost (Continued)

The criteria that the Group uses to determine that there is

objective evidence of an impairment loss include:

° Delinquency in contractual payments of principal and
interest;

° 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;

° Deterioration of the borrower’s competitive position;

° Deterioration in the value of collateral; and

° 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.

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.
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(Expressed in thousands of Hong Kong dollars)

2.7

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

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.

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 uncollectable, 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.
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2.7

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

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.

(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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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. 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)

(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 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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2.8 Financial liabilities (Continued)

29

(@)  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 consolidated 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
consolidated 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 consolidated income

statement.

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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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 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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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 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.

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.

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.
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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 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

ltems 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.

(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.
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2.14 Foreign currency translation (Continued)
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(b)  Transactions and balances (Continued)

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.

(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.
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(Expressed in thousands of Hong Kong dollars)

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

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.

2.15 Premises and other fixed assets

Leasehold properties comprising land and buildings held on which a
reliable estimate is not available on the split of the carrying value
attributable to each of the land and building elements are accounted
for as finance leases and shown at fair value, based on periodic, and at
least triennial, valuations by external independent valuers, less
subsequent depreciation. Any accumulated depreciation at the date of
revaluation is eliminated against the gross carrying amount of the asset
and the net amount is restated to the revalued amount of the asset. All
other property, plant and equipment are stated at historical cost less
depreciation and impairment losses. 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. All other
repairs and maintenance are expensed in the income statement during

the financial period in which they are incurred.

Increases in the carrying amount arising on revaluation of premises are
credited to premises revaluation reserve in shareholders’ equity.
Decreases that offset previous increases of the same asset are charged
against fair value reserves directly in equity; all other decreases are

expensed in the income statement.
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2.15 Premises and other fixed assets (Continued)

Depreciation of premises and other fixed assets is calculated using the

straight-line method to allocate cost or revalued amounts 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 5 and 10

years

The difference between depreciation based on the revalued carrying
amount of premises charged to the income statement and depreciation
based on the premises’ original cost is transferred from premises

revaluation reserve to retained earnings.

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).

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 comprises land held under operating lease and

buildings held under finance lease.

Land held under operating lease is classified and accounted for as
investment property when the rest of the definition of investment
property is met. The operating lease is accounted for as if it were a
finance lease.

Investment property is measured initially at its cost, including related
transaction costs.
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(Expressed in thousands of Hong Kong dollars)

2.16 Investment properties (Continued)

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.

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.
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(Expressed in thousands of Hong Kong dollars)

2.17 Goodwill and intangible assets

Gooduwill 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.

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 for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets
other than goodwill that suffered an impairment are reviewed for

possible reversal of the impairment at each reporting date.
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(Expressed in thousands of Hong Kong dollars)

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 equity. In this case, the tax is

recognised in equity.

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.

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 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.
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(@)  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.

(b)  Share-based compensation

The Group operates a cash settled, share-based compensation
plan, which requires the Group to pay the intrinsic value of the
share option to a grantee at the date of exercise. The total amount
to be expensed over the vesting period is determined by reference
to the fair value of the options granted. At each end of the
reporting period, the Group will re-measure the fair value of the
share options and any change is recognised in the income

statement.

(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.

(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.
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(Expressed in thousands of Hong Kong dollars)

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.

2.22 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.
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(Expressed in thousands of Hong Kong dollars)

2.22 Leases (Continued)
(b)  Finance lease (Continued)

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.

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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(Expressed in thousands of Hong Kong dollars)

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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(Expressed in thousands of Hong Kong dollars)

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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2.28 TREEH A (8D 2.28 Insurance contracts (Continued)
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(d)  Value of in-force long-term life assurance business

The value of in-force long-term life assurance business is the
present value of expected future earnings to be generated from
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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(Expressed in thousands of Hong Kong dollars)

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.

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 Executive Committee
under the authority delegated by the Board oversees and guides the
management of different risks which are more particularly managed
and dealt with by the Group Risk Division and different functional
committees. In addition, Internal Audit is responsible for the

independent review of risk management and the control environment.

The most important types of risk are credit risk, liquidity risk, market
risk and operational risk. Market risk includes currency risk, interest

rate and other price risk.
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(Expressed in thousands of Hong Kong dollars)

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 and other

bonds.

The Group also trades in financial instruments where it takes positions
in exchange-traded and over-the-counter instruments, including
derivatives, to take advantage of short-term market movements in
equities and bonds and in currency, interest rate and commodity prices.
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 term 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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3.2 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 for approving major credit
exposures. The Credit Management Committee and Treasury
Investment and Risk Committee 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 Group Risk Division. The Group’s internal auditors also
conduct regular reviews and audits to ensure compliance with credit

policies and procedures and regulatory guidelines.

3.2.1 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.
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3.2 Credit risk (Continued)

3.2.1 Credit risk measurement (Continued)

@
@)

(ii)

(i)

(®)

Loans and advances (Continued)

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 available, 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 are monitored
on portfolio basis primarily based on their delinquency

status.
Current exposure represents the actual utilisation of a credit
facility and contractual obligations including both current

exposure and undrawn commitment.

The assessment of individual and collective impairment is
detailed in Note 3.2.3.

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.
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3.2 Credit risk (Continued)

3.2.1 Credit risk measurement (Continued)

(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.

The notional amounts of certain types of financial instruments
provide a basis for comparison with instruments recognised on
the statement of financial position but 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.



Bt 55 3R 5= P =

(AR T THIR)

32 faBmEBE @#)
3.2.1 fFERBE 2 (4)
(T) P74 T A (48)

ZK‘*I!"‘ETH HARFRITER L FREIE

BHNER) 2B RHIR - REM
Al AREERRZSRIZANRAEE
ZIABRTAVEEEGIRAFERERZZ
FEE)RR  MHMITETAMSEIGEZE
TEAREBEHEZANIEETE /N

{/\ ®

3.2.2 il 18 e J 5 ) A P 2 R

AEBEDRENERAXRZETFEE - 1TEHK
BRREEREEREFEESET 2AR - RIE
ERARRZETFEE  TEIBERZBEERR
HE ERHERMANMAEEZE S EHE

% -

EBERABIRZIEFEEZESRBRBESUER
HEET ﬁﬂ%&l%ZﬁfW A EEHE
MIEEEE - AR ENEEEEEEE A TS
HAEAE o

AEEREER  BRESERR @ 2 KREKE

miEREEBAER ﬁfﬁ 1 & MEIE\@D%F@
EEZRZHFEERR  AKERBIESTET
/\Eﬁiiiﬁﬁ/ﬁzﬁﬁﬁ&% ERERIL 2™
SEINEEXRRERR 2R  BETET
AHFZEERR - ARBEEZEE2E @S
HF 2PN RIEEFHE - FIESIP B #E
ZERERMTETAZHEREEERRE - B7
ZTRTﬁﬂu%%*EE‘J&E%’IE CRERBEEREELX
BRENEEBERA o 81370 58 61 )RR 5K
'““$%I;ﬂiﬂﬁﬁuu EROSIEMABERER
iRt RIBETEE - TAREREKRNR
:

i3

o

.

FBEERE @ BweDRIERR - FEORR
EFEXSHTFNEEER REREBALE
BIREEN ©
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3.2 Credit risk (Continued)
3.2.1 Credit risk measurement (Continued)
(d)  Derivatives (Continued)

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.

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 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 and country are relative to the size of
the overall credit portfolio. 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 Group Credit
Committee 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.

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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3.2 Credit risk (Continued)
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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:

° Mortgages over properties;

o Charges over business assets such as premises, inventory
and accounts receivable;

o 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 counterparty 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.

(c) Derivatives

Since all counterparties for derivatives trading are financial
institutions, the risk is managed as part of the credit risk control
and monitoring process in respect of financial institutions
including credit controls such as setting individual limit for
valuation risk, daily settlement limits and performing periodic
credit assessment for individual counterparty. Moreover, the
Group requires all derivative contract counterparties to enter into
International Swaps and Derivatives Association (“ISDA”)
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.
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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);

o Breach of loan covenants or conditions;

° Initiation of bankruptcy proceedings;

° Deterioration of the borrower’s competitive position; and
o 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 (i) assets that are individually assessed but do not have

individual impairment.
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3.2 Credit risk (Continued)
3.2.3 Impairment and provisioning policies (Continued)

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.

—2——fF —T-EF
2011 2010
AEEE B ERE
HERSHE HE ST
BERRBR Bol ERRBR ARt
B2k  Impairment BO Impairment
Loans allowance Loans allowance
and as a % of and as a % of
advances loan balance advances loan balance
58 Group % % % %
A Class

1-1E% 1-pass 98.9 0.2 99.2 0.3
2— 45l EE 2 — special mention 0.4 10.5 0.2 13.5
— RBIEIAT 3 - sub-standard or below 0.7 37.9 0.6 28.8

EAREE EERTEBZEEFDEHBE
HWoOBMT :

—HBIIER] B AKEABERFRASRT
ZE-EBNG KREFARFOHREN K EH
HAl 2B ENSEMERAE ZENAL A EEE

£ AR R BB A REAIERFRE
P2 BT KRERALBREE » R
REBRIEEREER( - AR REBEBHRE
8K -

F=MRI IRRIAT] BEREEATFERTR
AP Z2ET—EET=R KRERAERE
REERRNEZNEE - KA E2EKRE AR
SERERHIKHEERZEARB A FER B
HERS AR/ IS BRZER - NhFZ
ERERBMABE RENERSEERD -

100.0 100.0

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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3.2 Credit risk (Continued)

3.2.4 Maximum exposure to credit risk before collateral held or other

credit enhancements

=E-——F —ZT-ZF
£H8 Group 2011 2010
FHEEAGBRAAEZEERBERT : Credit risk exposures relating to
on-balance sheet assets are as follows:
e R RITH AR Cash and balances with banks 12,217,645 9,580,520
ERITHFER Placements with banks 5,184,325 3,249,320
i féi = RERHE Trading securities 5,700,541 5,568,876
EEAATFEFEAEZFH T AER Financial assets designated at fair value
0] @ BhEE through profit or loss 7,172,700 5,784,468
TESMIT A Derivative financial instruments 696,033 652,738
BEERRBK Loans and advances to customers
A ANER Loans to individuals
—fEAR - Credit cards 4,261,547 3,793,409
—RB\ER - Mortgages 23,017,708 21,904,593
— EAh - Others 4,338,395 3,945,998
hEER Loans to corporate entities
—BHER — Term loans 22,231,984 17,630,333
—RB\ER - Mortgages 11,132,055 10,523,436
—EH5mE — Trade finance 6,990,330 4,548,252
—Efb — Others 10,662,014 10,402,967
Hith & B Other assets 3,695,494 3,237,756
BEEER Investments in securities included in
A E L E'JZEJE‘%&Q the loans and receivables category 6,899,300 7,795,981
AHEEES Available-for-sale securities
—EFE - debt securities 16,992,532 17,049,159
REINES Held-to-maturity securities 8,398,022 9,114,454
149,590,625 134,782,260
EHEEBEBERINEE Credit risk exposures relating to
ZEERBENT : off-balance sheet items are as follows:
MGEREEMEERAZ Financial guarantees and other credit
SREE related contingent liabilities 2,491,029 1,298,710
BERURIE R EAM Loan commitments and other credit
ZE Bz &E related commitments 54,285,718 50,692,990
56,776,747 51,991,700
+=—A=+—H At 31 December 206,367,372 186,773,960
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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 worse case scenario of credit risk
exposure to the Group at 31 December 2011 and 2010 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:

° 8% of the loans and advances portfolio are categorised in the

top three grades of the internal rating system (2010: 6%).

° Mortgage loans, which represent the biggest group in the
portfolio, are backed by collateral;

° 98%oof the loans and advances portfolio are considered to be
neither past due nor individually impaired (2010: 98%)

° Loans and advances to customers that are either individually or
collectively impaired constituted 0.5% (2010: 0.3%) of the total
loans and advances to customers; and

° 66% (2010: 68%) of the investments in debt securities and other

bills have at least an A- credit rating.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.5 Loans and advances

Loans and advances to customers are summarised as follows:

—E——F =ZZT-ITF
£H8 Group 2011 2010
=80 B 2 A E BB (E Neither past due nor individually
impaired 81,079,678 71,656,605
70 BB K (@ Bl R (B Past due but not individually impaired 1,182,323 923,122
& Bl R B Individually impaired 372,032 169,261
Rk Gross 82,634,033 72,748,988
W R ELEE Less: allowance for impairment (384,214) (395,098)
FEE Net 82,249,819 72,353,890
—EB-—F =—Z-FF
£8 Group 2011 2010
WEERRBK Impaired loans and advances
—ERIRE GE(F)) — Individually impaired (Note (a)) 372,032 169,261
— A RE GE(D)) - Collectively impaired (Note (b)) 13,652 13,181
385,684 182,442
BB Impairment allowances made
— & RBIEEE GGE (R)) - Individually assessed (Note (c)) (190,220) (91,405)
—#RE el GE(D) — Collectively assessed (Note (b)) (12,392) (12,554)
(202,612) (103,959)
183,072 78,483
BEERRAFE Fair value of collaterals held* 213,682 84,547
ﬁfﬁf 795 15%}515 F 4 Impaired loans and advances as a % of
ELE ! %EZE total loans and advances to customers 0.47% 0.25%

* ERRATEDREBERARHERE;
7% MEPREEEE -

*

collateral and outstanding loan balance.

Fair value of collateral is determined as the lower of the market value of
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3.2 fEEmEbE @)
3.2.5 BRI (4)

i

(F) ERREERDZEBVRERSEERELET
—frE S taREERENEREREE (B
REMDWEFR - MBREHEEZER AT
ARBRESREERTE - WA EMMES -

(2) HFEREERRBFIEZS N GAEEERER
HREER RN E2HRACBHREZBENTX
ZERRBR - ZEN LM 2SN 2 BEERES
REEETBBGEEREERN —ED

(A) ALESEEEEEEEFHERN T _A="
—HEZEMREE -

E R KRR 2 BB % 258 5384,214,0007 7T
(ZZ—Z4F : 395,098,000/ 7T) » B HEEHE PRI
EE R 2 %15190,220,0008 0 (ZE— T F :
91,405,000/87T) [k ¥ #hn b BEFE R ER 248
4 % f£193,994,0008 T (= & — T F
303,693,000/ 7T) ° ffizF26R M EZ REFEK
RBREREMIRE (EH 2 REEBER -

(Expressed in thousands of Hong Kong dollars)

3.2

Credit risk (Continued)

3.2.5 Loans and advances (Continued)

Note:
(@)

(©

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$384,214,000 (2010: HK$395,098,000), comprising an allowance of
HK$190,220,000 (2010 HK$91,405,000) for the individually impaired
loans and a collective allowance of HK$193,994,000 (2010:
HK$303,693,000) 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 26.
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(Expressed in thousands of Hong Kong dollars)

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 assessed

based on the three broad gradings mentioned in Note 3.2.3.

EFERR

BA(BEEF) o ByaE

Individual (retail customers) Corporate entities Total loans

&8 ERF E5RE and

“E--% Group Credit  RBEF it AHER  RBER Trade Eft advances to

TZA=t-H At 31 December 2011 cards  Mortgages Others  Termloans  Mortgages finance Others  customers
AR Class:

1-ER% 1 - pass 4213214 22,688,999 4258910 22,134,333 10,987,030 6,938,992 9,830,109 81,051,647

2-HRIEE 2 - special mention - - - - 13,376 = 5,428 18,804

3= REFEHAT 3 - sub-standard or below - 367 - - 8,158 - 702 9,227

At Total 4213214 22,689,366 4,258,910 22,134,333 11,008,564 6,938,992 9,836,239 81,079,678

EFENR

AAZEER) ¥ DHER

Individual (retail customers) Corporate entities Total loans

£ HiRS UL and

“T-%% Group Credit  REBER it HHER EBER Trade £t advances to

T-A=t+-H At 31 December 2010 cards  Mortgages Others  Termloans  Mortgages finance Others  customers
A Class:

1-I% 1 - pass 3,754,232 21,635,787 3872978 17,611,685 10,372,125 4,482,590 9,831,323 71,560,690

-KABE 2 - special mention - - - 3,000 31,093 23,349 13,405 70,847

3-RBHMT 3 - sub-standard or below - 2,345 - - 14,458 - 8,265 25,068

At Total 3754232 21,638,132 3872978 17,614,655 10,417,676 4,505,939 9,852,993 71,656,605

FERBFA TR Z ILBERLE BEE
#on 2 B RERRFTE B ARIE

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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32 fERmEBE @) 3.2 Credit risk (Continued)
3.2.5 Bk R #Hak () 3.2.5 Loans and advances (Continued)
(Z) BEIERBEZ B R 2N (b) Loans and advances past due but not impaired
EFERR
BA(BEEF) % BRAE
Individual (retail customers) Corporate entities Total loans
BRF ESRE and
£8 Group Credit  RBEX 2t FHER  BBER Trade Hft advances to
ZE--%+ZH=1-H At31December 2011 cards  Mortgages Others  Termloans  Mortgages finance Others  customers
BE-EAZUT Past due up to 1 month 31,027 283,660 58,676 66,068 122,699 22,031 440,047 1,024,208
BH—EANLE=[ER  Pastdue more than 1 month
and up to 3 months 8,584 35,061 15,507 - - 570 50,772 110,584
BHE=ANLEENER  Past due more than 3 months
and up to 6 months 5,735 282 2,604 - - 6,401 5,480 20,502
BEAEANE Past due more than 6 months 2,927 712 782 - - 6,242 16,366 27,029
CE Total 48,273 319,715 77,659 66,068 122,699 35,244 512,665 1,182,323
BEERRZATE Fair value of collaterals* - 319,483 7,688 4,405 122,670 18,539 444,305 917,090
EFEHR
AAZERR) % BHEE
Individual (retail customers) Corporate entities Total loans
BR® B50E and
£E Group Credit — RBEH £t AHER BEER Trade Ht advances to
“E-ZFEFZR=F—H At31 December 2010 cards  Mortgages Others  Termloans  Mortgages finance Others  customers
BE-EAZUT Past due up to 1 month 21,398 237,887 53,708 - 97,148 13,810 350,783 774,734
BH-EANEE=A  Pastduemore than 1 month
and up to 3 months 10,265 16,301 14,135 - 3,564 1,124 45,921 91,310
BHE=ANLEERER  Pastdue more than 3 months
and up to 6 months 5,097 893 3,016 - 156 368 7,775 17,305
AMAEANE Past due more than 6 months 2,417 - 782 - = = 36,574 39,773
At Total 39,177 255,081 71,641 - 100,868 15,302 441,053 923,122
REEARZ DTE" Fair value of collaterals” - 254,931 1,635 - 100,165 5,787 392,153 754,621
* ERRBZATEDREBERRTERER * Fair value of collateral is determined as the lower of the market
RNEBEH  MERREEME ° value of collateral and outstanding loan balance.
VRFERE R N2 HEEFRRZ A Upon initial recognition of loans and advances, the associated
TFENMMBESGEBEE 2GETEM collateral is valued based on valuation techniques for the
E o BETRHAM - ZEH Rz AFENERE particular assets. In subsequent periods, the fair value of such
TS ERKAIEEERRBEMELT - collateral is updated by reference to market price or indexes of

similar assets.
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32 fERmEBE @) 3.2 Credit risk (Continued)
3.2.5 Bk R HaK () 3.2.5 Loans and advances (Continued)
() 1E15 R B2 5P B R # 7 (c) Loans and advances to customers individually impaired
AREFERGT AR BFFFERR 2 IRESRATZ The individually impaired loans and advances to customers of
ERIRERFER KR A372,032,0007% the Group before taking into consideration the cash flows from
T (ZE—Z% : 169,261,000/ 7T) collateral held is HK$372,032,000 (2010: HK$169,261,000).
ERREERRBR BERANEEFF The analysis of the gross amount of individually impaired loans
VEE(R 2 MR BRI 38 G A S E IR B B 2 #T a0 and advances by class, along with the fair value of the related
N collateral held by the Group as security, is as follows.
HEER
BA(BEZF) % - AR
Individual (retail customers) Corporate entities Impairment
E5RE allowances
58 Group BBER E  AHER  REEXR Trade 2 A% -individual
ZE--F+ZA=1-H  At31December 2011 Mortgages Others  Termloans  Mortgages finance Others Total ~ assessment
ARIREER Individually impaired loans 8,627 1,626 31,583 792 16,004 313,110 372,032 190,220
RERBRZAYE Fair value of collaterals* 8,504 - 8,065 780 3,122 193,211 213,682
REEE
fIA(ZERP) % - RN
Individual (retail customers) Corporate entities |mpairment
BomE allowances
£E Group EIREH Hf BRER ZIREH Trade Kt A& -individual
ZE-TFEFZA=T-H  At31 December 2010 Mortgages Others ~ Termloans  Mortgages finance Others Total  assessment
ARIREER Individually impaired loans 11,380 1,379 15,678 4,892 21,011 108,921 169,261 91,405
REERmoATE" Fair value of collaterals® 10,881 - 11,431 3,362 7,663 51,210 84,547
* B2 AFEDBREERRTERER * Fair value of collateral is determined as the lower of the market

REBER  MEPBREEME ° value of collateral and outstanding loan balance.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

3.2.5 Bk R #Hak ()
(T) BEI=AUEZEHREHK (d)

() BHAREERERER

(i)

Loans and advances overdue for more than 3 months

Gross amount of overdue loans

—E——F —E-TEF
2011 2010
BHEREE BHAIRIE R
EXRBRE B
Gross Gross
amount of 15#%  amount of 1G4
overdue Bt overdue At
£H Group loans % of total loans % of total
REEEFPEX Gross advances to customers
aFE - B which have been overdue for:
—=fEALEZ=XMEA - six months or less but
over three months 49,794 0.06 69,776 0.10
—~NEAREE—F — one year or less but
over six months 254,138 0.30 22,615 0.03
——Fp — over one year 78,912 0.10 116,304 0.16
382,844 0.46 208,695 0.29
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3.2

(i) BEREEERRBRZBEEER

(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

(@
(Continued)

Loans and advances overdue for more than 3 months

(i) Value of collateral held and impairment allowances against

R HmE overdue loans and advances

ERRER ERm HEER

REBHE B BERm BERm HipfeE - MBI

Outstanding Current  FIRENG REREFH BRHLEE Impairment

amount of market Portion  Portion not Other allowances

£8 Group loans and value of coveredby coveredby credit risk - individually

—E--f+ZR=1-H At 31 December 2011 advances collateral collateral collateral  mitigation assessed
BAHARERFERRBN Overdue loans and advances

to customers 382,844 320,045 235,326 147,518 - 173,957

BERRBEN il FEER

REREE 5 ERm Bfm  EMEE - @R

Outstanding Curent  FTEEHR ReAEDH BERFEEE  Impaiment

amount of market Portion  Portion not Other  allowances

£ Group loans and value of  covered by  covered by credit risk - individually

“E-ZF+-fA=1-H At 31 December 2010 advances collateral collateral collateral mitigation assessed
BAHREREPERRER Overdue loans and advances

to customers 208,695 185,117 129,463 79,232 - 71,569

il mEEREMERNIZBYE -

Collateral held mainly represented pledged deposits and

mortgage over properties.
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32 fERmEBE @) 3.2 Credit risk (Continued)
3.2.5 Bk R HaK () 3.2.5 Loans and advances (Continued)
() #wEHEZ (BEHIGEER LEZS (e)  Rescheduled advances net of amounts included in overdue
ZERIR BB N2 B5E) advances shown above
fh 4 %8 G428
—E——fF Aotk —ZE—Z=F ERagsd
EL] Group 2011 % of total 2010 % of total
EFER Advances to customers 169,644 0.21 198,105 0.27
VERIEREL Impairment allowances 900 6,812
3.2.6 W1l HE A i 3.2.6 Repossessed collateral
RERFAE 2 WEEAROT : Repossessed collateral held at the year-end is as follows:
—EBE——-F Z—ZE-ZF
] Group 2011 2010
BEMHE Nature of assets
Uy [B] ) 2 Repossessed properties 19,400 5,820
H Al Others 5,804 2,695
25,204 8,515
e RIZ A TEARIREE - BUEIER N Repossessed collaterals are sold as soon as practicable with the
WIEREBEZBERARERES - proceeds used to reduce the outstanding indebtedness of the

borrowers concerned.
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BES °

(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.7 Debt securities

@

Analysis by rating agency designation

agency designation at 31 December 2011 and 2010.

The table below presents an analysis of debt securities by rating

At E EZHH

RIFEE EEN RE& RE EXR
&8 R#&E AVEHE  Available- Held-to- FEWRIR
—E2—-F Group Trading  Designated for-sale maturity Loans and &t
+=B=+-H At 31 December 2011 assets  atfair value investments investments receivables Total
AAA AAA 90,285 583,473 1,203,138 109,620 - 1,986,516
AA-EAA+ AA- to AA+ 5,315,729 843,759 7,476,517 491,962 - 14,127,967
A-ZA+ A-to A+ 162 2,828,739 6,382,741 3,102,890 806,708 13,121,240
B REERA- Rated but lower than A- 110,054 898,044 1,460,749 2,800,244 5,960,616 11,229,707
RETR Unrated - 185,377 469,387 1,893,306 131,976 2,680,046
CH Total 5,516,230 5,339,392 16,992,532 8,398,022 6,899,300 43,145,476

UfHE BRI

RIFEE HEMN RE RE 50
£ RegE ATERE Available- Held-to- FEW IR
—T-FF Group Trading Designated for-sale maturity Loans and A&t
+ZA=+—H At 31 December 2010 assets  atfairvalue investments investments receivables Total
AAA AAA 213 744,296 1,175,020 118,770 - 2,038,299
AA-2AA+ AA- to AA+ 5,365,623 533,600 10,401,945 586,261 - 16,887,429
A- 2A+ A-to A+ 104,069 2,193,135 3,811,988 3,695,798 1,134,368 10,939,358
B RBERA- Rated but lower than A- - 673,144 1,358,600 2,990,868 6,163,893 11,186,505
AEAR Unrated 3,536 277,463 301,606 1,722,757 497,720 2,803,082
CH) Total 5,473,441 4,421,638 17,049,159 9,114,454 7,795,981 43,854,673




Bt 55 3R 5= P =

(AR T THIR)

3.2

5 BEREL B (80

3.2.7 (EHBH (H)

(2) 'BERIERDHT
RIETERE DB A E R RN GRIR 2 &
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)
3.2.7 Debt securities (Continued)
(b)  Analysis by overdue period

Investments in securities which were classified as loans and
receivables upon initial recognition, and were overdue at the time
of recognition, and which remain overdue as at 31 December are

shown below:

2011 2010
RIAEREDEAER R Investments in securities classified as
EWRIB 2 BHTE loans and receivables upon
initial recognition
B H Overdue for
— —FLE - over one year 59,441 426,044

RGHERE DB RER KB FIAZ F
FREMASHECRERE LiBHBER
BRZEBEEEMBHRKER

The entire portfolio of investments in securities classified as loans
and receivables upon initial recognition was recognised in the
statement of financial position at a value after taking into account

the above overdue status.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.8 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 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 by

geographical area.

—E——F —Z-%
+=A=+-R t=ZA=+—H
As at As at
31 Dec 2011 31 Dec 2010

BEPENBAE Gross advances to customers

-&B5 - Hong Kong 66,944,541 61,040,284
- - China 6,927,228 3,859,451
- B P - Macau 7,585,300 6,699,625
- Hif - Others 1,176,964 1,149,628
82,634,033 72,748,988
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TERRAEEZRITHBARBRERK
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.8 Concentration of risks of financial assets with credit risk exposure
(Continued)

(@)  Geographical sectors (Continued)

The following table analyses the cross-border claims of the
banking subsidiaries of the Group in relation to loans and
advances, investments in securities, and balances and

placements with banks.

RITREM
SREE
Banks NEHE
—E——F and other Public
+=HF=+—-8 As at 31 Dec 2011 financial sector Hit wet
BEAT In millions of HK$ institutions entities Others Total
TAR - TEERBHEA  Asia Pacific excluding Hong Kong 19,028 147 12,457 31,632
tEREE North and South America 1,393 - 2,776 4,169
BUM Europe 4,581 89 2,228 6,898
25,002 236 17,461 42,699
RIT R E A
RIS
Banks NEWRE
—E-TF and other Public
+=—RA=+—8 As at 31 Dec 2010 financial sector Hi BEt
BEET In millions of HK$ institutions entities Others Total
DAR - TEERBEA  Asia Pacific excluding Hong Kong 14,008 93 8,918 23,019
EERExE North and South America 313 - 3,120 3,433
BUM Europe 5,040 89 2,813 7,942
19,361 182 14,851 34,394

LB RERENREBREERRNER
& - ARIER 5 BT 00 P A2 o 1 4% BE B2 ¥ 41
WXSHFHEEE AR - —KRM = -
ERSGHFNEERRHETRABRN S —
TR RBTERE —HERITNEIND
17> MEABITENTRANER 7 2
REBRA-BEREEES —BR -

The above information of cross-border 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.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.8 Concentration of risks of financial assets with credit risk exposure

(Continued)

(b)  Industry sectors

Gross advances to customers by industry sector classified

according to the usage of loans

—E——fF —ZT-%F
£E Group 2011 2010
ERAFTANER Loans for use in Hong Kong
TR Industrial, commercial and financial
- MEER - Property development 902,519 646,018
—MEKRE — Property investment 14,857,643 14,418,054
-~ SR E - Financial concerns 916,269 596,330
- RELL — Stockbrokers 31,372 116,122
—BEETER - Wholesale and retail trade 2,020,735 1,026,092
B S - Manufacturing 1,647,656 725,323
—EBRREHSE - Transport and transport equipment 4,192,698 4,173,376
— RETEE) - Recreational activities 302,656 246,262
—EAR — Information technology 2,864 2,721
—HAl - Others 2,678,926 2,592,101
27,553,338 24,542,399
PN Individuals
—-BEIEEEHEE] — Loans for the purchase of flats in
[FLAZERE R 2] Home Ownership Scheme, Private
RIHEEHEEE] Sector Participation Scheme and
BFEXR Tenants Purchase Scheme 1,147,664 1,264,406
-BEHEMEENEER — Loans for the purchase of
other residential properties 15,935,118 15,372,119
—ERFRER — Credit card advances 4,107,677 3,654,569
—Hp (G (F)) - Others (Note (a)) 4,413,867 3,990,957
25,604,326 24,282,051
ERAGEANER Loans for use in Hong Kong 53,157,664 48,824,450
2o5mE (G (2)) Trade finance (Note (b)) 6,851,646 4,042,434
ERBMIMEARNER GE(R)) Loans for use outside Hong Kong (Note (c)) 22,624,723 19,882,104
82,634,033 72,748,988

it

() &mHEH  BESFEEMEA — Hil
BETZEZRIBERBREGKEZHN
MAAN —BEAMEEWEERIET -
BB FHE I EHES -

() EnBSMmEFTRBEEZESHER
1,766,805,000/% 7T —F :
849,125,000/ 7T) °

(R) EBBMIMERMERBERTESRR
BEEEMMMERZER - TERESBZ
Z SR E B 4{E138,684,0008 T (=&
— 24 : 505,818,000/ 7T) D AR [T
EREIMERAMERIEAET -

Note:

(a) To align with market practice, refinancing residential mortgage
loans which were previously included under “Individuals — Others”
are now reported under “Individuals — Loans for the purchase of
other residential properties”. Comparative figures have been

restated accordingly.

(b) Included in trade finance to customers above are trade bills of
HK$1,766,805,000 (2010: HK$849,125,000).

(c) Loans for use outside Hong Kong include loans extended to
customers located in Hong Kong with the finance used outside
Hong Kong. Trade financing loans not involving Hong Kong totalling
HK$138,684,000 (2010: HK$505,818,000) are classified under

Loans for use outside Hong Kong.
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BE BEMEERBRIFRAZEBEEAR

BRXHZMERBROBEETE P ERERRA
BREREERETER T ZRNMZE 2 SBERR
REE N ARSI AERIE - BRI S Em XA R
BERIERTE - 2 ERBAABESTERETH Lk
FIREE - BURMERERAM S ERBEZEE - T
BEYRTHEERRNEERATESRARMEA
AR o SEER AR AR EE N BT — @R
ZEBERNEREA  aELRRERRMNDE4
IREE - ABR - T8 BERERERZFRR KR
FARTH ARG A WR AL ZEIKFER -
ERAFERBEBERGBKEEABRRLEFL
MERELERZEG A EEEEXNEETSE
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(Expressed in thousands of Hong Kong dollars)

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, and by
Treasury Investment and Risk Committee (“TIRC”) under the authority
delegated from the Board. Risk limits are set 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 Group
Risk Division, 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 or by the Board as stipulated in the relevant policies and

procedures.

The launch of every new product is governed by the New Product
Approval process stipulated under the Group Risk Policy which requires
the relevant business units, supporting functions and the Group Risk
Division have to review the critical requirements, risk assessment and
resources plan. The Group’s Internal Audit function performs regular
independent review and testing to ensure compliance by Treasury,
RMCD and other relevant units with the market risk policies and

procedures.

Banco Comercial de Macau, S.A. (“BCM”) and Dah Sing Bank (China)
Limited (“DSB China”) which are subsidiaries of Dah Sing Bank, Limited
(“DSB”), run their treasury functions locally under their own set of limits
and policies and within the overall market risk limits 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.
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(Expressed in thousands of Hong Kong dollars)

3.3 Market risk (Continued)
3.3.1 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 “value at risk” methodology (“VaR”),
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.

The VaR model assumes a certain “holding period” (one
day) 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 250 days (or over one
year) using a method known as parametric VaR

methodology.
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3.3 Market risk (Continued)
3.3.1 Market risk arising from the trading book (Continued)
(@  Market risk measurement technique (Continued)

(i) Value at risk (Continued)

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 annually for all trading positions and allocated
to business units. Actual exposures, including VaR, are
monitored against limits daily by Group Risk Division.
Average daily VaR for the Group for all trading activities
during the year was HK$2,946,000 (2010: HK$3,319,000).

(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 Group Risk Division 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.

The results of the stress tests are reviewed by the Asset

and Liability Management Committee and the Board or its

delegated committee.
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Market risk (Continued)

3.3.1 Market risk arising from the trading book (Continued)

BE-2--Ft=-A=+-H

(b)  VaR summary of trading portfolio
HE-Z-ZF+-A=1+—H

E+=fEA IE+=f&A
12 months to 31 Dec 2011 12 months to 31 Dec 2010
¥4 BS iE 19 B =i
£ Group Average High Low Average High Low
INERL B Foreign exchange risk 1,419 2,850 876 1,438 3,056 427
FlEER Interest rate risk 2,637 3,962 1,722 3,002 5,715 1,528
xR Equity risk - - - 84 84 84
gl All risks 2,946 4,277 1,914 3,319 5,761 1,742
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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 TIRC, 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 covering shocks and shifts
in interest rates on the Group’s on- and off- balance sheet
positions are regularly performed to gauge and forecast the
market risk inherent in the Group’s banking book portfolios

against the established control measures.

VaR methodology is not currently being used to measure and
control the market risk of the banking book.
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3.3 Market risk (Continued)

3.3.2 Market risk arising from the banking book (Continued)
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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
in respect of MOP and RMB arise mainly from the operation
of overseas subsidiaries in Macau and Mainland China. The
net exposure positions, both by individual currency and in
aggregate, are managed by the Treasury 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, is normally
matched using foreign exchange forward contracts to

reduce exposure to foreign exchange risk.

At 31 December 2011, if HK$ had weakened by 100 pips
against MOP and RMB with all other variable held constant,
the profit after taxation for the year and equity would have
been HK$12 million higher (2010: HK$7 million higher),
mainly as a result that the foreign exchange gain on
translation of MOP and RMB denominated financial assets
outweighed the foreign exchange losses on translation of
MOP and RMB denominated financial liabilities.

Conversely, if HK$ had strengthened by 100 pips against
MOP and RMB with all other variables held constant, the
profit after tax for the year and equity would have been
HK$12 million lower (2010: HK$7 million lower).
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(Expressed in thousands of Hong Kong dollars)

3.3 Market risk (Continued)

3.3.2 Market risk arising from the banking book (Continued)

(®)

Sensitivity analysis of non-trading portfolio (Continued)

(i) Interest rate risk

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 sets limits on the level of mismatch of
interest rate repricing that may be undertaken, which are
monitored regularly by RMCD.

The framework adopted by the Group to measure interest
rate risk exposures arising from its banking book positions
is consistent with that set forth by the HKMA for reporting
interest rate risk exposures. In this framework, deposits
without a fixed maturity are assumed to be repayable and
to reprice on the next working day whereas loan
prepayments are not considered when allocating loan

balances into respective interest repricing time bands.

At 31 December 2011, if HK$ and US$ market interest rates
had been 200 pips higher with other variables held
constant, the profit after tax over the next 12 months and
the economic value would have been HK$104 million lower
(2010: HK$77 million lower) and HK$499 million lower
(2010: HK$585 million lower) respectively.

The method and assumptions used in the above sensitivity

analysis on foreign exchange and interest rate risk are on the
same basis for both 2010 and 2011.
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3.3 i EBE () 3.3 Market risk (Continued)

3.3.2 I H SRATHR Z i B3 b B (48) 3.3.2 Market risk arising from the banking book (Continued)
(Z) FEFIEEERZHEEZ HEREDI (b)  Sensitivity analysis of non-trading portfolio (Continued)

(&)

BRTIMNERR EFERERE  AEBZER In addition to foreign exchange risk and interest rate risk, the
BHEEERMEEFRETHHEMEER Group’s investments in debt securities and equity securities are
%o itk - AETRAMNEZEERBES also exposed to other price risks. Consequently, the value of such
[BBg ~ TS AR K B AT B & 2 1 Il sk AR investments could change significantly depending on a variety of
SRARRBYOZEH - WERENEE factors including liquidity risk, market sentiment and other events

ALAEIRE AR &L - that might affect individual or portfolios of exposures.
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3.3 Market risk (Continued)

3.3.3 Currency risk

The table below summarises the Group’s financial assets and liabilities

translated into equivalent HK$ amounts, categorised by currency.

&8 Group BT EYH dslkd ARH Hith Bt
“E--%+-A=t+-H As at 31 December 2011 HKD usD MOP RMB Others Total
BE Assets
RBe RERTNER Cash and balances with banks 1,665,707 1,853,584 505,856 6,787,762 1,404,736 12,217,645
ERT-ETZHEAR Placements with banks maturing
HENTEH between one and twelve months 219,999 1,766,896 - 3,197,430 - 5184,325
BIEEERANES Trading securities 5,474,744 220,318 - 674 4,805 5,700,541
BEARTEFEAELT Financial assets designated
SABRNEREE at fair value through profit or loss 816,277 6,297,307 - 56,343 2,773 7,172,700
fTESRIA Derivative financial instruments 41,461 452,571 - 46,537 155,464 696,033
RIBEH & H ﬁﬂ KH Advances and other accounts 66,355,665 15,837,745 3,113,518 4,038,025 3,399,021 92,743,974
A EE Available-for-sale securities 5,711,542 10,741,413 490 547,473 664,334 17,665,252
BRI Held-to-maturity securities 32,218 5,344,814 1,649,729 6,126 1,365,135 8,398,022
SREESH Total financial assets 80,317,613 42,514,648 5,269,593 14,680,370 6,996,268 149,778,492
=1 Liabilities
BIER Deposits from banks 104,116 1,909,060 10,004 360,313 1,010 2,384,503
THELRIA Derivative financial instruments 5759 1,232,013 - 34,017 307,810 1,579,599
REEEERENAE Trading liabilities 3,045,202 - - - - 3,045,202
BPER Deposits from customers 71,085,210 13,474,458 5,636,546 12,735909 8,696,971 111,629,094
?‘T‘JE’U@%T Certificates of deposit issued 3,149,791 - 14,276 - - 3,164,067
BEANEBE Issued debt securities - 2,718,320 - - - 2,718,320
REER Subordinated notes - 3,654,487 - - - 3,654,487
HiiR B kR Other accounts and accruals 2,314,111 1,102,985 417,103 277,100 141,645 4,252,944
SREEA Total financial liabilities 79,704,189 24,091,323 6,077,929 13,407,339 9,147,436 132,428,216
BERBRLERTE Net on-balance sheet positions 613,424 18,423,325 (808,336) 1,273,031  (2,151,168) 17,350,276
BERBRINMNSRERTFE Off-balance sheet net notional
positions* 10,487,344 (12,046,525) - 145,690 1,580,370 166,879
EERE Credit commitments 48,608,138 5,138,177 628,114 2,231,465 170,853 56,776,747
* BEABRINGRERFHEEZERANAEEEIN * Off-balance sheet net notional positions represent the net notional
EEFHER 2 INESRMITETANRRIFE - amounts of foreign currency derivative financial instruments which are

principally used to reduce the Group’s exposure to currency movements.
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3.3 Market risk (Continued)

3.3.3 Currency risk (Continued)

£6 Group BT eI il ARE Hip At
—E-ZF+-fA=1+—H As at 31 December 2010 HKD uUSD MOP RMB Others Total
BE Assets
ReRERTNES Cash and balances with banks 1,685,411 817,894 270,538 6,517,002 289,675 9,580,520
ERIT-ZETZEAR Placements with banks maturing

HENER between one and twelve months 140,000 3,109,320 = = - 3,249,320
FIEEERAMNES Trading securities 5,358,361 198,877 - 4,594 7,044 5568876
BENATESEAAES Financial assets designated

TAERNEREE at fair value through profit or loss 647,260 4,980,945 - 8,432 147,831 5,784,468
fTESMT A Derivative financial instruments 29,007 289,885 - 4,466 329,380 652,738
EEEFREMBRE Advances and other accounts 61,536,516 12,408250 2,530,580 3,226,256 3,607,165 83,308,767
it EEH Available-for-sale securities 10,580,386 6,183,726 636 352,144 741,161 17,858,053
BEIEES Held-to-maturity securities 28,406 5,785,797 1,494,925 - 1,805,326 9,114,454
SRBEA Total financial assets 80,005,347 33,774,694 4,296,679 10,112,894 6,927,582 135,117,196
BE Liabilities
RITER Deposits from banks 406,824 985,515 246 117,778 13,184 1,523,547
fTESRIA Derivative financial instruments 5,958 950,942 - 2,887 336,652 1,296,439
FIEEERANERE Trading liabilities 4,700,893 - - - - 4,700,893
REBER Deposits from customers 62,025,354 11,930,536 5,133,137 8425943 8,611,671 96,126,641
BEIRNENE Certificates of deposit issued 4,319,639 - 30,791 - 395,624 4,746,054
BRIIMERES Issued debt securities - 1,943,342 = = - 1,943,342
BEER Subordinated notes - 4,644,192 = = - 4,644,192
HivfR B R BIR Other accounts and accruals 2,850,978 513,442 385,743 89,980 158,903 3,999,046
LREELH Total financial liabilities 74,309,646 20,967,969 5549917 8,636,588 9,516,034 118,980,154
BEABRRLFREFE Net on-balance sheet positions 5,695,701 12,806,725 (1,253,238) 1,476,306  (2,588,452) 16,137,042
BEBBRINGREEFE Off-balance sheet net notional

positions* 4528576  (6,712,387) 3 (30,213) 2,472,600 258,579

EERIE Credit commitments 48,186,383 2,048,080 722,851 595,047 439,339 51,991,700
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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

maturity dates.

carrying amounts, categorised by the earlier of contractual repricing or

SEARE  —ENE
2-f ZnE
ZEAGUT Over Over RENE it

8 Group 3months 3 months 1 year Over Non-Interest A5t
“E--%+-A=t+-H At 31 December 2011 or less tolyear to5years 5years Bearing Total
BE Assets

BeRERTHER Cash and balances with banks 11,870,368 161 - = 347,116 12,217,645
ERT-Z2+T=HAR Placements with banks maturing

HENER between one and twelve months 2,726,261 2,458,064 = = - 5,184,325
KEEERENES Trading securities 1,048,736 3,186,148 359,720 21,626 184,311 5,700,541
BENATEABARE Financial assets designated

FTABRNEHEE at fair value through profit or loss 329,197 283,693 1,101,389 3,617,000 1,841,421 7,172,700
ITESBTE Derivative financial instruments - - - - 696,033 696,033
FRERREMEE Advances and other accounts 74,261,361 4,209,184 7,984,698 2,120,026 4,168,705 92,743,974
AfmEES Available-for-sale securities 777,839 602,350 12,286,022 3,322,245 676,796 17,665,252
REHHBES Held-to-maturity securities 3,940,932 1,375,109 2,882,257 199,724 - 8,398,022
SREELH Total financial assets 95,854,694 12,114,709 24,614,086 9,280,621 7,914,382 149,778,492
8f Liabilities
ROFER Deposits from banks 1,732,063 378,396 - - 274,044 2,384,503
TESBTE Derivative financial instruments - - - - 1579509 1,579,599
BIEBERENER Trading liabilities 1,975,365 969,257 100,580 - - 3,045,202
RPEH Deposits from customers 92,210,777 15,218,662 1,209,878 - 2,989,777 111,629,094
BEANERE Certificates of deposit issued 1,181,918 957,293 971,163 53,693 - 3,164,067
BRANEKES Issued debt securities 2,718,320 - - - - 2,718,320
BEES Subordinated notes - 1,170,815 - 2483672 - 3,654,487
EiiRE RBR Other accounts and accruals 346,805 - - - 3,906,139 4,252,944
Ex L Total financial liabilities 100,165,248 18,694,423 2,281,621 2,537,365 8,749,559 132,428,216
FIESBERA (REAR) Total interest sensitivity gap (unadjusted)*  (4,310,554)  (6,579,714) 22,332,465 6,743,256
FEfETRERNZHE Effect of interest rate derivative contacts 931,816 6,140,694  (4,368,578)  (2,705,862)
FSQBEES (EHE) Total interest sensitivity gap (adjusted)*  (3,378,738)  (439,020) 17,963,887 4,037,394

* REPEN SR EEREEABRANEEM

RENKREE

TE o RABMNEHREEERFA

FORER R @R T ELTET AS KN

o

*

Unadjusted interest sensitivity gap is determined based on positions of

on-balance sheet assets and liabilities. Adjusted interest sensitivity gap

takes into account the effect of interest rate derivative contracts entered

into to mitigate interest rate risk.
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3.3 Market risk (Continued)

3.3.4 Interest rate risk (Continued)

=fEARE  —EUNE
E-F EhE
ZERAFMUT Over Over  HEUNE THE

&M@ Group 3months 3 months 1 year Over  Non-Interest RE
“2-ZFEfZA=1-H At 31 December 2010 or less tolyear  to5years 5 years Bearing Total
BE Assets
ReRERTNER Cash and balances with banks 8,877,376 1,308 - - 701,83 9,580,520
ERT-Z+T=HAR Placements with banks maturing

HEnER between one and twelve months 528,664 2,720,656 - - - 3,249,320
BEEERBNES Trading securities 2266983 2,544,018 662,226 214 95435  5568,876
BENATEFEEHEY Financial assets designated at fair value

FABRMEREE through profit or loss 113,759 132,688 972,039 3,201,775 1,364,207 5,784,468
fTESBIA Derivative financial instruments - - - - 652,738 652,738
ZRERREMER Advances and other accounts 63,032,715 4039215 9314534 3,097,214 3,825,089 83,308,767
HHEES Available-for-sale securities 4,410,522 1,374,944 8,394,804 2,864,811 812,972 17,858,053
BEIHES Held-to-maturity securities 4381573 1227016 2,409,084 903,507 193,274 9,114,454
TREEA Total financial assets 83,611,592 12,039,845 21,752,687 10,067,521 7,645,551 135,117,196
A Liabilities
BAER Deposits from banks 1,300,464 107,841 - - 115,242 1,523,547
fTESBIA Derivative financial instruments - - - - 1296439 1,296,439
KEEERENER Trading liabilities 3,004,239 1,542,500 154,154 - - 4,700,893
EFRH Deposits from customers 79,595,913 11,911,003 1,485,406 - 3134319 96,126,641
BREINERE Certificates of deposit issued 1,640,184 2,498,325 556,924 50,621 - 4,746,054
BETHEKES Issued debt securities 1,943,342 - - - - 1,943,342
#EEH Subordinated notes 1,165,995 - 1200975 2,277,202 - 4644192
HiiR A RBR Other accounts and accruals 603,179 - - - 3395867 3,999,046
tBARAH Total financial liabilities 89,253,316 16,059,669 3,397,459 2,327,843 7,941,867 118,980,154
MEGBEES T (REAR)" Total interest sensitivity gap (unadjusted) (5,641,724 (4,019,824) 18,355,228 7,739,678
MEfTETAR Nz 2 Effect of interest rate derivative contacts 2,494,376 2,484,441 (943,351)  (3,930,520)
MEGBEEAR (EH%) Total interest sensitivity gap (adjusted)* (3,147,348)  (1,535,383) 17,411,877 3,809,158
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(Expressed in thousands of Hong Kong dollars)

3.4 Liquidity risk

Liquidity risk is the risk that the Group is unable to meet its payment
obligations associated with its financial liabilities when they fall due
and to replace funds when they are withdrawn. The consequence may
be the failure to meet obligations to repay depositors and fulfil

commitments to lend.

3.4.1 Liquidity risk management process

The Group manages its liquidity on a prudent basis to ensure that a
sufficiently high liquidity ratio relative to the statutory minimum is
maintained throughout the year. The average liquidity ratio of the
banking subsidiaries within the Group during the period was well above

the 25% minimum ratio set by the Hong Kong Banking Ordinance.

The Group’s Asset and Liability Management Committee (“ALCO”)
regularly reviews the Group’s current loan and deposit mix and changes,
funding requirements and projections, and monitors the liquidity ratio
and maturity mismatch on an ongoing basis. Appropriate limits on
liquidity ratio and maturity mismatch are set and sufficient liquid assets
are held to ensure that the Group can meet all short-term funding

requirements.

The Group’s funding comprises mainly deposits of customers,
certificates of deposit and medium term notes issued. The issuance of
certificates of deposit and medium term notes helps lengthen the
funding maturity and reduce the maturity mismatch. Short-term
interbank deposits are taken on a limited basis 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 the next day, week and month respectively, as these
are key periods for liquidity management. The starting point for those
projections is an analysis of the contractual maturity of the financial
liabilities and the expected collection date of the financial assets. The
cash flow projections also take into account unmatched medium-term
assets, the level and type of undrawn lending commitments, the usage
of overdraft facilities and the impact of contingent liabilities such as
standby letters of credit and guarantees. The Group performs stress
testing regularly, which include both an institution-specific crisis
scenario and a general market crisis scenario on its liquidity position
and has formulated a contingency plan that sets out strategies for
dealing with liquidity problems and the procedures for making up cash

flow deficits in emergency situations.
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3.4 Liquidity risk (Continued)
3.4.2 Maturity analysis

The table below analyses the Group’s assets and liabilities into relevant

BER maturity groupings based on the remaining period at the end of the
BIE reporting period to the contractual maturity date or, where applicable,
the earliest callable date.
-BANE  ZEANL —EHE
HHgE B=@RFNT E-F ik
Repayable —fBAZMT  3months or Over Over
-] Group on Upto lesshutover 3 months 1 year RENE  EHYAY &t
“E--EtZfA=1-A At 31 December 2011 demand 1 month 1 month tolyear  to5years Over5years Indefinite Total
BE Assets
R RERTN GRS Cash and balances with banks 4340854 7,840,163 36,467 161 - - - 12217645
ERT-ETZEAR Placement with banks maturing
El:ckiofay between one and twelve months - - 2726265 2,458,060 = = - 5184305
BIEEERRNES Trading securities - 76,991 1,868,905 3,186,146 362,562 21,626 184,311 5,700,541
EENATErEEAR Financial assets designated at fair value
TABRNEHAE through profit or loss - 267,185 40,692 219679 1,068,118 3683716 1833310 7,172,700
TEEBIA Derivative financial instruments - 67,124 141,475 75,743 140,689 271,002 - 696,033
EHEHRAMEER Advances and other accounts 6,888,280  7,416964 8453197 11415328 28573163 28323178 1,673,860 92,743,074
ARHERS Available-for-sale securities - 124,281 135,123 602,349 12,804,456 3,322,246 676,797 17,665,252
REESES Held-to-maturity securities - 553,281 486510 2,041,004 4812160 505,037 - 8308022
BENTRE Investment in an associate - - - - - - 1961365 1,961,365
REEHEERE Investments in jointly controlled entities - - - - - - 68,650 68,650
g Goodwil - - - - - - 950,992 950,992
BYEE Intangible assets - - - - - = 98,663 98,663
NEREMEREE Premises and other fixed assets - - - - - - 3830718 3,839,718
RENE Investment properties - - - - - - 650,865 650,865
NEHELE Current income tax assets - - - 8,358 - - - 8,358
ERHEEE Deferred income tax assets - - - - 8,896 - - 8,896
RESREBL Value of in-force long-term
ENREER life assurance business - - - - - - 787252 1,787,252
BEAT Total assets 11,229,143 16,345,980 13,888,634 20,066,858 47,770,044 36,126,800  13,725843 159,153,311
8f Liabilities
FIER Deposits from banks 14495 1,076,582 477923 815,503 - - - 2,384,503
fESRIA Derivative financial instruments - 34417 49,485 2,733 1,288,753 180,211 - 1,579,599
RIEEERBNER Trading liabilities - 1500975 474,389 969,257 100,581 = - 3045202
EPEH Deposits from customers 26,313,633 41,696,084 27015485 15304016 1,200,876 - - 111,629,004
REDEE Certificates of deposit issued - 537,200 489,736 1,112,275 971,163 53,693 - 3,164,067
BEINERES Issued debt securities - - - - 2718320 - - 271832
hERH Subordinated notes - - - 1,170815 - 0483672 - 3,654,487
EEERER Other accounts and accruals 440,439 730,597 542,781 803,057 354,488 - 1381582 4252944
HEHEeE Current income tax liabilities - - - 31,669 - - - 31,669
ELREER Deferred income tax liabilities - - - - 103,189 - - 103,189
HRERBANRESREAN  Liabilties to policyholders under
L8E long-term insurance contracts - - - - - - 7458560 7,458,562
BEAH Total liabilities 26,768,567 45575855 29,049,799 20,323,325 6,746,370 2,717,576 8,840,144 140,021,636
FREMEE Net liquidity gap (15,539,424)  (29,229,866)  (15,161,165) (256,467) 41,023,674 33,409,224 4885699 19,131,675
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3.4 Liquidity risk (Continued)

3.4.2 Maturity analysis (Continued)

-EANE  ZRANE
EREEDA i
PEEE  —BAIUT  Smonthsor Over —ENLERE

£H Group Repayable Upto less but over 3months  Over 1 year RENE  E3EHREY Aif
“E-FET2f=1-A At 31 December 2010 on demand 1 month 1 month to 1 year to5years  Over 5 years Indefinite Total
BE Assets
ReRESONER Cash and balances with banks 5,785,073 3,743,903 50,236 1,308 - - - 9,580,520
EBG-ET=fAR Placement with banks maturing

EEl between one and twelve months - - 58,665 2,720,655 - - - 3249320
REERRBNES Trading securities - 12999 2246501 2544018 662,226 7677 95435 5,568,876
BENATERERASY Financial assets designated at fair value

FABRENEHAE through profit or loss - 94,213 19,544 132,688 972,039 3203153 12362831 5,784,468
fiE¢BTA Derivative financial instruments - 196,339 121,209 79,143 105,273 150,774 - 652,738
BEEFRAMER Advances and other accounts 6,859,790 5,940,649 5,426,321 8758952 27393461 27,685,811 1,243,783 83,308,767
THHERS Available-for-sale securities - 2,215,890 1,994,239 1,395,249 8,574,895 2,864,808 812972 17,858,053
REERS Held-to-maturity securities - 310,651 471206 203888 4531572 1762107 - 9114454
BENTR Investment in an associate - - - - - - 1558791 1558791
LRAHERRE Investments in jointly controlled entities - - - - - - 60,248 60,248
2 Goodwil - - - - - - 950,992 950,992
EVEE Intangible assets - - - - - = 114,832 114,832
ERAtETAE Premises and other fixed assets - - - - - - 3008105 3008105
Y Investment properties - - - - - - 604,648 604,648
MEHEEE Current income tax assets - - - 1816 - = = 1816
RIEHEAE Deferred income tax assets - - - 1,164 5,406 = = 6,570
REZRERZENREEE  Value of in-force long-term

life assurance business - - - - - - 1,318,316 1,318,316

HERH Total assets 12,644,863 12514644 10858031  17,673821 42244872 35674330 11,130,958 142,741,514
af Liabilties
BB Deposits from banks 27,410 679,939 - 582,999 233,199 - - 1,528,547
fiEe@IA Derivative financial instruments - 114,848 13,940 42,504 297,456 827,691 = 1,296,439
RERERBNAE Trading liabilities - 2,177,405 826,834 1,542,499 154,155 - - 4,700,893
EPER Deposits from customers 21,746,249 34410696 19,667,337 12,816,953 1,485,406 - - 96,126,641
BEANFNE Certificates of deposit issued - 363,964 1,047,991 2,656,553 626,925 50,621 - 4,746,054
BENNERES Issued debt securities - - - - 1943342 - - 1,943,342
fERH Subordinated notes - - - 1,165,995 1,200,975 2,217,222 - 4,644,192
EMEARER Other accounts and accruals 633,495 517,239 761,565 853,687 18,441 - 1,214,619 3,999,046
ERERRE Current income tax labilties - - - 89,873 - - - 89,873
ERERARR Deferred income tax liabilties - - - 375 89,173 - - 89,548
ARERBEORERAA Liabilites to policyholders under

L8 long-term insurance contracts - - - - = - 5928783 5928783
B8R Total liabilities 28407154 38,264,001 22317667 19,751,438 6,049,072 3,155,534 7,143,402 125,088,358
FRghEE Net liquidity gap (15,762,91)  (25,749,447)  (11,459,636)  (2,077,617) 36,195,800 32,518,796 3,987,551 17,653,156
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(Expressed in thousands of Hong Kong dollars)

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:

-fARE  ZEARE  -FRE

HHEE E=@AIAUT E-F ik
Repayable —fEEZAT 3 months or Over Over BERE
on Upto lesshutover 3 months 1year Over EHHAH At
58 Group on demand 1 month 1 month tofyear  to5years 5years Indefinite Total
Z8--51ZB=t-R  At31December 2011
BHERER Certificates of deposit held inclued in:
eSS Avalable-for-sale securities - - - 24,270 = = = 24,270
“E-ZE+-A=1-H  At31 December 2010
FHEBER Certificates of deposit held inclued in:
ARHESS Available-for-sale securities - - - 23,591 23,614 - - 47,205

BEEBGEHRENZARNZIENFERLH S
EERETHERZ - ANETHERRSKESR
T\EEEE’\JHWE&W\@%’%EEU HIRTTME T2
B RL N ER - THEHS R iRR A
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KREXSEBHMAERBRNEERE -

A&EB—RIAEHE=FeREEHEBEZEH

RE®  BAERNEREHEETAHERIEN
RBESFRERINEENESRE BN EREEE
AERE SRR BESAES - BtARE
HEBEZEEAENRENSNESERLER
HEWIRESFK -

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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(Expressed in thousands of Hong Kong dollars)

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: over-the-counter (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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3.4 Liquidity risk (Continued)

3.4.3 Undiscounted cash flows by contractual or expected maturities

B0 () (Continued)
-BHANLE =@ANL —-FHE
ZEAIUT E-F ZLE
—fEASLT 3 months or Over Over  TENE
&8 Group Upto lessbutover  3months 1 year Over H
“E--%+-A=t-H As at 31 December 2011 1 month 1 month to1year tobyears 5 years Total
FTETARSR Non-derivative cash flow
A Liabilties
ROFER Deposits from banks 994,421 589,544 833,409 3,212 - 2,420,586
XPHEH Deposits from customers 68,731,606 27,192,220 15,644,974 1,269,128 - 112,837,928
BIEEERBNERE Trading liabilities 1,501,000 474,918 970,249 100,453 - 3,046,620
BEINERE Certificates of deposit issued 649,156 750,527 982,873 998,727 51,765 3,433,048
BERANERES Issued debt securities 12,008 - 34127 2,770,030 - 2,816,165
BEER Subordinated notes - 105,125 1,266,668 568,111 2,551,321 4,491,225
HRARBENREREAZAR Liabilities to policyholders under
long-term insurance contracts 29,365 59,825 443,164 3,797,144 19,193,321 23,522,819
ek Other liabilities 1,041,264 274,344 521,630 333,844 - 2,171,082
BELE(AHIHA) Total liabilities (Contractual maturity dates) 72,958,820 29,446,503 20,697,094 9,840,649 21,796,407 154,739,473
TETARER Derivative cash flow
BIBEEESRIA Derivative financial instruments
settled on net basis 37,958 (29,666) 15,041 73,524 2,644 99,501
REREEEERIA Derivative financial instruments
settled on a gross basis
skt Total outflow 19,441,518 | 13,895,176 | | 9,535,427 | | 2,441,227 625,655 | | 45,939,008
MABE Total inflow (19,452,009), ((14,016,609)| | (9,363,932) | (1,445,883) (546,238)| |(44,824,671)
(10491)  (121433) 171,495 995344 947 1,114,332
—fEANLEE Z@EANL —EpF
ZEAZNUT - ZhF
—fEAZLT 3 months or Over Over RENE
£E Group Upto lessbutover 3 months 1 year Over &%
“2-ZF+ZF=1-H As at 31 December 2010 1 month 1 month to1year  to5years 5 years Total
FITETER SR Non-derivative cash flow
A Liabilities
BAEH Deposits from banks 705,775 12,620 705,774 136,982 - 1,561,151
RPER Deposits from customers 62,785,736 20,875,728 11,835,328 1,604,601 - 97,101,483
BIEEERBNERE Trading liabilities 2,177,500 827,243 1,547,355 153,085 - 4705183
BEANGERE Certificates of deposit issued 335,611 1024428 2,765,929 643,373 53604 4,822,945
BEANERES Issued debt securities 8,096 - 24,025 2,007,654 - 2,039,775
BEER Subordinated notes - 106,976 1,268,652 1,795,729 2,695,091 5,866,448
HRARBENRERAAZAR Liabilities to policyholders under
long-term insurance contracts 24,299 48,427 322,780 2,849,886 19,624,804 22,870,196
ek Other liabilities 1,089,617 536,305 692,794 2,880 - 2,321,596
BELHE(AHIHA) Total liabilities (Contractual maturity dates) 67,126,634 23,431,727 19,162,637 9,194,280 22,373,499 141,288,777
TETARER Derivative cash flow
BIREEESRIA Derivative financial instruments
settled on net basis 7,034 8,311 13,303 121,660 10,983 161,291
REREEEERIA Derivative financial instruments
settled on a gross basis
MHAE Total outflow 22,935,233 | | 11,800,162 | | 15,062,574 2,183,446 951,378 | | 52,932,793
MABE Total inflow (23,044,627)| ((11,932,748)| |(14,896,237) | (1,165,290) (873,256)| |(51,912,158)
(109,394) (132,586) 166,337 1,018,156 78,122 1,020,635
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(Expressed in thousands of Hong Kong dollars)

3.4 Liquidity risk (Continued)

3.4.3 Undiscounted cash flows by contractual or expected maturities
(Continued)

Assets available to meet all of the liabilities and to cover outstanding
loan commitments include cash, central bank balances, items in the
course of collection and treasury bills; loans and advances to banks;
and loans and advances to customers. In the normal course of
business, a proportion of customer loans contractually repayable within
one year will be extended. In addition, debt securities and treasury bills
have been pledged to secure liabilities. The Group would also be able
to meet unexpected net cash outflows by selling securities and

accessing additional funding sources such as asset-backed markets.

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;

° 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

° Capital commitments for the acquisition of buildings and

equipment.
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3.4 Liquidity risk (Continued)

3.4.4 Off-balance sheet items (Continued)

—FHUR —F % LEUE
58 Group No later ERE Over B
—E——%+=ZA=+-—H At 31 December 2011 than 1 year 1-5 years 5 years Total
B FURIE Loan commitments 51,030,689 3,239,398 9,871 54,279,958
R AL REMS RS Guarantees, acceptances and
other financial facilities
- & H - Acceptances 34,954 - - 34,954
-ERRERERT - Guarantees and standby
letters of credit 314,365 312,018 83,217 709,600
- BB REEERT - Documentary and commercial
letters of credit 1,746,475 - - 1,746,475
REETES Forward forward deposits placed 5,760 - - 5,760
4 T 4 Operating lease commitments 108,065 125,876 78,946 312,887
B Capital commitments 241,859 - - 241,859
B Total 53,482,167 3,677,292 172,034 57,331,493
—ELRA —E 1B RERE
£H Group No later ERF Over =
—E-ZEF+-A=+—H At 31 December 2010 than 1 year 1-5 years 5 years Total
ERRIE Loan commitments 47,723,006 2,602,132 360,870 50,686,008
AR A R E e AR Guarantees, acceptances and
other financial facilities
- KK - Acceptances 3,975 - - 3,975
-ERRERERT - Guarantees and standby
letters of credit 304,212 56,441 83,571 444,224
- REREEERT - Documentary and commercial
letters of credit 743,792 106,719 - 850,511
REEITR Forward forward deposits placed 6,982 = = 6,982
TR R A Operating lease commitments 87,749 101,470 63,298 252,517
B Capital commitments 115,922 = - 115,922
o Total 48,985,638 2,866,762 507,739 52,360,139
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Fair values of financial assets and liabilities
(@)  Determination of fair value

The fair value of financial instruments traded in active markets is
based on quoted market prices, dealer price quotations or broker
quotes from Bloomberg and Reuters. The quoted market price
used for financial assets held by the Group is the current bid price;
the appropriate quoted market price for financial liabilities is the

current ask price.

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, and those prices represent actual and regularly
occurring market transactions on an arm’s length basis. If the
above criteria are not met, the market is regarded as being
inactive. Indications that a market is inactive are when there is a
wide bid-offer spread or significant increase in bid-offer spread

or there are few recent transactions.

The fair value of financial instruments that are not traded in an
active market is determined by using valuation techniques. In
these techniques, fair values are estimated from observable data
in respect of similar financial instruments, using models to
estimate the present value of expected future cash flows or other
valuation techniques using inputs (for example LIBOR yield curve,
FX rates, volatilities, comparable credit spreads, and counterparty

spreads) existing at the end of the reporting period.
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Fair values of financial assets and liabilities (Continued)
(@  Determination of fair value (Continued)

The Group uses widely recognised valuation models including
present value techniques and option pricing models for
determining the fair values of non-standardised financial
instruments of lower complexity such as options or interest rate
and currency swaps. For these financial instruments, inputs into
models are generally market-observable. 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
while other derivatives are valued using appropriate pricing

models, such as Black-Scholes option pricing model.

The Group uses external price quotes and its own credit risk
spreads in determining the current value for its derivative 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 procedures
applied are reviewed carefully and adjusted, if necessary, to take

consideration of the current market developments.
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(b)  Fair value hierarchy

HKFRS 7 specifies a hierarchy of valuation techniques based on
whether the inputs to those valuation techniques are observable
or unobservable. Observable inputs reflect market data obtained
from independent sources; unobservable inputs reflect the
Group’s market assumptions. These two types of inputs have

created the following fair value hierarchy:

Level Descriptions

1 Quoted prices (unadjusted) in active markets for identical
assets or liabilities. This level includes listed equity
securities and debt instruments on exchange (for
example, Hong Kong Stock Exchange, London Stock
Exchange, Frankfurt Stock Exchange, New York Stock
Exchange) and exchanges traded derivatives like futures
(for example, Nasdaq, S&P 500).

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 over-the-
counter derivative contracts, and issued structured debt.
The sources of input parameters include LIBOR yield
curve, or Bloomberg and Reuters for counterparty credit
risk.

S Inputs for the asset or liability that are not based on
observable market data (unobservable inputs). This level
includes equity investments and debt instruments with

significant unobservable components.

The hierarchy requires the use of observable market data when
available. The Group considers relevant and observable market

prices in its valuations where possible.
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(®)

Fair value hierarchy (Continued)

Assets and liabilities measured at fair value:

3.5 Fair values of financial assets and liabilities (Continued)

£
—E——F Group EAR B2 E3R A%
+=A=+—H At 31 Dec 2011 Level 1 Level 2 Level 3 Total
A Descriptions
AATEFEEH Financial assets at fair value through
FEFABENEMEE  profit or loss
RIEEEAR Held for trading
B 5 Debt securities - 5,516,230 - 5,516,230
BB S Equity securities 177,903 6,408 - 184,311
BEENRFEGFEEH Designated at fair value through
ZEAER profit or loss
BBES Debt securities - 5,339,392 - 5,339,392
RS Equity securities 1,283,782 235,584 313,942 1,833,308
THEeMT A Derivative financial instruments
RIEEERR Held for trading - 329,420 - 329,420
BAEBESH Held for hedging - 366,613 - 366,613
AREEseREE Available-for-sale financial assets
BB S Debt securities - 16,988,454 4,078 16,992,532
B tES Equity securities 407,388 190,100 75,232 672,720
BRATEFGFEZEEAT  Total assets measured at fair value 1,869,073 28,972,201 393,252 31,234,526
NATEFEEHZS) Financial liabilities at fair value
FABRNERERE through profit or loss
RIEEER® Held for trading - 3,045,202 - 3,045,202
BEENRFEGFEAH Designated at fair value through
SEABR profit or loss - 1,170,815 - 1,170,815
THEeMTA Derivative financial instruments
RIEEEARE Held for trading - 241,683 - 241,683
A BESH Held for hedging - 1,337,916 - 1,337,916
BAFEFEZABEA  Total liabilities measured at fair value - 5,795,616 = 5,795,616
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Fair values of financial assets and liabilities (Continued)
(b)  Fair value hierarchy (Continued)

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

reasonable approximation of fair value.

For the year ended 31 December 2011 and 31 December 2010,
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 exchange revaluation gains/losses.

The financial asset designated at fair value through profit or loss
classified as a Level 3 asset represents investment in the equity
security of an insurance company with a fair value of
HK$313,942,000 as at 31 December 2011 (2010:
HK$367,000,000). It is valued on the basis of the appraisal value

of the life assurance business of the insurance company.
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3.5 Fair values of financial assets and liabilities (Continued)

(Z) RNFlEER(E) (b)  Fair value hierarchy (Continued)
£F
—E-TF Group EAR FEoM 3 =
+=-A=+—8© At 31 Dec 2010 Level 1 Level 2 Level 3 Total
A Descriptions
NATEFEAH Financial assets at fair value through
SEFTABENEMEE  profit or loss
RIEEE A% Held for trading
BEREH Debt securities = 5,473,441 = 5,473,441
T MR 5 Equity securities 85,161 10,274 - 95,435
BEENARFEGFEEH Designated at fair value through
ZE AR profit or loss
BB ESH Debt securities = 4,421,638 = 4,421,638
B EF Equity securities 733,447 262,383 367,000 1,362,830
fTEemITE Derivative financial instruments
RIEEERR Held for trading - 503,118 = 503,118
A REHH Held for hedging - 149,620 - 149,620
AEEseREE Available-for-sale financial assets
BEHEH Debt securities - 17,045,081 4,078 17,049,159
R EF Equity securities 228,507 505,080 75,307 808,894
BAVEE2EEART  Total assets measured at fair value 1,047,115 28,370,635 446,385 29,864,135
UATFEFEEEES Financial liabilities at fair value
SABRNERAR through profit or loss
RIEEE A% Held for trading - 4,700,893 - 4,700,893
BENARFEFEAEH Designated at fair value through
ZE)Et AER profit or loss - 1,666,701 - 1,666,701
fTEemITE Derivative financial instruments
RIEEE AT Held for trading - 295,973 - 295,973
BB RESH Held for hedging - 1,000,466 - 1,000,466
BRATEFEZABEAFT  Total liabilities measured at fair value - 7,664,033 - 7,664,033
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3.5 Fair values of financial assets and liabilities (Continued)

(b)  Fair value hierarchy (Continued)

The following table shows the sensitivity of Level 3 measurements

BRRE : to some possible alternative assumptions:
A Uk 2% AR R S BR
Reflected in
income statement
IRMEE EE#1t SmEEt
Carrying Favourable Unfavourable
FERRK Main assumptions value changes changes
—E-——fH+=ZH=+—H As at 31 December 2011
& B FRIE 110.1% Increase in investment returns by 0.1% 330,888 16,531 -
& B 4 0.1% Decrease in investment returns by 0.1% 207,384 - (16,973)
X HIEHN10% Increase in expenses by 10% 304,411 - (9,946)
= R A 10% Decrease in expenses by 10% 324,302 9,945 -
TR, EREIEN10% Increase in lapse/surrenders etc. by 10% 301,014 - (13,343)
i ERERA10% Decrease in lapse/surrenders etc. by 10% 327,937 13,580 -
LT EREIE N1.0% Increase in mortality/morbidity by 1.0% 314,005 - (352)
LT BR R A1.0% Decrease in mortality/morbidity by 1.0% 314,710 353 -
2B B 38 R 32 h01.0% Increase in risk discount rate by 1.0% 261,464 - (52,893)
[2\ B BE 3R R 4 1.0% Decrease in risk discount rate by 1.0% 375,031 60,674 =
—E-EZFEF+_A=+—H As at 31 December 2010
1% & [0 ¥R 100.1% Increase in investment returns by 0.1% 389,000 22,000 =
B B 20.1% Decrease in investment returns by 0.1% 346,000 - (21,000)
X HIEHN10% Increase in expenses by 10% 359,000 - (8,000)
X R 2 10% Decrease in expenses by 10% 376,000 9,000 =
TR AR EIENN10% Increase in lapse/surrenders etc. by 10% 357,000 - (10,000)
S ERERAD10% Decrease in lapse/surrenders etc. by 10% 378,000 11,000 =
LT EREIE N1.0% Increase in mortality/morbidity by 1.0% 367,000 = =
LT R R A1.0% Decrease in mortality/morbidity by 1.0% 367,000 - =
[P B 2R =32 111.0% Increase in risk discount rate by 1.0% 302,000 - (65,000)
[ ez B 3R Z O 4 1.0% Decrease in risk discount rate by 1.0% 448,000 81,000 -
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3.5 Fair values of financial assets and liabilities (Continued)

(b)  Fair value hierarchy (Continued)

EEURAFEFTE
BEZ8FA
BERMEREE
Financial assets
designated at fair value
through profit or

loss

EEMRS

Equity securities

—2——%F—H—H
NSSEYFi

—F——%+-HA=t—H
BREERERAGHEN _-FT——F
T A=+ —RAREZEIRF

BENFERBE

—E—TF—HF—H
AN €

—F-FFt+-A=+—H
BREEREREANGHN T —FF

T A=+ BB ZE3RH
BENFEAWS

At 1 January 2011

Fair value loss

At 31 December 2011

Total loss for the year included in profit or loss

for Level 3 assets held at 31 December 2011

At 1 January 2010

Fair value gain

At 31 December 2010

Total gain for the year included in profit or loss
for Level 3 assets held at 31 December 2010

367,000
(563,508)

313,492

(53,508)

319,000
48,000

367,000

48,000
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Ll E R AEZ A FE () 3.5 Fair values of financial assets and liabilities (Continued)
(A) KEEAFETAEZEHITA (c)  Financial instruments not measured at fair value
TR EZ SRR E E I AR AR The table below summarises the carrying amounts and fair values
ATFENRzeMEERBEZEEEBERN of those financial assets and liabilities not presented in the
ANFE - EREMBEERE - HWEQFE Group’s statement of financial position at their fair value. For
ThiRHR (R ) 28 & [ LA & 5 T 35 ) 2R G disclosure purposes, these fair values have been estimated by
RERZzEMIARKENHNENR SR discounting the future contractual cash flows at the current
mihat © market interest rate that is available to the Group for similar

financial instruments, if applicable.

BRMEE ATLHE
Carrying value Fair value
2% —Z-TF ZB--F —Z-ITF

£E Group 2011 2010 2011 2010
CHEE Financial assets
e RIERITH MR Cash and balances with banks 12,217,645 9,580,520 12,219,542 9,583,653
EHRT—EZ2+=EAR Placements with banks maturing

B BRI R between one and twelve months 5,184,325 3,249,320 5,198,154 3,262,438
REER Advances to customers

BAER Loans to individuals

-ERAR - Credit cards 4,261,547 3,793,409 4,262,025 3,793,538

-REBEER - Mortgages 23,017,708 21,904,593 23,017,369 21,913,861

- HAh - Others 4,338,395 3,945,998 4,325,076 3,937,833

TEEN Loans to corporate entities

- BHEX - Term loans 22,231,984 17,630,333 22,229,930 17,630,498

- RIBEXR - Mortgages 11,132,055 10,523,436 11,131,636 10,528,761

-BoRME - Trade finance 6,990,330 4,548,252 6,990,399 4,548,282

- HAh - Others 10,662,014 10,402,967 10,539,857 10,397,969
BEEERRERZIE Investments in securities included in

BRlzBREE loans and receivable category 6,899,300 7,795,981 5,819,503 7,167,316
BRI HES Held-to-maturity securities 8,398,022 9,114,454 8,039,076 8,688,469
cREE Financial liabilities
RITEH Deposits from banks 2,384,503 1,523,547 2,385,887 1,526,492
BEPER Deposits from customers 111,629,094 96,126,641 111,717,179 96,135,684
B 2T RE Certificates of deposit issued 3,164,067 4,280,328 3,160,814 4,277,768
BRITHERKES Issued debt securities 2,718,320 1,943,342 2,637,461 1,950,690
BEBR Subordinated notes 2,483,672 3,443 217 2,200,467 3,411,112
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3.5 Fair values of financial assets and liabilities (Continued)

()
@)

(i)

(i)

(iv)

Financial instruments not measured at fair value (Continued)

Placements with and advances to 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.

Loans and advances to customers

The estimated fair value of loans and advances 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.

Investment securities

Investment securities include interest-bearing assets
included in the loans and receivables, and held to maturity
categories. Fair value of held-to-maturity assets and loans
and receivables 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.

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.
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3.5 Fair values of financial assets and liabilities (Continued)
(c)  Financial instruments not measured at fair value (Continued)

(v)  Debt securities in issue including subordinated notes issued

For those notes where quoted market prices are not
available, a discounted cash flow model is used based on
current yield curve appropriate for the remaining term to

maturity to estimate fair value.

3.6 Capital management

The Group’s objectives when managing capital are:

. To comply with the capital requirements set by the banking and
insurance regulators in the markets where the entities within the
Group operate;

° 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

° 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 subsidiaries, DSB and MEVAS Bank Limited
(“Mevas”) are 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.
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(Expressed in thousands of Hong Kong dollars)

3.6 Capital management (Continued)
3.6.1 Banking business (Continued)

The HKMA requires DSB and Mevas to maintain a ratio of total
regulatory capital to the risk-weighted amount (i.e. the capital adequacy
ratio) at or above the internationally agreed minimum of 8%. These
banking subsidiaries’ regulatory capital as managed by the Group’s

management is divided into two tiers:

° Core capital: share capital, profit and loss, and reserves created
by appropriations of retained earnings. The book value of goodwiill
and other intangible assets is deducted in arriving at core capital;
and

° Supplementary capital: qualifying perpetual and term
subordinated debts, collectively assessed impairment
allowances, regulatory reserve, and fair value gains arising on
revaluation of holdings of land and buildings and available-for-

sale equities and debt securities.

Investment in subsidiaries, significant investments in non-subsidiary
companies and shares, exposures to connected companies and
investments in other banks’ equity are deducted from core capital and

supplementary capital to arrive at the regulatory capital.

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 principles 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.
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3.6 Capital management (Continued)
3.6.1 Banking business (Continued)

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) at or above 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.

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
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, Dah Sing Life Assurance Company Limited, 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

2011 and 2010, the results of dynamic solvency test are satisfactory.
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(Expressed in thousands of Hong Kong dollars)

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.

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.
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3.8 Insurance risk (Continued)
3.8.1 Frequency and severity of claims (Continued)

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.

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 2011 range from 1.00%
10 3.19% (2010: 1.60% to 4.17%) depending on type of plans and varies

with changes in the appropriate risk free rates.
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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 2011 changed by -0.98% to +0.35% (2010: -1.04% to -0.3%)
depending on types of plans from 31 December 2010 to 31 December
2011. The impact of changes in valuation rates and other minor changes
in actuarial assumption increased the future insurance liabilities under
insurance contracts as at 31 December 2011 and reduced the net profit
for 2011 by HK$594,171,000 (2010: increased the future insurance
liabilities under insurance contracts and reduced the net profit for 2010
by HK$222,946,000).

Sensitivity analysis

The follow table represents 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.

—E-——-F —T-TF
2011 2010
AR ARERE
SEED BREZ
Change in Change in
BEE future  FEFNEDH future  JFa &S
Change in insurance Change in insurance Change in
variable liabilities net profit liabilities net profit
FTREL Worsening of mortality 1% +839 - 832 +2,082 - 2,077
BRI =T Decrease in valuation
interest rates 0.1% + 108,233 - 108,052 + 44,984 - 44,838

54T T RIS — B IR R BT A A AR
BUHTEMIEL - BB BERTATES
%k A TRBSH A AR —0 xS
BRTERD | KWANRRITECEE

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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4.1 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 judgments 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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4.1

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
judgment 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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4.1

Critical accounting estimates and assumptions (Continued)

(@

Value of long-term life assurance business

Estimates are made in calculating the value of long-term life

assurance business.

Key assumptions are summarised below:

(i)

(iv)

Mortality. An appropriate base table of standard mortality
is chosen with adjustment for the Company’s own
experience.

Discount rate. A discount rate of 8.50% (2010: 8.75%)
being the risk free rate plus an appropriate equity risk
premium is applied.

Investment return. Investment return assumption ranges
from 4.00% to 6.5% per annum (2010: 4.75% to 6.5% per
annum) depending on risk characteristics of investments
matching the liabilities of different plans.

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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R R () 4.1 Critical accounting estimates and assumptions (Continued)
(T) REIZREKZ BHIREEE (B) (d) Value of long-term life assurance business (Continued)
RIEZ DT - Sensitivity analysis:
TR RASHEBEBEMESR AL The following table represents the sensitivity of value of long-
ARASREBBEZ T EREEH 2K term life assurance business to movements in the key
JEE ° assumptions used in the estimation of value of long-term life
assurance business.
. —T-%F
2011 2010

ROSRER ROSRES

ZEMRE 2B z?:ﬁ

BEZE BEZH

Change in Change in

value of value of
EES 4 long-term  FENEH longterm  E#F|EE
Change in assurance Change in assurance Change in
variable business net profit business net profit
BRI R 23 m Increase in discount rate +1% (192,103) (191,768) (142,099) (141,892)
AR a3 Worsening of mortality +1% (18,736) (18,734) (16,901) (16,900)
KA LR T Decrease in investment return - 0.1% (99,150) (98,875) (61,641) (61,481)
BRI ZEM Increase in renewal expense +10% (16,480) (16,358) (10,937) (10,810)
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#9.Z KI5 950 %
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(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.
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4.1

4.2

Critical accounting estimates and assumptions (Continued)

(e)  Estimate of future benefit payments and premiums arising

from long-term insurance contracts (Continued)

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.

Critical judgments 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 judgment, 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. Judgment 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 judgment.
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4.2

Critical judgments in applying the Group’s accounting

policies (Continued)

(b) Impairment assessment on available-for-sale equity
securities, and investments in debt securities included in
the available-for-sale, held-to-maturity and loans and

receivables categories

The Group has conducted assessment of its available-for-sale
equity securities, and investments in debt securities included in
the available-for-sale (“AFS”), held-to-maturity (‘HTM”) and loans
and receivables (“LNR”) 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. Apart from the investments
in structured investment vehicles (“SIV”), and those HTM and LNR
debt securities having been assessed as impaired, the Group has
concluded that there are no objective or specific indications that

any of its AFS, HTM and LNR securities is individually impaired.

Given the continuing uncertain conditions in global credit
markets, the Group has conducted an assessment of its debt
securities on a collective basis. Based on its judgment, the Group
identified certain information indicating a possible decrease in
the estimated future cash flows from a certain group of debt
securities, even though the decrease cannot yet be identified with
an individual debt security. The judgment formed by the Group
takes into account the nature of the securities held and its
evaluation of the impact of market volatility, changes in credit
conditions and market developments on the recoverable
amounts. Based on its evaluation, a collective impairment
allowance has been recognised for a group of debt securities in
2011.
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4.2

Critical judgments 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 judgment. In making this judgment, 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

Judgment 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 judgment, 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.

Segment reporting by the Group was prepared in accordance with

HKFRS 8 “Operating Segments”. Information reported to the chief

operating decision maker, which includes the Chief Executive and other

Executive Committee 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.
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AEBRERINAMER 2 EFE - EmER
% RBERFENERR  AEEBDZEXBED
BRTII2HRDIA

(Expressed in thousands of Hong Kong dollars)

Considering the customer groups, products and services of local

businesses, the economic environment, and regulations, the Group

BARTEHRERXIBARLER - &
ERTEE  RAER  BXMERAKRR
% REREBHEMKRE R -

BRBITXBEEEIER  ER - 28
BLRERESBME  HEFRELBE
EFIRRIBMENMEBIERTF %K
o B RERMEBREE -

PEERETERFEINERY - PREFE
£ERE  FMERREKRERE BHERETER
SERBC ESERAERE -

BIMRITEBBIERU RPN E 28
SN R BRI Z B A SRIT AR SEIR1T
BRASER —BEP BRI 2B ERT
ZHEES e

REREBEBEAKREZASRRE—KEF
BH)ETR - REBZEBUNEEZENB
REAMBEEBAD 2NN RPN E
RERHK-FIABR —REBRZERR
BR#5 -

HBR A ERFEREMREERNIE
ZRBXE AR  KERENREKES
(BRREEBR)

splits the operating segments of the Group into the following reportable

segments:

° Personal banking business includes the acceptance of deposits
from individual customers and the extension of residential
mortgage lending, personal loans, overdraft and credit card
services, 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. Hire purchase finance and leasing
related to equipment, vehicle and transport financing are

included.

° 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).
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HABEREME  TEERBR/ZERNDEZR
QE)E' EmRREBABEEZEZBREBS
B MoBERESEERERZEmMESRA
B2RMGHE 2 EREREHOREERDE
DEMZRGIRBERTE=—FHEE=FR5H
ZEBRIESE(E - DB Z WA HREFE IR
M -

FIETRIN B EERAXBBEERNABNDED
B FEAXARXESBFAFAX IR EE
BERZERRTEEMDELERA - DEE
AR D IBNER - NEREMDEERDE
EmEXEAPI 2R AMERERASTZ
SR TEARIIRT -

(Expressed in thousands of Hong Kong dollars)

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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BE-_2——F+-A=+—HLEE

(Expressed in thousands of Hong Kong dollars)

For the year ended 31 December 2011

54
BARS 50 RITER RBEE BER
Personal  Commercial BEXE  Overseas  Insurance At Inter- @it
Banking Banking Treasury Banking Business Others segment Total
FHEMA/ (i) Net interest income/(expenses) 876,561 616,468 246,098 388,200 263577 (206,240) - 2,185,564
-MER - external customers 221,406 857,364 642,439 376,363 252,991 (164,999) - 2,185,564
-EER - inter-segments 655,155 | (240,896)| | (395,441) 11,837 10,586 (41,241) - -
ERHEMA/ (X i) Non-interest income/(expenses) 248,624 126,323 12,171 74,643 84,939 37,575 (65,380) 618,895
THRRRZE &8 Total operating
WA/ Gt income/(expenses) net of
insurance claims 1,125,185 742,791 359,169 462,843 348516 (168,665 (65,380 2,804,459
BEN Operating expenses (809793) (259537  (107,740)  (326285)  (182,631) (90,432) 65380  (1,711,038)
TRHERE 28 Operating profit/oss) before
&/ (5%8) impairment losses 315,392 483,254 251,429 136,558 165,885 (259,097) - 1,003421
ERREFEREMEERR Loan impairment losses and
(%) /E% other credit provisions
(charged)/written back (73,046) 43815 (100,000) (51,851) - - - (181,082)
kEEEE Operating profit/{loss) after
k28EEN/ (BR) impairment losses 242,346 527,069 151,429 84,707 165,385 (259,097) - 912,339
HEREME  NEREMET  Net(loss)/gain on disposal of
BERAATERELF and fair value adjustment
(BR) /b on investment properties,
premises and other fixed
assets (11) - - (177) 76,345 12,422 - 88,579
HEERFRET (5B) /Wi Net (loss)/gain on disposal of
investments in securities - - (28,175) - 102,761 11,347 - 85,933
EEBENR 225 Share of results of an associate - - - 353,404 - - - 353,404
I LREHER, 28 Share of resuls of jointly
controlled entities - - - - - 12,687 - 12,687
BHEEH/ (BR) Profit/{loss) before income tax 242,335 527,069 123,254 437,934 344,991 (222,641) - 1452042
BB (L) /E Income tax (expenses}/credit (39,195) (86,987) (20,499) (13,414) (16,581) 12,824 - (163,852)
BR&ET/ (B8) Profit/{loss) after income tax 203,140 440,082 102,755 424,520 328,410 (209,817) - 1,289,000
HEZZ—F For the year ended
tZA=T-HLEE 31 December 2011
WEREEER Depreciation and amortisation 54,110 19,469 12,283 48,751 8,348 37,857 = 180,818
RZE——4+Zf=1-A As at 31 December 2011
PBEE Segment assets 28,558,556 43,816,206 48,481,204 23,954,580 13,145,798 6,584,218 (5,387,350) 159,153,311
PEAE Segment liabilities 67,216,050 22,917,174 14,610,339 18,477,319 9,857,933 12,330,111 (5,387,350) 140,021,636
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(AR T THIR)

BE-F—RFE+-A=+—HILEE

(Expressed in thousands of Hong Kong dollars)

For the year ended 31 December 2010

2
AR EEBA Rxk  RRER BER
Personal ~ Commercial GEZK  Overseas  Insurance Kt Inter- E )
Banking Banking Treasury Banking Business Others segment Total
FHEMA/ (i) Net interest incomef(expenses) 866,702 744,733 196,901 285,499 201,335 (135,680) - 2179490
-MER - external customers 451,449 801,492 528,129 305,858 214,828 (122,266) - 2,179,490
-%ER - inter-segments 415,253 (66,759 | (331,228) (20,359) 6,507 (13.414) = =
HBHA/ (Zit) Non-interest income/(expenses) 211,365 105,437 104,884 81,009 154,162 (2.410) (41,503) 613,034
RRBEEC &8 Total operating
WA/ Gt income/(expenses) net of
insurance claims 1,078,067 850,170 301,785 366,598 375,497 (138,090) (41,508) 2,192,524
BESH Operating expenses (654,05¢) (24156 (B2477) (U351 (149.995) (93,846) 41503 (1,453,952)
RAEEEENZEE Operating profit/oss) before
&fl/ (B8 impairment losses 424,013 608,608 219,308 93,077 225,502 (231,936) - 1338572
ERREFEREMEERR Loan impairment losses and
(R%)/O% other credit provisions
(charged)/written back (51,789) 48,534 (76,465) (18,067) - - - (97,787)
NEREEER22ERR/ (B8) Operating profitoss) after
impairment losses 372,204 657,142 142,843 75,010 225,502 (231,936) - 1240785
HEREME  NEREMLET  Net(loss)/gain on disposal of
BERAATERELF and fair value adjustment
(BB) /& on investment properties,
premises and other fixed
assets (359) @ - (140) 84,112 (6,497) - 77114
HERFRET (BB) /Wi Net (loss)/gain on disposal of
investments in securities - - (192,598) (6,301) 20,812 19,430 - (158,657)
NG+ Share of results of an associate - - - 249,001 - - - 249,001
L LREHER, £ Share of results of jointly
controlled entities - - - - - 8,029 - 8,029
EEKEES TG Net gain on repurchase of
subordinated notes - - - - - 82,784 - 82,784
REtaEH/ (B8 Profit/(loss) before income tax 371,865 657,140 (49,755) 317,570 330,426 (128,190) - 1,499,056
BAEGH) /EE Income tax (expenses)/credit (57,704) (110,384) 8,208 (14,323) (16,519) (23,304) - (214,026)
Ri&EH/ (B8) Profit/loss) after income tax 314,161 546,756 (41,547) 303,247 313,907 (151,494) - 1,285,030
HEZZ-%% For the year ended
tZR=T-AILFE 31 December 2010
WEREEER Depreciation and amortisation 38,850 11,784 14716 51,696 7,963 29,679 = 154,688
R=2-F5+ZA=1-R As at 31 December 2010
PBEE Segment assets 26,616,109 35,878,097 47,658,500 20,460,700 11,323,887 6,885,943 (6,081,722) 142,741,514
PEAE Segment liabilities 61,005,220 16,086,411 16,362,311 15,792,272 8,261,499 13,662,367 (6,081,722) 125,088,358
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(AR T THIR)

BEADZNTIARPZWATIREMLRE
B BRI RFPEZRITHEAR - KEARMHZ
IZERERBEERIER  FERE  BE
BE  REEFEFRERKE

TREHZREBEZER - BREDREAEE
DEERBRINAEPRERY - REEHER
5 MIZSLRRR 2 FRPE T #ERR ©

(Expressed in thousands of Hong Kong dollars)

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 5 ER
i
EREREM Inter-
Hong Kong B segment et
and Others Macau elimination Total
BE-_Z——% For the year ended
+tZB=t—HILEE 31 December 2011
HRRBRREZEERA Total operating income net of
insurance claims 2,518,435 286,445 (421) 2,804,459
B& 5 A1 5 A Profit before income tax 1,359,192 93,750 = 1,452,942
R-ZB——H+=ZA=+—H As at 31 December 2011
BEAR Total assets 146,471,134 14,270,367 (1,588,190) 159,153,311
BEAR Total liabilities 129,701,735 11,908,091 (1,588,190) 140,021,636
BREEREE Intangible assets and goodwill 318,667 730,988 - 1,049,655
HRBEREE Contingent liabilities and
commitments 59,014,094 1,953,302 - 60,967,396
& 13 5 T
B
EEREM Inter-
Hong Kong SRS segment et
and Others Macau elimination Total
HE-_T—TF For the year ended
TZRA=+—-HLEE 31 December 2010
HBRRBRREZZERA Total operating income net of
insurance claims 2,512,299 280,568 (343) 2,792,524
PR B A 5 A Profit before income tax 1,430,731 68,325 - 1,499,056
RZE—ZTF+_F=+—H As at 31 December 2010
BEAR Total assets 131,497,724 13,106,199 (1,862,409) 142,741,514
BEER Total liabilities 115,845,243 11,105,524 (1,862,409) 125,088,358
BREERGE Intangible assets and goodwill 318,667 747,157 = 1,065,824
kA BRI Contingent liabilities and
commitments 52,294,901 1,898,534 - 54,193,435
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(Expressed in thousands of Hong Kong dollars)

—2—-—-F —ZT-IZF
2011 2010
FE WA Interest income
e RERITHER Cash and balances with banks 341,358 123,302
BHERE Investment in securities 820,757 752,129
BEEMIBITER Advances to customers and banks 2,406,391 2,091,087
Hth Others - 6,664
3,568,506 2,973,182
FEZH Interest expense
BITER S BEEX Deposits from banks/Deposits from
customers 1,214,187 660,051
BRITHERE Certificates of deposit issued 38,977 18,355
BBITHERE S Issued debt securities 40,459 9,478
BEED Subordinated notes 78,456 87,665
Hh Others 10,863 18,143
1,382,942 793,692
FIEWABTE Included within interest income
EWREZHMERA Interest income on listed investments 674,920 428,786
JEETHIRE 2 F B WA Interest income on unlisted investments 145,837 323,343
820,757 752,129
JEAAFEFEBHEEHT ABR Interest income on financial assets not
ML EEEZHBEWMA at fair value through profit or loss 3,316,000 2,826,664
BEEER WA Interest income on impaired assets 9,296 11,679
FEXZHEE Included within interest expenses
AR FEFZ A HEBT AR Interest expenses on financial liabilities
MeMmBaEZF B H not at fair value through profit or loss 1,217,291 640,742
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(Expressed in thousands of Hong Kong dollars)

—B2——F —ZT-TF
2011 2010
BREERASEA Fee and commission income
AR FEFEBEEBTA Fee and commission income from
BEnremEERARZ financial assets and liabilities not
k%% & kA BA at fair value through profit or loss
-EEEBEZRBEB LB — Credit related fees and commissions 69,741 88,127
-E5RE - Trade finance 44,327 38,997
-=A+K - Credit card 280,567 245,284
H th B 7% & R B & WA Other fee and commission income
-BHELERE - Securities brokerage 49,414 45,890
- REHE KRS — Insurance distribution and services 12,832 14,781
-EEREBEES LM EERBRS — Retail investment and wealth
management services 65,466 16,819
- Bt R% & — Other fees 83,741 85,645
606,088 535,543
REERFASSH Fee and commission expense
FEURFEFEEEEBH T ABEMN Fee and commission expense from
SREERBBZRBERASST S financial assets and liabilities not
at fair value through profit or loss
-FRERAS — Handling fees and commission 210,501 162,119
-EfNEMREEA — Other fees paid 12,797 11,716
223,298 173,835

AREEESHREFE « B5 - DRERRR
AERRY  REUREASBHAZABLT

BEENEMBRERA

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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(AB BT AL2IT) (Expressed in thousands of Hong Kong dollars)
—E-—-F —ZT-FF
2011 2010
UAFEFEBEEEFHTABEN Dividend income from financial assets
SRMEBEZREWA at fair value through profit or loss
- W& - Listed investments 30,212 12,025
-JELMIEE — Unlisted investments 29 50
SNE B B F W Net gain arising from dealing in
foreign currencies 241,948 278,260
HIEEERBRMNESFZF (BB s Net (loss)/gain on trading securities (26,368) 27,607
BIEBEEREMNITAET A Z FEE Net loss from derivatives entered
into for trading purpose (41,246) (83,703)
BAFESRHNERSR T A 2 FEE Net loss arising from financial instruments
subject to fair value hedge (57,075) (57,302)
EENAFEGFEEHEZHTABEN Net gain arising from financial
SRIAZFRR instruments designated at fair value
through profit or loss 84,538 284,609
232,038 461,546
—E--F ZE-%F
2011 2010
ER kiR sk —RER
Life General At Life General At
Insurance  Insurance Total Insurance Insurance Total
RBUANEE Gross written premiums 1,559,744 412,587 1,972,331 1,462,898 361,622 1,824,520
RARNZREE Movement in unearned premiums - (47,500) (47,500) = (57,990) (57,990)
ERBCREARE Gross earned premiums 1,559,744 365078 1,924,822 1,462,898 303,632 1,766,530
REPABE 2 AR Gross written premiums ceded
to reinsurers (163,800) (221,742) (385,542) (54,687) (212,745) (267,432)
RARRZREED 2 HRNE Reinsurers’ share of movement in
unearned premiums - 19,524 19,524 - 39,227 39,227
ERRZRELE 2 HROE Reinsurers’ share of gross
earned premiums (163,800) (202,218) (366,018) (54,687) (173,518) (228,205)
RBUAFE Net insurance premium income 1,395,944 162,860 1,558,804 1,408,211 130,114 1,538,325
REEREB BUREERE L E Change in value of in-force long- term
life assurance business 468,935 - 468,935 92,648 - 92,648

Lk Total 1,864,879 162,860 2,027,739 1,500,859 130,114 1,630,973
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(Expressed in thousands of Hong Kong dollars)

—E-—-F —ZT-FF
2011 2010
AHEEEFEFIEE ZBREMA Dividend income from investments
in available-for-sale securities
- EWKE — Listed investments 5,378 6,863
-JEETMEE - Unlisted investments 6,434 5,767
"EYE 2B WA BT Gross rental income from
investment properties 20,645 22,168
H WA Other rental income 7,081 5,331
Hh Others 4,870 8,773
44,408 48,902
—E--F “T-FF
2011 2010
Bk -RER =k —RiRkR
Life General /it Life General Bt
Insurance  Insurance Total Insurance Insurance Total
ERZRE - flERRE Claims, benefits and surrenders paid 410,170 183,954 594,124 485,661 205,488 691,149
EReg Movement in provisions 1,729,620 (28,899) 1,700,721 1,238,491 39,785 1,278,276
RBRRERERHRE Gross insurance claims and movement
REANBECE in liabilities to policyholders 2,139,790 155,055 2,294,845 1,724,152 245273 1,969,425
ERRE  HakERZARNE Reinsurers’ share of claim, benefits
and surrenders paid (11,290) (106,863) (118,153) (11,073) (143,475) (154,548)
EEEEDIHRNE Reinsurers’ share of movement
in provisions (265,614) 50,340  (215,274) (30,757) (22,126) (52,883)
REREERHREREARER Reinsurers’ share of insurance claims and
LARINE movement in liabilities to policyholders (276,904) (56,523) (333,427) (41,830) (165,601) (207,431)
REEERHRERBAGES Net insurance claims and movement
38 in liabilities to policyholders 1,862,886 98,532 1,961,418 1,682,322 79,672 1,761,994
REEELLFE Net insurance commission expenses 99,311 7,351 106,662 122,047 6,054 128,101
a5t Total 1,962,197 105883 2,068,080 1,804,369 85,726 1,890,095
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(Expressed in thousands of Hong Kong dollars)

—E-—F —ZT-=F
2011 2010
EEFHERENZL (REEEEHTM) Employee compensation and benefit
(Bff5E13) expenses (including directors’
remuneration) (Note 13) 1,034,973 905,392
TENEMOEEEES L Premises and other fixed asset expenses,
TEENE excluding depreciation
-TEZHES® - Rental of premises 98,403 95,125
- Hit - Others 96,845 87,033
e (5E35) Depreciation (Note 35) 164,649 130,490
BEE G Advertising and promotion costs 116,569 98,251
ENfY - 3 A KRB 5 Printing, stationery and postage 67,797 62,681
EREERHEER Amortisation expenses of intangible
(Pff7E34) assets (Note 34) 16,169 24,198
%D B Auditors’ remuneration 8,360 7,380
H b (5F) Others (Note) 107,273 43,402
1,711,038 1,453,952
at - Note:

BREEMEMI AT 2EEXHENRAERESHRE
M R R BEZETERIR -

Operating expenses reported in “Others” were stated net of certain reversals of

expenses and provisions previously incurred on Lehman Brothers related

products.
—EB-—F =—Z-FF
2011 2010
FMREMASEA Salaries and other staff costs 989,325 875,869
LA R 179 75 255 i 3 M 4 445 1 3% Provision for share-based compensation
(Bff5E54) reversed (Note 54) (14,826) (19,556)
RRe¥H Pension costs
- REHRGTE — defined contribution plans 60,474 49,079
1,034,973 905,392
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ReMes B AL :

() B

(Expressed in thousands of Hong Kong dollars)

The emoluments of the five highest paid individuals:

(i) The aggregate emoluments

—®-—F -T-TF
2011 2010

e EBE - BEYMmREMERL Salaries, housing, benefits in kind and
other allowances 60,528 57,710
BRE Pensions 2,080 1,553
62,608 59,263

(i) HURSBAALHHMSERNWT :

(i)  The emoluments of the five highest paid individuals are within

the following bands:

AH
Number of individuals
—B2——F —ZT-TF
2011 2010
77T HK$
9,500,001 — 10,000,000 - 1
10,000,001 - 10,500,000 - 1
11,000,001 - 11,500,000 1 1
11,500,001 — 12,000,000 1 -
12,000,001 - 12,500,000 1 -
13,000,001 - 13,500,000 1 1
14,000,001 - 14,500,000 1 -
14,500,001 — 15,000,000 - 1
5 5)

ELfus&eMeRAZALTA - BOM(ZF—
TE MO RKREES - EEBNESHEE
BIEERERME14A

RERN - AEBVERAEALUCZSBRAA LTI
NS - (ERIMASINBEARRE 2 RE N

f& -

FrRfsESRAALTHME BEEEEEZSE
JZ PR AR TS A AN 6% [ 2 S AR RO TRR SR B TEAT -

Included in the emoluments of the five highest paid individuals were

the emoluments of 4 (2010: 4) Directors. Their respective Directors’

emoluments have been included in Note 14 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 offices 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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(AB BT AL2IT) (Expressed in thousands of Hong Kong dollars)
BEFZH M T A The remuneration of each Director is set out below:
BBER
RAtRE2
ARERTA
Incentive
2L bonuses
ENFlE accrued
Salary, inrespect of DY ait
allowances services Ef %A (&1)
EZHE  and benefits rendered  Share-based Bffe Total
HECB--F1ZA=t+-ALEE Year ended 31 December 2011 Directors’ Fee in kind in the year payment Pensions (Note 1)
IR Chairman
IFEEE David Shou-Yeh Wong 1,000 3,960 8,500 - - 13,460
HrES Executive directors
EERLE Hon-Hing Wong (Derek Wong) - 8,000 3,000 - 638 11,638
TEERE Roderick Stuart Anderson - 3,950 1,000 - 665 5615
THRRE Gary Pak-Ling Wang - 4,665 7,000 - 459 12,124
RRELE Nicholas John Mayhew - 4,320 6,500 - 432 11,252
FUEE Non-executive directors
FRBZEE Akimitsu Ashida 180 - - - - 180
RABIELE Kunio Suzuki - - o o = =
THELE Takashi Morimura 13 - - - - 13
BREfLE Tatsuo Tanaka 167 - - - - 167
AERRLE Hidemitsu Otsuka 180 - - - - 180
BlE-%kE Eiichi Yoshikawa - - - - - -
ARERE John Wai-Wai Chow 21 - - - - 221
LEREE Yiu-Ming Ng 7 - - - - 7
BUFHTES Independent non-executive directors
Peter G. Birch’c £ Peter Gibbs Birch 120 - - - - 120
$ERLE Robert Tsai-To Sz 600 - - - - 600
N bk Tai-Lun Sun (Dennis Sun) 180 - - - - 180
FEREE Kwok-Hung Yue (Justin Yue) - - - - - -
BAmE Nicholas Robert Sallnow-Smith 1,394 - - - - 1,394
At Total 4121 24,805 26,000 - 2,194 57,216
Gl Note:
1. HRERKTARNMRITERER AT REWE 1. For directors who are also directors of Dah Sing Banking Group Limited

N

REEEZEE  HAZSEMBR RN Z#H M

ERSELIZEAHMEEA -

or its subsidiaries, remuneration paid by these subsidiaries are included

in the consolidated total remuneration set out above.
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(Expressed in thousands of Hong Kong dollars)

EHER
RERKZ
BREETL
Incentive
FER bonuses
Enfla accrued
Salary, in respect of MR A Hit
allowances services ERRN (1)
Eshe and benefits rendered  Share-based R’k Total
HEZZ-SET-A=T-BLEE Year ended 31 December 2010 Directors’ Fee in kind in the year payment Pensions (Note 1)
iR Chairman
TTEEE David Shou-Yeh Wong 1,000 3,960 8,500 - - 13460
HEs Executive directors
REELE Hon-Hing Wong (Derek Wong) - 8,000 6,000 = 575 14575
REERE Roderick Stuart Anderson - 3950 1,000 - 693 5,643
gLk Gary Pak-Ling Wang - 3,900 6,000 - 345 10,245
FBELE Nicholas John Mayhew - 3,600 6,000 = 345 9,945
FHES Non-executive directors
FRRREE Akimitsu Ashida 91 - - - - 91
RABERE Kunio Suzuki 89 - - - - 89
BrRE L4 Tatsuo Tanaka 180 - - - - 180
NFERRE Hidemitsu Otsuka 90 - - - - 90
ElES Eiichi Yoshikawa 90 - - - - 90
AEELE John Wai-Wai Chow 180 - - - - 180
mERLE Yiu-Ming Ng 180 - - - - 180
Buksngs Independent non-executive directors
Peter G. Birch7c £ Peter Gibbs Birch 289 = - - - 289
2 ERLE Robert Tsai-To Sze 600 - - - - 600
VN ik Tai-Lun Sun (Dennis Sun) 180 - - - - 180
REELE Kwok-Hung Yue (Justin Yue) 89 - - - - 89
BRBRLE Nicholas Robert Sallnow-Smith 2,500 = = = = 2,500
At Total 5,558 23,410 27,500 - 1,958 58,426



Bt 55 3R 5= P =

(AR T THIR)

(Expressed in thousands of Hong Kong dollars)

=E-——F C—ZT-ZF
2011 2010
EFRERE Loan impairment losses
XFEER Advances to customers 81,082 21,477
RITEK Advances to banks - (155)
81,082 21,322
EXREMFBRESBEFI L (EHE) Net charge/(reversal) of impairment
losses on advances and other accounts
— (BRI EE A - Individually assessed 108,772 1,556
- R A A - Collectively assessed (27,690) 19,766
81,082 21,322
EHhEE Of which
-FMERBEINEE (BEREANEEMIE 2 258) — new and additional allowances
(including amounts
directly written off in the year) 191,205 181,793
- B - releases (35,389) (90,277)
- g — recoveries (74,734) (70,194)
81,082 21,322
HiEE8E Other credit provisions
BIEERRBEWRIBERN 2 EHRE Net charge of impairment losses on
2R EERFE investment in securities included in
the loans and receivables category
— & R FF Al - Individually assessed - 76,465
- R A A - Collectively assessed 100,000 -
100,000 76,465
WESBRPF Y H Net charge to income statement 181,082 97,787




Bt 55 3R 5= P =

(AR T THIR)

(Expressed in thousands of Hong Kong dollars)

—E-—-F —ZT-FF
2011 2010
TEEHZREEBEBEZ (X)), /B# Deficit (charged)/recovered on revaluation
of premises (582) 180
HETEZF R Net gain on disposal of premises - 2,752
&S H AL EE B E 2 FEE Net loss from disposal of other
fixed assets (188) (2,342)
(770) 590
—EBE——-F5 ZZE-ZF
2011 2010
WEERNTEARE ZF & Net gain on fair value adjustment
of investment properties 89,613 74,262
HEREMEZF (BB kS Net (loss)/gain on disposal of investment
properties (264) 2,262
89,349 76,524




Bt 55 3R 5= P =

(AR T THIR)

(Expressed in thousands of Hong Kong dollars)

—®-—-F _T%F

2011 2010
ElfE & EERF W= (G (F)) Net gain on repurchase of
subordinated notes (Note (a)) - 82,784
AT B S e Net gain on disposal of
available-for-sale securities 121,955 43,710
HERREEERLEWFIBEER 2 EHEEFEIE  Netloss on disposal of investments
in securities included in the loans
and receivables category (38,515) (136,530)
HERBERPEFFRE (BB GE(2)) Net gain/(loss) on disposal of
held-to-maturity securities (Note (b)) 2,493 (65,837)
85,933 (75,873)
i Note:

(F) R-Z—ZF AEEERFEELERRLR
Bk UAMEABOBEEASLEALTLES
ELHAFRITR-_EZLF A +RBHETZ
KATE Bk EER ([E%]) (H43(T)) - R
RRE R EBMNEEZBMEER L ZER R
B ThBSFT AR X BT E e Bl i
BRIE - FERELZ 3 U ER Ty B X E TS 0 K AR LEAR
RAM 4= B 53R 2 U aR o BT IR RS AE
DRETERERAIRITZERMMER - 8
REFETEAR R O BT R LR A ARIIRTZ
BERMMER -

(2) RZB—FR_ZF-ZTF2HEDKERER
B RAMERZ -

(@)

During 2010, the Group, after receiving the prior consent of the HKMA,
repurchased a total of US$75 million notional principal value of the
Perpetual Subordinated Fixed Rate Notes issued by DSB on 16 February
2007 (the “Notes”) at a discount (Note 43(d)). Notional contract amount of
the associated interest rate swap totalling US$75 million originally taken
to swap the interest rate of the Notes to a floating rate basis was also
terminated upon the repurchase. The net gain recorded is the net realised
gain arising from the repurchase of the Notes and the termination of the
related interest rate swap. The repurchased part of the Notes, previously
qualified as upper supplementary capital of DSB, were cancelled and de-
recognised as DSB’s liability and also supplementary capital upon the
completion of the repurchase.

The disposal in 2011 and 2010 were made after considering risk and

external factors.



Bt 55 3R 5= P =

(AR T THIR)

B8 1B 51 7Y 1 4 P B A R bA i
16.5% (= — 54  16.5%) AL * 5B
X YR S SMAEHIE R B F VKR R g
EEBHE 2 RITBEH -

BEEHBEFRAAELIARNEREE  UHE
16.5% (—ZZ—Z4F : 16.5%) (E2 HIER °

(Expressed in thousands of Hong Kong dollars)

Hong Kong profits tax has been provided at the rate of 16.5% (2010:
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 using a taxation rate of 16.5% (2010: 16.5%).

—2——F ZT-TF

2011 2010
REFZRIE : Current income tax:
BEBENFH Hong Kong profits tax 141,549 141,204
NI Overseas taxation 15,753 18,184
RBEFETNRZBE Under provision in prior years 2,347 3,552
EFERIE (Mi5E46) Deferred income tax (Note 46):
-BEREREZENEEREE - Origination and reversal of
temporary differences 4,203 51,086
B H Income tax expense 163,852 214,026

AEERBANG N 2 HIRB RN A &R RIINE
FEREAE 2 ERBBEOT ¢

The tax on the Group’s profit before income tax differs from the
theoretical amount that would arise using the weighted average tax

rate applicable to profits of the consolidated companies as follows:

—g--% —T-2F
2011 2010

BR A B st A

1R AP S 2R 7
ZAMB R E 2 BIA

IR B IR -
BREGZTRRTERE

HMBR 2 AR X

B|RED WA

TREFIRAY X H
NTRERER 2R BE R
RHREGIE R 2 EE
ARBEERREHIRE ENBEE R
RBEFETRZEB

B H

Profit before income tax 1,452,942 1,499,056

Tax calculated at domestic tax rates

application to profits in the respective

countries 239,735 247,344
Tax effects of:

Different tax treatment of results of

life insurance business (38,359) (37,154)
Different taxation rates in other

countries (5,121) (3,235)
Income not subject to taxation (20,333) (18,800)
Expenses not deductible 45,694 64,382
Results of associates and jointly

controlled entities reported net of tax (60,405) (42,410)
Tax losses for which no deferred

tax asset was recognised 294 347
Under provision in prior years 2,347 3,552

Income tax expense 163,852 214,026
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R ARAMERERANZBREEME SN B
357,902,000/ 7T (== —Z 4 : 29,987,000/
JT) °

YN

al

(Expressed in thousands of Hong Kong dollars)

The profit attributable to shareholders is dealt with in the financial
statements of the Company to the extent of HK$357,902,000 (2010:
profit of HK$29,987,000).

—B-—& -T-TF
Company 2011 2010

ENPHRE  BREBER0.29E T
(ZF—FF : 0.2087T)
BIRRERE - BRERER0.78H8 T
(ZZ2—2% : 0.86/87T)

Interim dividend paid of HK$0.29

(2010: HK$0.20) per ordinary share 84,913 52,054

Proposed final dividend of HK$0.78
(2010: HK$0.86) per ordinary share 228,387 251,812
313,300 303,866

—®-—-F _T%F

2011 2010
(7% 7T) (&)
(HK$) (HK$)

BRAF Earnings per share
BN Basic 3.45 3.67
3 Diluted 3.45 3.67
ERBRNEEREFRFNDIZRBRAEF The calculation of basic earnings per share and fully diluted earnings
1,009,651,000/% 7T (=& —Z 4 : 1,006,290,000 per share is based on earnings of HK$1,009,651,000 (2010:
BIT) REFERNB BT EBRARD < NEFHEH HK$1,006,290,000) and the weighted average number of 292,804,486

[=]
292,804,486f% (=& —Z 4 : 274,326,189%) &t

4
=
>

BE_T——Fk=_FZFTF+_-_A=t—HL
FEAZRITER f“Tjét B (D 2 INFEF
BRI EEEZE -

(2010: 274,326,189) ordinary shares in issue during the year.

The share options outstanding during the years ended 31 December
2011 and 31 December 2010 have no dilutive effect on the weighted

average number of ordinary shares.
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(Expressed in thousands of Hong Kong dollars)

—E-—-F Z—ZT-ZF
£ Group 2011 2010
Be RERITHER Cash and balances with banks 4,530,785 6,306,893
FEPIAPSESEIECE Money at call and short notice 7,686,860 3,273,627
12,217,645 9,580,520
—EBE——-F5 =ZZE-ZF
£H Group 2011 2010
FIEEERGBENEF Trading securities:
BEREF Debt securities:
-BELEm - Listed in Hong Kong 533,415 781,231
-JEETH — Unlisted 4,982,815 4,692,210
5,516,230 5,473,441
EEEES Equity securities:
-BELE® - Listed in Hong Kong 69,243 -
- BAENIN LT - Listed outside Hong Kong 108,660 85,161
-JELET REESHER — Unlisted, interests in investment
funds 6,408 10,274
184,311 95,435
FHIFEERENESFET Total trading securities 5,700,541 5,568,876
BEENAFEFEBAEE Financial assets designated at fair value
ARG EREE through profit or loss:
B ES Debt securities:
-BELETM - Listed in Hong Kong 624,437 466,536
- BB — Listed outside Hong Kong 3,195,830 2,564,312
-3k LT - Unlisted 1,519,125 1,390,790
5,339,392 4,421,638
I EES Equity securities:
-BELEm - Listed in Hong Kong 284,110 212,222
- BBLASN T - Listed outside Hong Kong 974,651 521,225
-t - Unlisted 574,547 629,383
1,833,308 1,362,830
BEELNAFEFEBEEZEHTABEN Total financial assets designated at fair
SRMEELT value through profit or loss 7,172,700 5,784,468
FHIEEERBNESRIEENRATEFE Total trading securities and financial
BEEHFTAESNEREELT assets designated at fair value
through profit or loss 12,873,241 11,353,344




Bt 55 3R 5= P =

(AR T THIR)

(Expressed in thousands of Hong Kong dollars)

—E——-F Z—ZT—ITF

55 Group 2011 2010
BREEEHESANEA : Included within debt securities are:
-BREFIEFEEREES — Government bonds included in

2 BN ES trading securities 5,404,319 5,354,258

- EMBES — Other government bonds 879,730 61,674

- A EBE S — Other debt securities 4,571,573 4,479,147

10,855,622 9,895,079

RZE——FR=ZF—ZFF+A=+—H Lt As at 31 December 2011 and 2010, there were no certificates of deposit

MEBEFREBHAL EBERBFNE °

FEEERENESFMEEARHEFEAHE
Bt AR EEREITHEER ST
T

held included in the above balances of investments in debt securities.

Trading securities and financial assets designated at fair value through

profit or loss are analysed by categories of issuers as follows:

—2——F —ZF-ZTF
£ Group 2011 2010
— R REAT RN A R ERTT - Central governments and central banks 6,284,049 5,415,932
- NEHRE — Public sector entities 1,433 14,198
- RITREME kS - Banks and other financial institutions 1,293,822 1,051,223
-1 — Corporate entities 5,293,937 4,871,991

12,873,241 11,353,344




Bt 55 3R 5= P =

(AB BT AL2IT) (Expressed in thousands of Hong Kong dollars)
RZE—F+ZA=+—BRIHFTETES The notional principal amounts of outstanding derivatives contracts and
NzBaBAeREATFEDT their fair values as of 31 December 2011 were as follows:
BN/ EELE AFE
Contract/ Fair values
notional BE afE
£5 Group amount Assets Liabilities
1) BEBEREZITETR 1) Derivatives held for trading
a) JMEPTAETR a) Foreign exchange derivatives
EHEBHEEYD Forward and future contracts 43,260,933 237,677 (103,546)
Eigin Currency swaps 189,270 = (21,753)
B A\ RO i AN B Currency options purchased and written 1,554,859 4,317 (4,299)
b) FIE{TETA b) Interest rate derivatives
M= E Interest rate futures 3,300,805 270 -
| 2= 4 5 Interest rate swaps 10,988,142 32,834 (107,086)
B\ RO i ) R AR Interest rate options purchased and written 472,209 4,394 (3,782)
c) BmMIT4ETA c) Equity derivatives
B\ RO i 2 1 R Equity options purchased and written - = =
d EEMTETA d) Credit derivatives
EREAZI;EH Credit default swaps 583,776 20,051 (1,217)
FIEEEARZITETIR Total derivative assets/(liabilities) held for trading
BE/ (8B A 60,349,994 299,543 (241,683)
2) FEHRABRZITETA 2) Derivatives held for hedging
a) IEEULTFEHW a) Derivatives designated
ZUTHETR as fair value hedges
7| R 4 2 Interest rate swaps 15,288,995 366,613  (1,337,916)
FES ARG ZITETLR Total derivative assets/(liabilities) held for hedging
BE/ (8B A 15,288,995 366,613  (1,337,916)
3) HEHEANFAIEL R 3) Derivatives not qualified as hedges for accounting
R#% - BEEFENATE purposes but which are managed in conjunction
STEREZH ABEN with the financial instruments designated at

ERIAE—REBZIMETIA fair value through profit or loss

gk Currency swaps = - -
F &R im 5 Interest rate swaps 1,164,990 29,877 =

AEEEH AR ZITETA Total derivative assets not qualified

BEAG as hedges 1,164,990 29,877 -
ERR2ITEERIA Total recognised derivative financial

BE/ (86 A assets/(liabilities) 76,803,979 696,033 (1,579,599)




Bt 55 3R 5= P =
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W-F-—FH+- A=+ BABMHTETAS
W2 EERSRAATFENT -

(Expressed in thousands of Hong Kong dollars)

The notional principal amounts of outstanding derivatives contracts and

their fair values as of 31 December 2010 were as follows:

AR/ BELHE REE
Contract/ Fair values
notional EE B
& Group amount Assets Liabilities
1) BEBEREZITETR 1) Derivatives held for trading
a) JMNESTAETA a) Foreign exchange derivatives
RHRBEEH Forward and future contracts 49,897,507 268,015 (116,031)
EkEG Currency swaps 189,434 = (21,773)
BB\ R AN HR 4 Currency options purchased and written 389,362 1,225 (1,218)
b) FIEITETA b) Interest rate derivatives
F=HE Interest rate futures 8,206,273 533 (5,185)
) & 45 2 Interest rate swaps 7,212,245 39,562 (145,310)
BB R0k N o ER Interest rate options purchased and written 89,113 3,139 (3,701)
c) BmMIT4ETA c) Equity derivatives
B\ RO H i 2 1 R Equity options purchased and written 31,559 43 (866)
d EEMIT4ETA d) Credit derivatives
ERENZHBEH Credit default swaps 233,199 942 (1,889)
BEEER®ZITETA Total derivative assets/(liabilities) held for trading
BE/(BF) A 66,248,692 313,459 (295,973)
2) FHEEHARZITAETA 2) Derivatives held for hedging
a) HEULFEH T a) Derivatives designated
ZOTETR as fair value hedges
&4 Interest rate swaps 14,132,574 149,620 (1,000,466)
RIEHHRRZ2TETA Total derivative assets/(liabilities) held for hedging
BE/(BF) A 14,132,574 149,620 (1,000,466)
3) REFETFAIEL R 3) Derivatives not qualified as hedges for accounting
F#%  BREENATE purposes but which are managed in conjunction
STERHEEH G ABRN with the financial instruments designated
CRIA-—REBZIMETLA at fair value through profit or loss
Bk Currency swaps 395,603 112,779 =
) &4 5 Interest rate swaps 1,235,995 76,880 -
AEEEH AR ZITETA Total derivative assets not qualified
BESR as hedges 1,631,598 189,659 =
ERR2ITEERIA Total recognised derivative financial
BE/(BE) A assets/(liabilities) 82,012,864 652,738 (1,296,439)
WEMETACZATEREEZRA R 2 EEFHE The effect of bilateral netting agreements has been taken into account
HETHHNZE - in disclosing the fair value of derivatives.
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LaREEEREAIGTE RRFTARKEET L2
BEFRBERH IR EZEERBRINAEN
SRR INEREE - 2500

(Expressed in thousands of Hong Kong dollars)

The credit risk weighted amounts of the above off-balance sheet
exposures calculated under Basel Il basis and without taking into
account the effect of bilateral netting arrangements that the Group

entered into, are as follows:

—E——-F Z—ZT—ITF

£ Group 2011 2010
PTETEAE Derivatives

EEREH Exchange rate contracts 438,344 419,056

FEEH Interest rate contracts 191,269 164,232

HEiaed Other contracts 15,685 5,289

645,298 588,577

WETAZANHBEAERFEHRNRS The contract amounts of these instruments indicate the volume of

E U TMKRERABREE -

EERBRMERBI2EEESERE L ZGR
TEERN)RAMAE B8R FFEMBF 2
BMARTRZEF RERE BT IEME -

AR G RIET AR M 2.9 5 -

RNEEF A AR R B 2 AT EE R E
BEEER R ERGIEER 2 FHIEE - A
EEBEHFROBETAGZBHREFERR
ik T A 7 518 /5143,529,0008 T (ZE—F
4 518 /5154,709,000/8 7T) © ¥ HIE B B Y
SR 2 W25 586,454,000/8 T (T —Z4F : IR
7 /397,407,000 7T) ° WFHEE 25K 8
ZIAATFES EBeMIA 2 FEBIA -

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 losses on the hedging
instruments were HK$143,529,000 (2010: losses of HK$154,709,000).
The gains on the hedged item attributable to the hedged risk were
HK$86,454,000 (2010: gains of HK$97,407,000). The net impact is
disclosed in “Net loss arising from financial instruments subject to fair

value hedge” in Note 8.
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(Expressed in thousands of Hong Kong dollars)

—E-—-F Z—ZT-ZF
£8 Group 2011 2010
EAER KB R Loans and advances to individuals
-EAR — Credit cards 4,261,547 3,793,409
- RBER - Mortgages 23,017,708 21,904,593
- HAb — Others 4,338,395 3,945,998
TEERRBK Loans and advances to corporate entities
-BHER — Term loans 22,231,984 17,630,333
- RBER - Mortgages 11,132,055 10,523,436
-B5mE — Trade finance 6,990,330 4,548,252
- Hfb — Others 10,662,014 10,402,967
XEERBRTE Gross advances to customers 82,634,033 72,748,988
H fth & 2 (f5138) Other assets (Note 38) 3,695,494 3,237,756
Bk REES Less: impairment allowances
— & Bl 5 - Individually assessed (190,859) (92,044)
- iR B FH - Collectively assessed (193,994) (303,693)
(384,853) (395,737)
BREEER K EVRFIELER Investments in securities included
ZBHEE (Miax27) in the loans and receivables
category (Note 27) 6,799,300 7,717,760
ZHEF MK EAERE Advances and other accounts 92,743,974 83,308,767

X FERBEESE 5 EE1,766,805,0007
T (ZZ—ZT 4 : 849,125,000/ 1) °

Included in gross advances to customers above are trade bills of
HK$1,766,805,000 (2010: HK$849,125,000).
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(Expressed in thousands of Hong Kong dollars)

CON-IEN-¢ 9.5 &4 Fi bt ]3¢ (@) Reconciliation of allowance account for losses on loans and

#*

advances to customers

AEER - 185G
Impairment allowances -
Individual assessment

RZREX Hit a5
£8 Group Mortgages Others Total
BABRRBIHMELEE 2®E  Movement in impairment allowances

on loans and advances to individuals
“E-TE-A-AWNKEH Balance at 1 January 2010 1,654 2,277 3,931
Rl U5 15 o0 1% Impairment losses reversed (2,061) (644) (2,705)
RELEEERMHE Loans written off as uncollectible (273) (1,811) (2,084)
WEEREFMEER Recoveries of advances written

off in previous years 1,485 772 2,257
“E-ZF+-fA=+—H At 31 December 2010 805 594 1,399
—E-—F—-H-HHN&EH Balance at 1 January 2011 805 594 1,399
HEEE (&) /1R #& Impairment losses (reversed)/charged (1,777) 524 (1,253)
RAEEEERMEE Loans written off as uncollectible - (1,173) (1,173)
WEIBREEME 2 ER Recoveries of advances written

off in previous years 1,364 672 2,036
“E——54+-A=1+—H At 31 December 2011 392 617 1,009

REEE - RETHE
Impairment allowances -
Collective assessment
ER+ RBEN Hity &5
58 Group Credit cards Mortgages Others Total
BAERERBREEEEZ Movement in impairment
LX) allowances on loans and

advances to individuals
—E-ZFE-H-HNEH Balance at 1 January 2010 35,045 3,177 44,564 82,786
A BB Impairment losses charged 50,067 2,382 3,193 55,642
ReLEEETMHEE Loans written off as uncollectible (73,378) = (46,163) (119,541)
W Bl E R EEME 2 ER Recoveries of advances written

off in previous years 14,326 = 34,433 48,759
B 5 e E fh F B Exchange and other adjustments (449) - (564) (1,013)
—E-ZF+-_A=+—H At 31 December 2010 25,611 5,559 35,463 66,633
“T——F—F—HNEH Balance at 1 January 2011 25,611 5,559 35,463 66,633
EBERE (B8) Impairment losses charged/(reversed) 51,794 (339) 23,892 75,347
REEEEEFTMIERE Loans written off as uncollectible (66,866) - (55,613) (122,479)
WEBRAEFHEZER Recoveries of advances written

off in previous years 13,770 - 27,151 40,921
B 5 R E B Exchange and other adjustments - - 6 6
—E——54+-A=1+—H At 31 December 2011 24,309 5,220 30,899 60,428
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(Expressed in thousands of Hong Kong dollars)

CON-IEN-¢ 9.5 &4 Fi bt ]3¢ (@) Reconciliation of allowance account for losses on loans and

% ()

advances to customers (Continued)

WAEREE - BT

Impairment allowances - Individual assessment

BHERK BESRE
Term BEREN Trade Hith a5
£8 Group loans Mortgages finance Others Total
LEERR BN Movement in impairment
HEEEZ22S allowances on loans and
advances to corporate entities
—ET-TFE-F—HNEH Balance at 1 January 2010 51,941 3,844 45,862 210,800 312,447
AR (E8) /1R Impairment losses
) (reversed)/charged (5,300) (3,294) 6,651 6,204 4,261
REEEEERMHE Loans written off as uncollectible (39,491) - (33,332) (173,218) (246,041)
W Bl E R EEME 2 B0 Recoveries of advances written
off in previous years 3,591 266 2,354 12,935 19,146
B 5, 8 2 Exchange adjustments 193 - - - 193
—2-ZFF+-F=+—H At 31 December 2010 10,934 816 21,535 56,721 90,006
—Z——F—F—HM%#%  Balance at 1 January 2011 10,934 816 21,535 56,721 90,006
HEBERE (B8) Impairment losses
charged/(reversed) 4,609 (718) (3,769) 109,903 110,025
RELEBE M EE Loans written off as uncollectible (609) - (7,915) (34,292) (42,816)
WER R i MEH 2 ER Recoveries of advances written
off in previous years 2,214 204 5,062 24,258 31,738
B 5, 8 2 Exchange adjustments 258 - - - 258
—Z——H+=-H=+—H  At31December 2011 17,406 302 14,913 156,590 189,211
HEEE - KETME
Impairment allowances - Collective assessment
BHER BESmE
Term BREXN Trade Hih =i
£8 Group loans Mortgages finance Others Total
TEERRBR Movement in impairment
HEEEZES allowances on loans and
advances to corporate entities
—T-TF—A—BHES%  Balance at 1 January 2010 33,678 66,370 29,210 146,013 275,271
HEER (E8) /1R Impairment losses
(reversed)/charged (831) (8,248) 4,488 (31,130) (85,721)
REEEESFMHE Loans written off as uncollectible - - - (3,597) (3,597)
W el E R EME 2 B0 Recoveries of advances written
off in previous years - - - 32 32
B 5, J L 5 B Exchange and other adjustments 29 - 2 1,044 1,075
—ET-ZF+-RA=+—H At 31 December 2010 32,876 58,122 33,700 112,362 237,060
“T——F—F—HME#H  Balance at 1 January 2011 32,876 58,122 33,700 112,362 237,060
B B 18 [ Impairment losses reversed (12,295) (49,398) (13,783) (27,561) (103,037)
RELEBETMEE Loans written off as uncollectible - - - (771) (771)
WEEREEMIEZER Recoveries of advances written
off in previous years - - - 39 39
B 5 R E 5B Exchange and other adjustments 169 6 (3) 103 275
—E——54+-A=1+—H At 31 December 2011 20,750 8,730 19,914 84,172 133,566
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(&) SAT S0k B Bk - e MERH I B A 3L Atk
MR JH 2 i 18 e A IR JH IR SR

(Expressed in thousands of Hong Kong dollars)

(b) Reconciliation of allowance account for losses on loans and

advances to banks, and accrued interest and other accounts

B2 -
AR
Impairment

allowances -

B2 -
11 51 FF 14
Impairment

allowances -

Collective Individual
a nent a nent
RITERKR EFRNEHM
E- N H{b BRI\
Loans Accrued
and interest
advances to and other
5 Group banks accounts
RITERRER 0 REGFRSMERE Movement in impairment
BEEEZ2EE allowances on loans and advances
to banks, and accrued interest and
other accounts
“E-TF-A—HNEH Balance at 1 January 2010 155 639
VEREY R IEIEE: Impairment losses reversed (155) =
—E2—ZTF+-_A=+—H At 31 December 2010 = 639
—E——F—-—A—HNEH Balance at 1 January 2011 - 639
LB 5 18 B Impairment losses reversed - =
—E—-—H+=ZA=+-—H At 31 December 2011 - 639
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(AR T THIR)

(W) BAG7EF P Bk Je Bk 2 b A 15 HE

(Expressed in thousands of Hong Kong dollars)

(c) Loans and advances to customers include finance lease

WeHRI R receivables as follows:
—E——F Z—ZT—IZF
£ Group 2011 2010
KREERERE 2 EIWIRAS Gross investment in finance
lease receivable:
—FE YR Not later than 1 year 2,200,221 2,083,170
—FNAEERSF Later than 1 year and not
later than 5 years 3,109,630 2,699,269
FFE Later than 5 years 3,022,982 3,126,173
8,332,833 7,908,612
BEMREZ KRR Z @& WA Unearned future finance income
on finance leases (1,061,732) (1,010,590)
MEMREREFE Net investment in finance leases 7,271,101 6,898,022
MEMEREFHEAR 2HTWT ¢ The net investment in finance
leases is analysed as follows:
—F YR Not later than 1 year 1,930,704 1,832,581
—FUEERF Later than 1 year and not
later than 5 years 2,757,379 2,373,546
FFUE Later than 5 years 2,583,018 2,691,895
7,271,101 6,898,022

R-ZE——F+-H=1+—H L@ &EHEE

REREALTERERNSKEE(CT—FF:
m) o

7

B —F A=t AZARERRAEE
BREATTIRE 2 AT BUREH A
£7110,432,0008 7T (—Z—F4 : 42,550,000

BIT) °

There is no unguaranteed residual value included in the gross

investment in finance lease above as at 31 December 2011 (2010:Nil).

The allowance for uncollectible finance lease receivables included in

the impairment allowances as at 31 December 2011 of the Group
amounted to HK$110,432,000 (2010: HK$42,550,000).
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(AB BT AL2IT) (Expressed in thousands of Hong Kong dollars)
—E-—-F —ZT-FF
£E= Group 2011 2010
A HEERRER SR 2EFRE Investments in securities reclassified
from the available-for-sale category
—RE RN EER T AT ES R — At fair value under fair value hedge
(for hedging interest rate risk) 4,580,292 5,289,027
— IR R AN B BR — At amortised cost 2,259,567 2,080,910
6,839,859 7,369,937
e - BEERE Less: impairment allowances
— {51 51 — Individually assessed - (78,221)
—fRE A - Collectively assessed (100,000) =
6,739,859 7,291,716
RYBERESBAER Investments in securities classified
REWHRIE 2 BHIEE as loan and receivables upon
initial recognition 59,441 426,044
6,799,300 7,717,760
—E-TFEF+A=+—HBZEREEE R Individual impairment allowances as at 31 December 2010 were
—IH AR {E96,672,000/8 ;T 2 EH B H I & &t maintained in respect of an investment in debt security with a carrying

2 ZBEREERZZE—FALE - value of HK$96,672,000. The security had been disposed of in 2011.
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(AB BT AL2IT) (Expressed in thousands of Hong Kong dollars)
BIEEERREBGRIEERN 2 EHIEE S Investments in securities included in the loans and receivables category
S are analysed as follows:
—E-—F ZZZT—IZF

55 Group 2011 2010
BEREF Debt securities:
—/ELEM — Listed in Hong Kong 667,871 737,579
— BB T - Listed outside Hong Kong 6,099,453 6,522,236
—JEm - Unlisted 131,976 536,166

6,899,300 7,795,981
Wk - BEERE Less: impairment allowances
— {51 51 — Individually assessed - (78,221)
= - Collectively assessed (100,000) =

(100,000) (78,221)

6,799,300 7,717,760
twmEAHRZTE Market value of listed securities 5,692,801 6,636,402
RZE——FR-_T-ZFFF+-_A=+—H" L As at 31 December 2011 and 2010, there were no certificates of deposit
MEFRBFREEHRANEDERBTFRE ° held included in the above balances of investments in debt securities.
BIETEER R ERRIELE R Investments in securities included

L BFRERBITRBENTAOT in the loans and receivables

category are analysed by categories

of issuers as follows:
—iR1T R H A g S — Banks and other financial institutions 3,614,285 4,127,967
— 1% — Corporate entities 3,285,015 3,668,014

6,899,300 7,795,981
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(Expressed in thousands of Hong Kong dollars)

(a) Reconciliation of allowance account for losses on
investments in securities included in the loans and

receivables category

WEEE
Impairment allowances
18 B 74y RE T
Individually Collectively

assessed assessed
—E-TFE-A AR Balance at 1 January 2010 1,893 =
VERIEN SEi=brt Impairment losses charged 76,465 -
ME 5, 33 2 Exchange adjustments (137) =
—E2-ZF+=-A=+-—H At 31 December 2010 78,221 -
—E——F—-A—HNE&R Balance at 1 January 2011 78,221 -
VEREY TR Impairment losses charged - 100,000
REEHEEIFRERTIEZEE Allowance written off upon disposal of
underlying investments in securities (84,150) -
b 5, 53 2 Exchange adjustments 5,929 -
—E——+Z-HA=+—H At 31 December 2011 = 100,000
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(Expressed in thousands of Hong Kong dollars)

—E-—F ZZT—IFF
55 Group 2011 2010
BISHES Debt securities:
-BALEWm — Listed in Hong Kong 6,551,824 5,759,973
- BB TR — Listed outside Hong Kong 9,265,206 5,320,355
-3k LT — Unlisted 1,175,502 5,968,831
16,992,532 17,049,159
B Equity securities:
-BE LM - Listed in Hong Kong 236,940 104,363
- BBLASN TR — Listed outside Hong Kong 170,448 124,144
-JEETH — Unlisted 265,332 580,387
672,720 808,894
AR EFEA5ETE Total available-for-sale securities 17,665,252 17,858,053
BIEEEREF Included within debt securities are:
- BBENTFRE - Certificates of deposit held 24,270 47,205
- HMEBESH — Other debt securities 16,968,262 17,001,954
16,992,532 17,049,159
A & FE 5 Available-for-sale securities are
RETHBERNSTAT analysed by categories of issuers
as follows:
- PRI A RERTT — Central governments and central
banks 5,814,123 9,530,291
- N — Public sector entities 199,393 88,278
—RITREM S RS - Banks and other financial institutions 4,950,871 3,313,700
-1 — Corporate entities 6,699,337 4,924,256
- HAh - Others 1,528 1,528
17,665,252 17,858,053
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(Expressed in thousands of Hong Kong dollars)

—E-—-F —ZT-FF

568 Group 2011 2010
BB EH Debt securities
-BELE™M - Listed in Hong Kong 263,814 193,973
- BB ETH — Listed outside Hong Kong 5,734,221 6,643,580
-JELE - Unlisted 2,399,987 2,276,901
8,398,022 9,114,454
EmEHsmE Market value of listed securities 5,624,025 6,641,001
BREBEES Included within debt securities are:
- FAENTRE — Certificates of deposit held 6,126 =
- BB E 5 — Other debt securities 8,391,896 9,114,454

FEIHRES
RETHRBRMNOTAOT
- PREBUT K RERTT

- RERE
~ SR RE A S R
RPS S

R-F——FR-F-FF AEELEELR
AR EBREN SR ARARARHE
R -

HEBR - E——F+_A=1+—HEFHE
CREE  REEFOBIEMEENR-_T——
F+ZA=T—BHBZAFEREEED AR
5,760,063,000/5 7T (ZZ —Z 4 : 6,207,061,000
¥ 7T) 5 6,839,859,00008 7T (— & — T4 ¢
6,721,259,000/8 7T) °

REFER—_E——F+-_A=+—BEHHA
SREE  WEBAZFEATESSHEEN
AHEEREPERSEAER K EBRIELE
Al - BIERERAZ E @ EIE S g1
1,082,370,000 5t (=T — T & : # 1
512,760,000 7T) °

8,398,022 9,114,454

Held-to-maturity securities are
analysed by issuer as follows:
— Central governments and central

banks 1,691,869 1,494,925
— Public sector entities 223,436 211,153
- Banks and other financial institutions 4,408,530 4,944,306
— Corporate entities 2,074,187 2,464,070

8,398,022 9,114,454

During 2011 and 2010, the Group did not reclassify any financial assets
out of the available-for-sale category into the loans and receivables

category.

For the reclassified financial assets as at 31 December 2011, the fair
value and carrying value of these reclassified financial assets as at 31
December 2011 were HK$5,760,063,000 (2010: HK$6,207,061,000) and
HK$6,839,859,000 (2010: HK$6,721,259,000) respectively.

For the reclassified financial assets as at 31 December 2011, if
reclassification from the available-for-sale category into the loans and
receivables category in prior years had not taken place, the revaluation
deficit in equity would have been HK$1,082,370,000 higher (2010:
HK$512,760,000 higher).
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(Expressed in thousands of Hong Kong dollars)

—E——F Z—ZET—ZF
£8 Group 2011 2010
EiHEEFE Share of net assets 1,616,742 1,214,168
GRS Goodwill 344,623 344,623
A&t Total 1,961,365 1,558,791
—E——F Z—ZT—IZF
£ Group 2011 2010
—H—H At 1 January 1,558,791 1,299,257
FEMEBRT1& K 4B Share of results, net of tax 353,404 249,001
BRI E S HEE Share of investment revaluation
reserves, net of tax 8,507 (4,259)
Bk R Dividend received (24,278) (25,496)
EHER Exchange differences 64,941 40,288
+=-A=+-—8 At 31 December 1,961,365 1,558,791
RZE——FRZZFBE-ZFFT_A=+—B2ZH The following is the key information relating to the associate as at

e

S

NRIZEEZERAT

I

31 December 2011 and 2010:

S % A b

Place of FhERBE D
£18 incorporation FEEK Percentage of
Name and operation Principal activities interest in ownership
EERIT hEARAME RIT 20%
Bank of Chongqging People’s Republic of China Banking
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(Expressed in thousands of Hong Kong dollars)

—E-—-F Z—ZT-ZF

£8 Group 2011 2010
JEETHRRS R Unlisted shares, at cost 20,000 20,000
BERT—HRAZEHEE Loan to a jointly controlled entity 20,429 24,714
40,429 44,714
FEAG U s 18 Share of post-acquisition reserves 28,221 15,534
68,650 60,248

REE——R-E-—ZF+ - A=+—HNHHXF

ZH BT :

=L

Name

= 1 3t 25
Place of

incorporation

TEXBREE I

Principal activities

and place of operation

The following are the jointly controlled entities as at 31 December 2011
and 2010:

hEEEzEDE
Percentage of
effective interest

in ownership

IREEZERA R A A
Bank Consortium Holding Limited

IREEFEARA A
Bank Consortium Trust Company
Limited

RS BRATF
BCT Financial Limited

REFEERBITERAR AR 2 ERBMB AT
HIRTTRA - MRBEXERIFALRBEEHE
RABTDREBERERARZEZEWMB AR -

ERTHARZGHERSEER  UR—RER

BRI -

BB

Hong Kong

s
Hong Kong

e
Hong Kong

BEER - &S
Investment holding,

Hong Kong

BEEEY B

Mandatory provident

fund business, Hong Kong

BEEEY BE

Mandatory provident

fund business, Hong Kong

of Bank Consortium Holding Limited.

on normal commercial terms.

13.333%

13.333%

13.333%

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

The loan to a jointly controlled entity is secured and is extended based



Bt 55 3R 5= P =

(AR T THIR)

(Expressed in thousands of Hong Kong dollars)

—E-—-F Z—ZT-ZF

NG| Company 2011 2010
A IR Investments at cost:
EB EmEGD Shares listed in Hong Kong 3,487,879 3,487,879
JE LT Unlisted shares 468,834 366,834

3,956,713 3,854,713
N NGTE S Amounts due from subsidiaries 1,087,728 733,323

5,044,441 4,588,036
Rl NGRS Amounts due to subsidiaries (57,588) (57,588)

4,986,853 4,530,448
D TE Market value of listed shares 6,088,632 11,966,539

FEW, FENMBAR XEHAEER 28K

BBERER -

The amounts due from/to subsidiaries are unsecured, interest free and

repayable on demand.
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REZB——F+-A=1+—H AARZWEA

(Expressed in thousands of Hong Kong dollars)

The following is a list of the Company’s subsidiaries as at 31 December

AMAT : 2011:

RO ER L BT

HMitT  Percentage of shares held LR R

NAER TEER Place of BE B Particulars of issued

Name of company Principal activity incorporation Directly Indirectly ordinary share capital
A BRTEEERD A REERK 0

Dah Sing Banking Group Limited* Investment holding Hong Kong 74.1% - HK$1,222,934,755
A EEBR AT REZMR Bh

Dah Sing Company Limited Investment holding Hong Kong 100% - HK$1,000,000
A RE (1976) BR A A REXEH Bk

(B ERR (TH) BRAF)
Dah Sing Insurance Company (1976) Limited ~ General insurance Hong Kong 100% - HK$147,000,000
(formerly, Summit Insurance (Asia) Limited)

REER BRE

Dah Sing Holdings Limited Investment holding Bermuda 100% = US$100,000
RRBAEERAR RIERE BA

Dah Sing Insurance Agency Limited Insurance agency Hong Kong 100% = HK$500,000
AFRBRRBERR R R B AR Bh

Dah Sing Insurance Services Limited Insurance services Hong Kong 100% - HK$20
REEMR BRE

Dah Sing International Limited Investment holding Bermuda 100% - US$100,000
ASRBE BRE

Dah Sing Life Assurance Company Limited  Life assurance Bermuda 100% - US$25,000,000
RERZK ERELES

Dah Sing Medical Science Investment Inc. ~ Investment holding British Virgin Islands 100% = US$50,000
TEex 0

Dah Sing Secretarial Services Limited Dormant Hong Kong 100% = HK$2
Tmex Bh

DSE Investment Services Limited Dormant Hong Kong 100% - HK$1,000,000

(Note (a)) (GE(F))

REEK B2

Filey Investment Corporation Investment holding Panama 100% - Uss$2
NERE KBRS

High Standard Investment Limited Property investment British Virgin Islands 100% - Uss$2
MKEREBRDA R BA

Newinner Investments Limited Dormant Hong Kong 100% - HK$2
AHRBER LA TEex BRE

Dah Sing Insurance Company Limited Dormant Bermuda 100% = HK$100,000,000
TEex 0

WOF Escrow Limited Dormant Hong Kong 100% - HK$25,000,000
BRERRNA REBRK 0

World Prosper Limited Investment holding Hong Kong 100% = HK$1
REEMR KBRS

Upway Wealth International Limited Investment holding British Virgin Islands 100% - USS$1
TEex Bk

DSFH Limited Dormant Hong Kong - 100% HK$2
RERK ERELES

DSGI (1) Limited Investment holding British Virgin Islands - 100% US$1
RERK RERAES

DSLI (BVI) (1) Limited Investment holding British Virgin Islands - 100% US$1
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(Expressed in thousands of Hong Kong dollars)

RO E R BET

#Mi%  Percentage of shares held EERRAE

NEER TEEH Place of E# Bk Particulars of issued

Name of company Principal activity incorporation Directly Indirectly ordinary share capital
REEMR KBRS

DSLI (2) Limited Investment holding British Virgin Islands - 100% USS$1
RERK RERAES

DSMI Group Limited Investment holding British Virgin Islands - 100% US$1
Tmex KBRS

Four Winds International Limited Dormant British Virgin Islands - 100% Us$2
BEEXBRNRA TEex Bh

Luen Fung Investment Company, Limited Dormant Hong Kong - 100% HK$303,000
BPRERERAF R E R

Macau Insurance Company Limited General insurance Macau - 96% MOP120,000,000
RAASRBRERAR AERB R

Macau Life Insurance Company Limited Life Insurance Macau = 96% MOP92,000,000
AFMRTERRT RAT Bk

Dah Sing Bank, Limited Banking Hong Kong = 74.1% HK$4,600,000,000
AT (PED) BRAF RAT hEARLME

Dah Sing Bank (China) Limited Banking People’s Republic of China - 74.1% RMB1,000,000,000
LRRTERAA #AT BE

MEVAS Bank Limited Banking Hong Kong = 74.1% HK$400,000,000
BFERRTRNERAT #AT B

Banco Comercial de Macau, S.A. Banking Macau - 74.1% MOP225,000,000
TE2X ERELES

Channel Winner Limited Dormant British Virgin Islands - 74.1% USS$1
AHNERRZRARAA NERE 0

Dah Sing Computer Systems Limited Property investment Hong Kong - 74.1% HK$20
A BBERRA TEex 0

Dah Sing Finance Limited Dormant Hong Kong - 74.1% HK$25,000,000
AFRBEREBR AR R BA

Dah Sing Insurance Brokers Limited Insurance broking Hong Kong - 74.1% HK$200,000
RE KBRS

Dah Sing MTN Financing Limited Financing British Virgin Islands - 74.1% US$1
A ERBRRA KB AR BA

Dah Sing Nominees Limited Nominee services Hong Kong - 74.1% HK$100,000
REER £

Dah Sing Properties Limited Investment holding Hong Kong = 74.1% HK$9,998
#ME KBRS

Dah Sing SAR Financing Limited Financing British Virgin Islands = 74.1% US$1
REEMR BE

DSB BCM (1) Limited Investment holding Hong Kong - 741% HK$1
REEMR BE

DSB BCM (2) Limited Investment holding Hong Kong - 74.1% HK$1
TE2X ERELES

DSLI (1) Limited Dormant British Virgin Islands - 74.1% US$1
RHESBERRA EHEE BA

Dah Sing Securities Limited Securities dealing Hong Kong - 74.1% HK$10,000,000
REBARS BA

MEVAS Nominees Limited Nominee services Hong Kong - 74.1% HK$50,000
LREUK (FB)ERAR mEX 0

Pacific Finance (Hong Kong) Limited Inactive Hong Kong - 74.1% HK$450,000,000
ZERBAERRA & 0

OK Finance Limited Money Lending Hong Kong - 74.1% HK$1,000
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(Expressed in thousands of Hong Kong dollars)

FritRBE R BET
#Mi%  Percentage of shares held EERRAE
DEER TEEH Place of B B Particulars of issued
Name of company Principal activity incorporation Directly Indirectly ordinary share capital
NERE ERELES
Cycle Chance Limited Property investment British Virgin Islands 100% - Uss$2
NERE ERELES
Dragon Tiger Limited Property investment British Virgin Islands - 74.1% Uss$2
NERE ERELES
Estoril Court Limited Property investment British Virgin Islands - 74.1% USs$2
NERE RERAES
Grandmart Investments Limited Property investment British Virgin Islands = 74.1% Uss$2
ZEERAR NERE KBRS
River Long Limited Property investment British Virgin Islands = 74.1% US$2
MNBEERRAA NERE Bk
Modern World Holdings Limited Property investment Hong Kong - 74.1% HK$1
MNERABRRA NERE BE
Modern Bright Hong Kong Limited Property investment Hong Kong - 74.1% HK$1
TEex RERAES
Shinning Bloom Investments Limited Dormant British Virgin Islands = 74.1% USS$1
NERE RERLES
Skill Sino Limited Property investment British Virgin Islands - 74.1% USs$2
REARAR NERE KBRS
Solar China Limited Property investment British Virgin Islands - 74.1% uss$2
NERE ERELES
Superb Future Limited Property investment British Virgin Islands - 74.1% Us$2
TEex RERAES
South Development Limited Dormant British Virgin Islands = 74.1% US$1
NERE RERLES
Talent Union Holding Limited Property investment British Virgin Islands = 74.1% US$2
HEREBR A NERE Bk
Vanishing Border Investment Services Property investment Hong Kong - 74.1% HK$20
Limited
NERE ERRLES
Well Idea Enterprises Limited Property investment British Virgin Islands - 74.1% US$1
TEex RERAES
Yield Rich Group Limited Dormant British Virgin Islands = 74.1% USS$1
RE REES
D.A.H. Hambros (Channel Islands) Limited Financing Guernsey - 55.9% US$15,000
(formerly, D.A.H. Hambros
Bank (Channel Islands) Limited)
REZMR BRE
D.A.H. Holdings Limited Investment holding Bermuda - 55.9% US$1,000,000

© EEBBARSHARAR LM

*

Listed on The Stock Exchange of Hong Kong Limited
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BRARFTIRTT (RBE) AR AR - RFIEERITAER
‘A 7] » D. A. H. Hambros (Channel Islands) Limited
([DAHCL) ~ BFIRBR AR A 7 ORI A B R
BIRDE R BB BAFE & AN MK S A F)
Sh - B ARIHEFTELS -

BAFIRITEBERQABTRAFRITERAFZ
RBERARIN LB AR RMARER
& E LASM I3 s MRS - B ER F B R
FXSZZ Fh AR BR A AL o

RFRIT (P E) BRAFAR-ZZNFLAES
BAM MK - ERIEFEARKMBEZER
AMAIERAR (EHEE  HEEIRMZ4
EHE) °

DAHCIHA £ 7 e % 2 R B EL 18 B P 8 2 4R 7
IR R=F——FN\A=+—BRIERAR
G

i
(F?) DSE Investment Services Limitedf 2 17 & 38 A%
4N PREEATHE(ET00E TTHI B L AR -

(Expressed in thousands of Hong Kong dollars)

Except for Dah Sing Bank (China) Limited, Banco Comercial de Macau,
S.A., D.A.H. Hambros (Channel Islands) Limited (“DAHCI”), Macau
Insurance Company Limited, Macau Life Insurance Company Limited,
and companies incorporated outside Hong Kong specified above, all

other companies operate in Hong Kong.

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.

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.

DAHCI applied for voluntary revocation of its banking licence in
Guernsey in the year and ceased to be a bank with effect from 31 August
2011.

Note:
(@) In addition to the ordinary shares issued by DSE Investment Services
Limited, it also has preference shares in issue totalling HK$700.
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(Expressed in thousands of Hong Kong dollars)

BLER  EFEE
a8  BEEE  BREE

BVEE Core  Customer
&%  Contract deposit  relationship EEA H
&8 Group Goodwill intangibles intangibles intangibles Trade name Total
KA Cost
—Z——5-f-Bk At 1 January 2011 and

“2——%+-A=+-H 31 December 2011 950,992 26,499 80,583 69,256 80,927 1,208,257
2RRE/ B Accumulated impairment/amortisation
“F——%—-f—H At 1 January 2011 - 26,499 70,982 44,952 - 142,433
ERLH (FE12) Charge for the year (Note 12) - - 9,601 6,568 = 16,169
“E——f+-f=1-H At 31 December 2011 - 26,499 80,583 51,520 - 158,602
REME Carrying value
“E-——%+-f=+-A At 31 December 2011 950,002 - - 17,736 80,027 1,049,655
BOER  BPEBE
& BREE W EREE
BREE Core  Customer
B2 Contract deposit  relationship ki St
£E Group Goodwill intangibles intangibles intangibles  Trade name Total
KA Cost
ZE-ZE-f-HRk At 1 January 2010 and
“Z-ZF%+-A=1-H 31 December 2010 950,992 26,499 80,583 69,256 80,927 1,208,257
2RHE/E Accumulated impairment/amortisation
“E-F£-A-H At 1 January 2010 - 26,499 54,229 37,507 - 118,235
E W?z it (M312) Charge for the year (Note 12) - - 16,753 7,445 = 24,198
“2-ZFEftZA=1-H At 31 December 2010 - 26,499 70,982 44,952 - 142,433
REME Carrying value
“Z-ZF+-f=1-H At 31 December 2010 950,992 - 9,601 24,304 80,927 1,065,824

EERABRZEBVEEREAHN  ROEREE
FRREVEESARBERERENTHEES
“EZARFHEE AR ARERERYEE
FRIFEIBEE B M AR AR RIEREEED

N e

EF  BEIRERTRZEME XN A
wﬁﬂ ZREEABM ((REEEEM]) AER
Bfffh - K -F——Fi - BEDEERER
EERERBBNEBIRCRAZREES
B EOEMELZNNNAT -

Intangible assets of finite life include contract intangibles, core deposit
intangible 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 indefinite life and is tested
annually for impairment losses. It is carried at cost less accumulated

impairment loss.

In prior years, goodwill is allocated to the Group’s cash-generating units
(“CGU”) identified according to geographical area of operation and
business segment for impairment losses assessment. Starting from
2011, goodwill is allocated to the Group’s CGU identified according to
business segments in line with the internal management reporting

structure. A summary of goodwill allocation is presented below.
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(Expressed in thousands of Hong Kong dollars)

“E-ZE+-A=t+-HK
=B2——-%+=ZA=+-H
As at 31 December 2010 and 31 December 2011

BERIT 18 AR AT BIMRAT
Commercial Personal Overseas B &5t
5 Group Banking Banking Banking Insurance Total
B Hong Kong 196,478 122,189 - - 318,667
YR Macau - - 493,023 139,302 632,325
196,478 122,189 493,023 139,302 950,992

HEASFERENR  BRBFHEZFHE
BEMEE2HEELEBMIEIREEE - ZaTHIE
FAEmEERABMES - AAFE 27888
e KERBAGFIEREANEEFERE
2% HEAIE RAFABEKE - ZAFTEIRRES
BABERNHEUBBERCELBM XK RZE
TSR TERIBF BA N B0 B VEIE R 2 SR FT AR 1] » FTAE
AZARENEERNAEEARERTEERSES
BN 2 EEEBER 2 E AR AR I F1
o RTEBHESELBN 2R KL A12.59%
(ZZ—FF 1 12.59%) - MRBEBFREEES
I ZBEIRE B12.57% (C T —F4 1 12.92%) °

BB FHEIT ZREARA T ERALRRAAEELR
2B SRR E RITHEBR3% © (R
72%) R UAFR EAET 81 2 TR - B AR E 18
RE2%HRAFERFUEEKE - FTEAZAERE
DEERAEE R HRITEE 2 B AR A INET
B - AR RIRET 2 EBERMNT12.57%
£12.59% 2 d] °

EFEEYEEABERBRZBAEEE (ZFT—
TEHE) -

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 CGUs 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 of type of businesses carried out by the CGU,
which are 12.59% (2010: 12.59%) for CGUs under banking business
and 12.57% (2010: 12.92%) for CGU under insurance business.

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 12.57%
to 12.59% used is based on the Group’s and its Banking Group’s
weighted average cost of capital depending of type of businesses

carried out.

No impairment loss on goodwill and trade names were identified in the
year (2010: Nil).
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(Expressed in thousands of Hong Kong dollars)

B
BERARE
Furniture,

TE  equipment and a%
£ Group Premises  motor vehicles Total
BE-_Z-Z5+-RA=1+—HLEFE Year ended 31 December 2010
FHIREFE Opening net book amount 2,244,479 182,052 2,426,531
#ig Additions 63,200 98,123 161,323
ENDBREMERTE Reclassification from investment

properties to premises 140,611 - 140,611
IFETEE-RERR Recovery of previous revaluation

deficits 180 - 180
EX RS Revaluation surplus 538,538 - 538,538
& Disposals (113,510 (15,078) (128,588)
wEXH (fEE12) Depreciation charge (Note 12) (68,482) (62,008) (130,490)
FRIEAMFE Closing net book amount 2,805,016 203,089 3,008,105
—E-Z5+-HA=1+—H At 31 December 2010
A/ {5 {E Cost/valuation 2,805,270 538,749 3,344,019
ZEHE Accumulated depreciation (254) (335,660) (335,914)
REFEE Net book amount 2,805,016 203,089 3,008,105
BE-_Z——F+-A=+—-HLEE Year ended 31 December 2011
FHREFE Opening net book amount 2,805,016 203,089 3,008,105
i Additions 119,473 137,138 256,611
ENDBEREMERTE Reclassification from investment

properties to premises 117,000 - 117,000
EfREERKEER Revaluation deficits taken to income

statement (582) - (582)
ERnyd s Revaluation surplus 623,512 - 623,512
& Disposals - (219) (219)
FrESH (HF12) Depreciation charge (Note 12) (91,296) (73,353) (164,649)
FRIEAFE Closing net book amount 3,573,123 266,655 3,839,778
—2-—-f+=ZHA=+-H At 31 December 2011
A/ A Cost/valuation 3,573,427 629,966 4,203,393
ZRAE Accumulated depreciation (304) (363,311) (363,615)
REFEE Net book amount 3,573,123 266,655 3,839,778
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AEBTERTZSER-_E——F+=A=+
— BT HAME B R B AENE —A
FRAS (HERELBEH) ARAF RERE
BRPEEN W) RE—ATHEE GRPD)
ARAR AR Z YR AR SEEL
BT o

WITERBEERAEZELED TR - ESBAT ¢

poig

(Expressed in thousands of Hong Kong dollars)

The Group’s premises were last revalued at 31 December 2011.
Valuations were made on the basis of open market value by
independent, professionally qualified valuer Savills (Valuation and
Professional Services) Limited for premises in Hong Kong and Mainland

China, and by Savills (Macau) Limited for premises in Macau.

If premises were stated on the historical cost basis, the amounts would

be as follows:

—®-—-F _T%F

£H Group 2011 2010
BN Cost 1,438,414 1,201,928
R2iEE Accumulated depreciation (244,571) (219,098)
BRmFE Net book amount 1,193,843 982,830

RtZA=+—8  TEREMEEEEZKAR

At 31 December, the cost or valuation of premises and other fixed assets

SHEDWT - is as follows:
-4 Group
&AW -
BRERARE
Furniture,
TE  equipment and B
—E——F 2011 Premises motor vehicles Total
EEDWIN At cost 435 629,966 630,401
BEE-—T——F At valuation - 2011 3,572,992 - 3,572,992
3,573,427 629,966 4,203,393
FRAfh
FERAE
Furniture,
TE equipment and B
—E-ZF 2010 Premises motor vehicles Total
DN At cost 435 538,749 539,184
ZEE-—T—ZF At valuation - 2010 2,804,835 - 2,804,835
2,805,270 538,749 3,344,019
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(Expressed in thousands of Hong Kong dollars)

TEZEEDFERE The net book value of premises comprises:
—E——-F Z—ZT-FF
£ Group 2011 2010
Gisk g Leaseholds
EEBFAEZH ALY Held in Hong Kong on medium-term
(E+ZER+F20) lease (between 10-50 years) 2,824,312 2,326,508
FEBBAINGE 2R HAHEL Held outside Hong Kong on medium-
(Et+tZzR+F2[) term lease (between 10-50 years) 749,115 478,508
3,573,427 2,805,016
—E-—-F Z—ZT-ZF
£ Group 2011 2010
—H—H At 1 January 604,648 568,659
i Additions 100,704 216,339
bl Reclassification (117,000) (140,611)
e Disposals (27,100) (114,001)
EHAFEKRS Fair value gains on revaluation 89,613 74,262
+=—A=+—H At 31 December 650,865 604,648

AEEREMERI 2 HER-E——F+=7
St—BET kISR BT REE I AENE
— AT A (RS EEE) ARAR (il
REBRPEENZ D) RE—A TR (2
P AR A AR Z M%) BANNSE
EERHAT o

The Group’s investment properties were last revalued at 31 December

2011. Valuations were made on the basis of open market value 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.

WEYHE 2 REFERRE The net book value of investment properties comprises:
—E——F Z—ZE-ZF
£H Group 2011 2010
Gk =gl Leaseholds
EEBFAEZFEELY Held in Hong Kong on medium-term
(E+=R+F2M) lease (between 10-50 years) 565,636 544,305
BB AN 2 F B A Held outside Hong Kong on medium-
(Et+zat+52H) term lease (between 10-50 years) 85,229 60,343
650,865 604,648
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(Expressed in thousands of Hong Kong dollars)

—E-——F C—T-IFTF

55 Group 2011 2010

—H—H At 1 January 1,318,316 1,225,668

FRFREE - ZIL N Additions from current year new business 209,186 115,269

SREBBENRE ZE Movement from in-force business (12,889) (39,953)

HAtb Others 272,639 17,332

+=—A=+—H At 31 December 1,787,252 1,318,316

—EB-—F =—Z-=FF

55 Group 2011 2010

DIREE Reinsurance assets 590,969 356,170

FEN FRIE R TE S IE B Accounts receivable and prepayments 2,101,019 2,106,847

FEET U Accrued income 720,779 585,189

Hit Others 282,727 189,550

3,695,494 3,237,756

—EB-—F =—Z-=F

55 Group 2011 2010
HEBERERBEES Short sales of treasury bills and

treasury bonds 3,045,202 4,700,893

—EB-—F =—Z-FF

£ Group 2011 2010

V& EATE SR R A R AF 5K Demand deposits and current

accounts 11,748,699 12,852,258

REFEXK Savings deposits 14,570,122 14,829,143

TEH BN RS HATT AR Time, call and notice deposits 85,310,273 68,445,240

111,629,094 96,126,641

BEEFO&KBEWFIEAADESBEN B
AHE 2 I G 2 17 706,017,0008 T (2 —Z

£ : 28,558,0007 7T) °

B E BB AN B AR R ARON

RIZBIF

A B R P ERE

Included in customer accounts were deposits of HK$6,017,000 (2010:

HK$28,558,000) 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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(Expressed in thousands of Hong Kong dollars)

—EB-—F —ZT-=F
55 Group 2011 2010
EENRAFEFEEEZFHT AR Designated at fair value through

profit or loss - 465,726

RN @ N A A AR At fair value under fair value hedge
(for hedging interest rate risk) 2,676,942 3,684,849
R R AT BR At amortised cost 487,125 595,479
3,164,067 4,746,054

R-B——ER=F—TER - AEERERY)
AR AR BITERE AU AT E: 8
B E BB AN -

EENAAFEEBEREEBT ABRZZEEITE
BRI EEIN P TISERZEE) (Pl - FE -« Hh
) RAEE 2 EEMRREE 2 AT EZE 5 5
A W% 439,000 0 (ZF — 2 F : =
3,252,000/ 7T) [ E51E314,0008 T (=T —F
4 @ [55181,448,000/8 7T) °

AEEE S EE BITF R EE RS Q-0
S RE A _EFTFI 2 BRME{EK24,000,0008 T (= Z
— =4 : {£17,000,000/&7T) °

During 2011 and 2010, the Group did not designate on initial recognition
any certificates of deposit issued at fair value through profit or loss.

The change in the fair value of certificates of deposit issued and
designated at fair value through profit or loss attributable to changes in
external market prices (e.g. interest rate, currency) was a gain of
HK$439,000 (2010: a gain of HK$3,252,000) and that attributable to
the Group’s own credit standing was a loss of HK$314,000 (2010: a
loss of HK$1,448,000) respectively.

The amount that the Group would be contractually required to pay at
maturity to the holders of these certificates of deposit is HK$24 million

lower (2010: HK$17 million lower) than the above carrying amount.

—E-—-F Z—ZT-ZF
£ Group 2011 2010
250,000,000 7T)% B 28 (7 () US$250,000,000 Floating Rate Notes
(Note (a)) 1,941,660 1,943,342
100,000,000 70)% B 2% (7 (2.)) US$100,000,000 Floating Rate Notes
(Note (b)) 776,660 =
2,718,320 1,943,342
2B BRB AR P BR At amortised cost 2,718,320 1,943,342
i Note:

(R) W ARFRITHEBAF BT ZBONTISH BHRIR
FTEIRT - WEFNMER S (R Lz
250,000,000 70/ 82K ([RR]) - ZFREA
I RAIBHEA-S—=F+AtH %
ZEOMAYET  RER = —ZF+ A tH
%172175,000,000 (T KR =T —ZF+—A
+ 1 H %47 275,000,000% 7T °

(Z) WHARFBITR_Z——FMNA=-+N\BEBA
FTIRTT 2 BN T35 R ARG T B 31T - WIEFR
Fff £ 12100,000,000%70)% B2 & ([R#E]) °
ZEBAEET  REIHAA-ZT—UFMNA
—Z+NAH-

(@) This represents US$250 million Floating Rate Notes (the “Notes”) issued
by DSB under DSB’s Euro Medium Term Note Programme, and are listed
on the Singapore Stock Exchange Trading Limited (“SGX”). The Notes
are unsecured and have a final maturity on 7 October 2013. The Notes
were issued in two series, comprising US$175 million issued on 7 October
2010 and US$75 million issued on 15 November 2010.

(b) This represents US$100 million Floating Rate Notes (the “Notes”) issued
by DSB on 28 April 2011 under DSB’s Euro Medium Term Note
Programme, and are listed on the SGX. The Notes are unsecured and
have a final maturity on 28 April 2014.
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(Expressed in thousands of Hong Kong dollars)

—E-—-F Z—ZT-ZF
2011 2010
150,000,000 7t A —F — £ F 2 Hi /Y US$150,000,000 Subordinated Fixed
EERESRE GE(R)) Rate Notes due 2017 (Note (a)) 1,170,815 1,200,975
150,000,000 7T A =T — /N F B Hi K US$150,000,000 Subordinated Floating
FEREEEGE()) Rate Notes due 2016 (Note (b)) - 1,165,995
225,000,000 7T € 2 & EE E (R)) US$225,000,000 Subordinated Fixed
Rate Notes (Note (c)) 1,967,542 1,779,571
200,000,000 K A JE B & (B & 75 US$200,000,000 Perpetual Subordinated
GF(T)) Fixed Rate Notes (Note (d)) 516,130 497,651
3,654,487 4,644,192
EEARFEFEAHEFTABR Designated at fair value through
profit or loss 1,170,815 1,200,975
RER R E R AT EY R At fair value under fair value hedge
(for hedging interest rate risk) 2,483,672 2,277,222
R ERPK AN T BR At amortised cost - 1,165,995
3,654,487 4,644,192

RIBE——FR_T—ZFR  AEERERY]

1Rt

REEEEAREERGESURFEFERLL

BB A -

i
()

BT ARFBTR-_ETRAFENATN\BETZ
150,000,000% 70 E5.451 % EERER F AT £
M HEAEARMERANE L BREER ([E
Bl  WEBHKHER-_Z—+ENA+N\BE
BHo#EMEERA-_T——FN AT \H -H
BITARHBENREER £2R5451% ' &
FEMNE—IR - Big - MEBREEZEEER
fEE - RN ESE AER LFHEREE
BEFEXRM_B-_TET  GEGEECERR
et - RFTIRITAI B BIEIE R A AR E
ARAMENRBUZEEEBEHRE GE5) &
% o RIIRITINE B —BEBRRITAI L F KA &
A IS E A EE ) SR AR TTIRIT R ERF S
REWEFEF SR -

WTDRMBITR -_ZEEREFNA_AETZ
150,000,0003% 7T F£ #7 32 AT L 177 36 42 57 43 P
BEARNT BRERR ([EK]) - LSRN
TR"EAAZREHE - BEREMEEA R -F—
—FRXA=ZR - KFRITER-_Z——F28(E
BEULRIETR

During 2011 and 2010, the Group did not designate on initial recognition

any subordinated notes at fair value through profit or loss.

Note:

(@

(b)

This represents US$150,000,000 5.451% Subordinated Fixed Rate Notes
qualifying as Supplementary capital of DSB issued on 18 August 2005
(the “Notes”), which are listed on the Luxembourg Stock Exchange. The
Notes will mature on 18 August 2017 with an optional redemption date
falling on 18 August 2012. Interest at 5.451% 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 US Treasury rate plus 220 pips.
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$150,000,000 Subordinated Floating Rate Notes
qualifying as Supplementary capital of DSB issued on 2 June 2006 (the
“Notes”), which were listed on the SGX. The Notes had a maturity date on
3 June 2016 with an optional redemption date falling on 3 June 2011.
DSB had fully repaid the Notes in 2011.
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it ()

(R) WBARFRTN-_Z-—TF_A+—HETZ
225,000,000 7T F£ # 22 P = T 36 42 57 7€ 743 P A
BARME BREBR ([EF]) - ﬁt*%ﬁ%ﬁ%%:
Z_TF_A+—RBEH - FE56.625% °
FENE—R - K%ﬁﬁﬁﬁﬂ?‘\ﬁéﬁiflﬁﬁ%ﬁﬁﬂy
MEiE A D RERS R EE R B IR A A TR
TTRZEFE REMHTE M BRK -

(T) BBARFRITR=_ZZTLF_A T BT
200,000,000 ST #T A2 AT E M 0 R TE A B
M INE A K E BKA KR EER ([EH] - 1LEE
BriEgtEER A2 —tF-_A+tA3
H-BHBTAEZHEEUHERA 84
6.253% * FHFHB—IR - Hi& - HEBRE
BEMEEAER RN EETA=HEA
HETETREREN—BNTET - TEESR
BT RTELIE - RFIRITAIAEIBEEER
FEFSEARFENKAUEEEERBRAE
GEEBD) & - RFTRITINE BB —BIBRERITET L
R RIS H A WIS ES R E E R SR AAETR
TREREAEMNFENF SR -

N-ZZE—TFR-_TTNE  KFRTAKLER
H%%ﬁiﬂ’ﬁﬂ$?§§ﬂ{§:%%ﬁ%§{§@E%%%K@%F@%ﬁ
% Bl 475,000,000% 7T %.70,000,000% 7T * A
HzERBERNESESSE R 2B ER
B - ZABZERERBNREZZEEG

ANREWRE 2 BB EEE 2 FHREIET -

FEENRA T ET =2 B HE BT A Bm 2 B ERERA
FEIMNDTISEIEE) (40 - FEK - HNE) RAE
EEERRET > A FEEHREE 2 —F 1
ZA=1T—HBILFED R R4E55,494,000/4 7T (=
T —Z 4 : f2520,203,0007% 7T) K E51825,334,000
BT (ZE—FF : [[51872,547,000057T) ©

AEBRENSREEHIPRFIZANENNESEE
A A5 2 BRI {E1K358,000,000/8 7T (— & —
T4 : {£176,000,00056 7T) °

(Expressed in thousands of Hong Kong dollars)

Note:(Continued)

(©

(d)

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 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
pips. 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. The difference between the carrying amount of
the liability and the consideration paid is included under “Net gain on
repurchase of subordinated notes” in the consolidated income statement.

The change in the fair value of subordinated notes designated at fair

value through profit or loss attributable to changes in external market

prices (e.g. interest rate, currency) is a gain of HK$55,494,000 (2010: a

gain of HK$20,203,000) and that attributable to the Group’s own credit
standing is a loss of HK$25,334,000 (2010: a loss of HK$72,547,000)

respectively in the year ended 31 December 2011.

The amount that the Group would be contractually required to pay at

maturity to the holders of these subordinated notes is HK$358 million

lower (2010: HK$176 million lower) than the above carrying amount.

—E——-F Z—ZT—ITF

55 Group 2011 2010
REBEHZ Other liabilities under

EmaE insurance contracts 1,738,342 1,517,500

HAb Others 2,514,602 2,481,546

4,252,944 3,999,046
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RRAEHWZHEMABBEITOT :

(Expressed in thousands of Hong Kong dollars)

Other liabilities under insurance contracts are analysed below:

—E——fF
2011
D RDE
i Reinsurers’ FE

£8 Group Gross Share Net
—RR General Insurance
RABE 2 RERHE Unearned premium reserve 210,574 (107,616) 102,958
BEEHRIRE Notified claims 268,548 (134,842) 133,706
TERMNERERZRE Claims incurred but not reported 31,966 (4,469) 27,497
RIEMER 2 G Unexpired risk reserve 3,858 1,047 4,905

514,946 (245,880) 269,066
=k Life
RELEHES Policy provisions 1,223,396 (6,225) 1,217,171
&t Total 1,738,342 (252,105) 1,486,237
—RR B General Insurance
AURBZRERHE Unearned premium reserve
—A—H At 1 January 163,065 (88,092) 74,973
RERA Written premiums 412,587 (221,742) 190,845
ERIZRE Earned premiums (365,078) 202,218 (162,860)
+=-RA=+—8 At 31 December 210,574 (107,616) 102,958
EERRECRNERERCEZE R Notified and incurred but not reported

RERER 2 HE claims, and unexpired risk reserve

EEWMIRE Notified claims 307,840 (180,996) 126,844
RN ERERCRE Claims incurred but not reported 24,538 (9,073) 15,465
KEWRR 2 Unexpired risk reserve 893 1,465 2,358
—A—H At 1 January 333,271 (188,604) 144,667
EXfNRE Claims paid (183,954) 106,863 (77,091)
BEARANRE Claims incurred 155,055 (56,523) 98,532
+-A=+—H~ At 31 December 304,372 (138,264) 166,108
EEWMIRE Notified claims 268,548 (134,842) 133,706
FERMNERERZRE Claims incurred but not reported 31,966 (4,469) 27,497
ENENE A Unexpired risk reserve 3,858 1,047 4,905

304,372 (138,264) 166,108
=R Life
REEES Policy provisions
—A—H At 1 January 1,023,877 (7,747) 1,016,130
EXRE Claims paid (410,170) 11,290 (398,880)
BENRE Claims incurred 609,689 (9,768) 599,921
+=-RA=+—8 At 31 December 1,223,396 (6,225) 1,217,171
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(Expressed in thousands of Hong Kong dollars)

—T-%F
2010
DIRNEE
k] Reinsurers’ el
cE ] Group Gross Share Net
— R IR General Insurance
KA BRI 2 RE G Unearned premium reserve 163,065 (88,092) 74,973
BEEHRCRE Notified claims 305,127 (180,996) 124,131
FEEANEREREE Claims incurred but not reported 24,538 (9,073) 15,465
RIEME R 2 G Unexpired risk reserve 893 1,465 2,358
493,623 (276,696) 216,927
=k Life
REEFES Policy provisions 1,023,877 (7,747) 1,016,130
&t Total 1,517,500 (284,443) 1,233,057
—ARRR General Insurance
RAREZ RERE Unearned premium reserve
—B—H At 1 January 105,075 (48,865) 56,210
RERA Written premiums 361,622 (212,745) 148,877
ERMZIRE Earned premiums (303,632) 173,518 (130,114)
+-A=+—8 At 31 December 163,065 (88,092) 74,973
EERMERNERERIRE - Notified and incurred but not
RIEMER < reported claims,
and unexpired risk reserve
EEWMIRE Notified claims 272,253 (161,335) 110,918
FEANERERRE Claims incurred but not reported 14,449 (3,450) 10,999
RERRR 2 B Unexpired risk reserve 4,071 (1,693) 2,378
—B—H At 1 January 290,773 (166,478) 124,295
BXNERME Claims paid (205,488) 143,475 (62,013)
BANERE Claims incurred 245,273 (165,601) 79,672
+-A=+—H At 31 December 330,558 (188,604) 141,954
BEEHRCRE Notified claims 305,127 (180,996) 124,131
FAMBREHRZRE Claims incurred but not reported 24,538 (9,073) 15,465
RE W 2 & Unexpired risk reserve 893 1,465 2,358
330,558 (188,604) 141,954
=k Life
REEFES Policy provisions
—B—H At 1 January 875,235 (5,996) 869,239
BEXNERE Claims paid (485,661) 11,073 (474,588)
BERANRE Claims incurred 634,303 (12,824) 621,479
+-A=+—8 At 31 December 1,023,877 (7,747) 1,016,130
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(Expressed in thousands of Hong Kong dollars)

—EB-—F —ZT-=F
£ Group 2011 2010
HERHRBENREREAZRAREERR Gross future liabilities to policyholders
under long-term insurance contracts 7,458,562 5,928,783
DIR1DEE Reinsurers’ share (338,864) (71,727)
HEHRBEHNREREAZARAREEFH Net future liabilities to policyholders
under long-term insurance contracts 7,119,698 5,857,056

EHRBANIRERE A2 R RA RS BBEL
mF :

The movement in future liabilities to policyholders under long-term

insurance contracts is summarised as below:

—E——F —ZT—IZF
£ Group 2011 2010
—H—H At 1 January 5,857,056 4,789,863
RRBEREZEZE Change in provisions for future liabilities 1,262,642 1,067,193
+=—A=+—8 At 31 December 7,119,698 5,857,056
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RIEMIBEE R BENHEREABGENITE
Y785 BN AT 18 & A AN BN EAT TH & B Ay MR IE R 1A
B[R -G HE A A S A T - HIHZ S5
T~

(Expressed in thousands of Hong Kong dollars)

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:

—EB-—F =—Z-=F
£H8 Group 2011 2010
EEFRIBEEE Deferred income tax assets 8,896 6,570
FERIEBE Deferred income tax liabilities (103,189) (89,548)
—EB-—F =—Z-FF
£H8 Group 2011 2010
RERIEEE Deferred income tax assets:
-AETZEAABKE ZELEREEE - Deferred income tax assets to be
recovered after more than
12 months 236,905 199,918
RERIEAE Deferred income tax liabilities:
-EETERABREEZELERIEAER — Deferred income tax liabilities to be
settled after more than
12 months (331,198) (282,896)
(94,293) (82,978)
RER BB BT The gross movement on the deferred income tax account is as follows:
—E——-F ZZT—I%F
£ Group 2011 2010
—H—H At 1 January (82,978) 62,812
U R AR IE 2 Tax charged to the income statement
(MF5E19) (Note 19) (4,203) (51,086)
RERERABRIES B Tax charged to equity (7,112) (94,707)
EHER Exchange differences - 3
+-A=+—8 At 31 December (94,293) (82,978)
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(AR T THIR)

BEERBEERABRANFEZEE)  TEER
HRTOEE SEE T RE AT

(Expressed in thousands of Hong Kong dollars)

The movement in deferred income tax assets and liabilities during the

year, without taking into consideration the offsetting of balances within

the same tax jurisdiction, is as follows:

98 JOE 8 JE A - Deferred income tax assets:
BEXH
REEGERAE Rt
Impairment REEf Deferred
allowances and REEL Investment  expenses and ait
£E Group provisions Tax losses revaluation others Total
“2-%5-f-H At 1 January 2010 50,409 2,932 221,274 13,306 294,421
R EERE L Charged to the income statement (8914) (1,768) - (137) (10,819)
RERERT Y Charged to equity - - (70,136) - (70,136
EiES Exchange differences 3 - 4 - 7
BNOE Reclassification - - 114 (13,669) (13,555)
“Z-Z5+-F=1-H At 31 December 2010 and
k=%——%-f-H 1 January 2011 41,498 1,164 157,256 - 199,918
it EE Credited to the income statement 75 2,335 - 18,420 20,830
PER R AE A Credited to equity - - 16,157 - 16,157
“E--F4+-B=1-H At 31 December 2011 41,573 3,499 173,413 18,420 236,905
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(AB BT AL2IT) (Expressed in thousands of Hong Kong dollars)
W FE R IE A AF - Deferred income tax liabilities:
MERBHE REMEER
Accelerated ~ fTEEfE Investment  REEf
B tax  Premises  properties  Investment Hit ait
£@ Group Provisions depreciation  revaluation revaluation  revaluation Others Total
—2-2%-f-H At 1 January 2010 4271 20,662 169,289 36,972 183 226 231,609
REREAZ L/ (EE) Charged/(credited) to the income statement 14,035 5,433 2,709 18,149 - (59) 40,267
RERERZ Charged to equity - - 24517 = 54 S 24,571
EiEZ Exchange differences - - - - 4 - 4
Eig Reclassification (13,669) - - - 114 - (13,555
“F-Z5+-f=1-H At 31 December 2010 and
k=E——%-f-H 1 January 2011 4,643 26,095 196,515 55,121 355 167 282,896
RRER AT Charged to the income statement 298 3,786 4128 16,821 o o 25,033
REREAZ Charged to equity - - 23,149 - 120 - 23,269
ZE8--%+-F=1-AH At 31 December 2011 4,941 29,881 223,792 71,942 475 167 331,198

TR T FEAREERA () /B2 RER

The deferred income tax (charged)/credited to equity during the year is

17 - as follows:
—E-—F —ZT-=F
] Group 2011 2010
PR R w2 A ERFE Fair value reserves in shareholders’ equity:
- 1T — premises (23,149) (24,517)
- EES - available-for-sale securities 16,037 (70,190)
(7,112) (94,707)

IR KR AR E BIEEA QR 2B
RS ¢

B
S
H’
N
o

Included in the following statement of financial position captions are

balances with a subsidiary of the Company detailed as follows:

—E——F Z—ZT—IZF
S| Company 2011 2010
RITEER Bank balances 8,942 458,089
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() BAK I

Rt A=1+—RERE AR EREHR
BEBABREEEZEARRENT :

(Expressed in thousands of Hong Kong dollars)

(a) Capital commitments

Capital expenditure in respect of projects and acquisition of fixed assets

as at 31 December but not yet incurred is as follows:

—g-—-5 —2-TF

£ Group 2011 2010
EREEREN A Expenditure authorised
but not contracted for 100,733 1,047
EENERERERB A Expenditure contracted
but not provided for 141,126 114,875
241,859 115,922

(&) 15 B#&E

AEBEERBRIMERETEFPZERIA
BHeBERECERRINERENT

(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:

EHEHE
Contract amount

—#--% -T-%

- Group 2011 2010
HEEERE M Direct credit substitutes 461,738 406,247
B 562 ATEH Transaction related contingencies 247,862 37,977
HE G2 S ATEE Trade-related contingencies 1,781,429 854,486
A R BUB M /R TR 58 Commitments that are unconditionally
B2 A cancellable without prior notice 50,057,972 44,732,958
HoAth 42 Other commitments with an
JRAEAR 7 original maturity of:
- bR —F —under 1 year 3,109,602 4,267,809
-—FRNAE -1 year and over 1,112,384 1,685,241
EHETF R Forward forward deposits placed 5,760 6,982
56,776,747 51,991,700
SEREMESE
Credit risk
weighted amount
=2——% =—ZE-=F
558 Group 2011 2010
R B E SRR Contingent liabilities and commitments 1,338,349 1,746,053
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(W) AR Z & E

T ARAEBENERSEBEFNEE R
MSHFADMERGEESERZIEERE

(Expressed in thousands of Hong Kong dollars)

(c) Assets pledged

Exchange Fund debts pledged with the HKMA to facilitate the Group’s

trading and market-making activities in Exchange Fund debts are as

BESH follows:
—2—-—-F —ZT-IZF
565 Group 2011 2010
BIEEE AR 2E3 Trading securities 3,103,841 1,686,155
Al E B 5 Available-for-sale securities 155 61,989
3,103,996 1,748,144

TRTIBZEEGRER TS RMIE 2
B ES

Non-government bonds pledged with unrelated financial institutions

under repurchase agreements are as follows:

—E-—F ZZZT—IFF

£H Group 2011 2010

Al & E 5 Available-for-sale securities 428,356 =

FEHHES Held-to-maturity securities 37,896 =
BEEER K ERFIELER Investments in securities included in

ZBHTE the loans and receivables category 65,655 85,152

531,907 85,152

(T) REMERYE

WASEEAEAA - AR BUEMRLLHEEM
MARREAEX NN 2 REBENRABTEMT :

(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:

—E——F Z—ZT—IZF
£ Group 2011 2010
—FE PR Not later than 1 year 108,065 87,749

—FUEERSF Later than 1 year and
not later than 5 years 125,876 101,470
HFE Later than 5 years 78,946 63,298
312,887 252,517
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(T) KRBT RS #)

WASEALAA - R AABUEMRLLHEEM
RARAIN ZHERENRERLT :

(Expressed in thousands of Hong Kong dollars)

(d) Operating lease commitments (Continued)

Where a Group company is the lessor, the future minimum lease

payments under non-cancellable building operating leases are as

follows:

—E——-F5 ZZE-IZF
£ Group 2011 2010
—F A Not later than 1 year 19,009 11,846

—FUEERSF Later than 1 year and
not later than 5 years 27,188 1,307
46,197 13,153
—E——-F ZZT—I%F
2011 2010

EERA Authorised:
500,000,0000% & i % 500,000,000 ordinary shares
(ZZ—Z 4 : 300,000,0004% & 3 %) (2010: 300,000,000 ordinary shares)
FREE2E T of HK$2 each 1,000,000 600,000
—F-——F —E-BF
2011 2010

B8 & e e
ERTRBERE Issued and fully paid: Number of Share Number of Share
ZER SREE2ET Ordinary shares of HK$ 2 each shares Capital shares Capital
—H—H At 1 January 292,804,486 585,609 260,270,655 520,541
BITHIRD FTi5 50R Proceeds from shares issued - - 32,533,831 65,068
+=-A=+—H At 31 December 292,804,486 585,609 292,804,486 585,609

RZZE—ZTF+-F+/NH  KRF)ZHKAFI
36.897%712w5§ﬁ? FRE8AZ N 17 7] AL 1A% 4L A%
B&1D 2 A% - NA A4S ££#1732,533,831 B FT A%

Bfn e

BR-ZZTRFMNAZ+/\BREIEZFRR

T B ([ZRREE) - B%RARET8IET
AR + 5513 (ZZ—Z4F : 401p) RAXE AR E
3,705,195/ (ZZF —= 4 : 2,955,195/%) F R ™E
BB T ZARRIRG  ERTFHBHEEREE
WERITHAR - BT B EZE T ——F
+ZA=+—HIt 307 (ZZ—ZF : 5/)) R
f% 4 LA 7R 0E 2,746,245 (== —Z 4 : 500,000
%) SRR EE2E T 2 AR RIS B Rk B E -

On 16 December 2010, the Company completed a 1-for-8 rights issue
at the subscription price of HK$36.89 per share. A total of 32,533,831

new shares were issued.

Pursuant to the new Share Option Scheme (the “Scheme”) approved
by the shareholders on 28 April 2005, 55 (2010: 40) options to subscribe
for 3,705,195 shares (2010: 2,955,195 shares) of HK$2 each 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
2011 and since the incorporation of the Scheme, 30 (2010: 5) options
to subscribe for 2,746,245 shares (2010: 500,000 shares) of HK$2 each

of the Company have lapsed or expired.
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AENBETRBRITRABHEA 2 B A
ARBBHERHWT -

(Expressed in thousands of Hong Kong dollars)

Movements in the number of the Company’s shares in the share options

held by directors and senior executives during the year are as follows:

RRERROEE
Number of shares

in the options

S e R -

issue completed in December 2010.

—EB-—F —ZT-=F
2011 2010
—H—H At 1 January 2,455,195 2,850,000
RERNET Granted during the year 750,000 =
A A B BR gk R 3 Expired or lapsed during the year (2,246,245) (500,000)
BLE A TERK 2 FEAR 1 T # Adjustment for rights issue completed
during the year - 105,195
+—-A=+—H At 31 December 958,950 2,455,195
RTZA=+—B{NRETE ZRRES A0 Particulars of the outstanding options as at 31 December are as follows:
T
AREFRGEE
AREZE Number of shares
Number of options in the options
—E——F —Z-ZTF CZE--—-F "T-IZF
RTY¥ARTEE Date of grant and exercise price 2011 2010 2011 2010
“EERFENAZTERA - 25 August 2005, at an exercise
Z1TE(EF49.497% T price of HK$49.49 per share* - 25 - 2,246,245
ZETEFAAZTAAR 28 September 2007, at an exercise
RITE B FA59.2878 L price of HK$59.28 per share* 10 10 208,950 208,950
“E——%+=-A+=H 12 December 2011, at an exercise
1Z17E B FH%40.00/% T price of HK$40.00 per share 15 - 750,000 -
25 35 958,950 2,455,195
* AEEEZRR T —ZTF T+ AR HKREY * the exercise price is restated to take into account the effect of the rights
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(Expressed in thousands of Hong Kong dollars)

TEER REEMR RERFH
i E3] (&)
[RAHE  Premises Investment EXfE  —MHEHHE  Retained
Share Revaluation Revaluation  Exchange General  Earnings h
] Group Premium Reserve Reserve Reserve Reserve (Note (i) Total
“E——%-f-H At 1 January 2011 2,686,531 1,425,967 (494,547) 103,756 484,280 9,364,780 13,570,776
AfHERES Fair value losses on
ATEEE available-for-sale securities - - (35,795) - - - (35,795)
AVEEEREERBE  Fairvalue loss realised and
BRI ERRIR transferred to income statement
ENHBARER upon disposal of investments
REWFEERRFE  insecurities included in
HEMR| 2 B4R AR the loans and receivables
FERBRENER category and held-to-maturity
category which were previously
reclassified from the
available-for-sale category - - 26,728 - - - 26,728
HEAHEEES Disposal of available-for-sale
securities - - (119,925) - - - (119,925)
REERGRES Deferred income tax assets
MR L recognised on movements in
ERHBEE investment revaluation reserve - - 12,073 - - - 12,073
TEEMfzATERE  Fairvalue gains on
revaluation of premises - 486,846 - - - - 486,346
TEERRES Deferred income tax liabilities
MR recognised on movements in
ERHBEAR premises revaluation reserve - (17,161) - - - - (17,161)
RIERE Revaluation reserve transferred
mEBEHEHE to retained earnings for
ERERA depreciation of premises - (18,492) - - - 18,492 -
BEBINNBRRET  Exchange differences arising on
BEMERZR translation of the
financial statements
of foreign entities - - - 88,139 - - 88,139
FEEA Profit for the year - - - - - 1,009,651 1,009,651
“Z-TERBRE 2010 final dividend - - - - - (251,812)  (251,812)
—E——FdhHKRE 2011 interim dividend - - - - - (84,913)  (84,913)
“Z——#+ZH=+—H At31December 2011 2,686,531 1,877,160 (611,466) 191,895 484,289 10,056,198 14,684,607
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(Expressed in thousands of Hong Kong dollars)

TEEME REER RERF
f#E & (6G10)
BRDEE  Premises Investment ERFEE  —MEE  Retained
Share Revaluation Revaluation ~ Exchange General Earnings &3t
S Group Premium Reserve Reserve Reserve Reserve (Note (i) Total
“Z-ZF-f—-A At 1 January 2010 1,651,426 1,048,187 (638,819) 49,120 484,289 8,380,833 10,875,036
AEMEES Fair value gains on
AFERE available-for-sale securities - - 149,189 - - - 149,189
AVEEEREERE  Fairvalue loss realised and
BRI EERIR transferred to income statement
ENNBRER upon disposal of investments in
REMGUEERIRFE  securities included in the loans
HEMEE 2 AR AR and receivables category and
ZHERBRENER held-to-maturity category which
were previously reclassified from
the available-for-sale category - - 89,554 - - - 89,554
HE A EE S Disposal of available-for-sale
securities - - (42,813) - - - (42,813)
REASMHFEE Deferred income tax assets
ez released on movements in
BRERELE investment revaluation reserve - - (51,658) - - - (51,658)
TEEMfZATERE  Fairvalue gains on
revaluation of premises - 425,666 - - - - 425,666
TESHREE Deferred income tax liabilities
MERLZ recognised on movements in
ERHBEAR premises revaluation reserve - (18,175) - - - - (18,175)
RIERE Revaluation reserve transferred
mEBEMHEE to retained earnings for
ERBEF depreciation of premises - (12,228) - - - 12,228 -
HETE Revaluation reserve transferred
mEBEMHEHE to retained earnings upon
EREEF disposal of premises - (17,483) - - - 17,483 -
BEBINHBARYE  Exchange differences arising on
BRAELZR translation of the
financial statements
of foreign entities - - - 54,636 - - 54,636
BUTRRRNL Issue of ordinary shares 1,135,105 - - - - - 1,135,105
EREN Profit for the year - - - - - 1,006,290 1,006,290
—Z-ZERHKRE 2010 interim dividend - - - - - (52,054)  (52,054)
Z“Z-TF+ZA=1—H At31December 2010 and
k=Z——%—f—H at 1 January 2011 2,686,531 1,425,967 (494,547) 103,756 484289 9,364,780 13,570,776
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(i) AEBR-_ZE——F+_A=1+—HZREEF
PRERBSREBAEAREZEEE
1,787,252,000% 7T (— 2 —=4 : 1,318,316,000
I o WIRBRFISHEBR R REFERERRE -

(i) AEEZBBRITHBAR - KRFRITREHAR
TANEE BT AGRREEVHRE LRI
BN AR ERE - ERAEE BT RT
BEBRITEGPIRAREEE R B N2 AME
ERE - ZEERBERRUKETER2FES
W EERBLEDARTESERETHR
W EE N ER AR

R-ZE——F+-A=+—8  KHBIEET
1,158,201,0007% 75 (=% —Z 4 : 538,474,000
B 2 R BIEREERERRBEEGS — R
% HEECEREETFIETE - 2RIRTER
HRBEF|FEE4,279,0008 T (=T —T4F ¢
3,701,000 ) 2 ® BIEREE #E -

(Expressed in thousands of Hong Kong dollars)

Note:

(i) Included in retained earnings of the Group at 31 December 2011 is the
value of long-term life assurance policies in force totalling
HK$1,787,252,000 (2010: HK$1,318,316,000) which is currently not
available for distribution.

(ii) The Group’s Hong Kong banking subsidiaries, DSB and Mevas, are
required to maintain minimum impairment provisions in excess of those
required under HKFRS in the form of regulatory reserve. The regulatory
reserve 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 2011, DSB has earmarked a regulatory reserve of
HK$1,158,201,000 (2010: HK$538,474,000) first against its general
reserve; and for any excess amount, the balance is earmarked against its
retained earnings. Mevas has earmarked a regulatory reserve of
HK$4,279,000 (2010: HK$3,701,000) in its retained earnings.

B 17 )5 B B E REBF

Share Capital Retained B
N Company Premium Reserve Earnings Total
—ZT—-ZF—H—H At 1 January 2010 1,551,426 256,027 1,459,835 3,267,288
BT BB G Issue of ordinary shares 1,135,105 — = 1,135,105
FER A Profit for the year - = 29,987 29,987
—E-ZFEPHRE 2010 interim dividend - - (52,054) (52,054)
—E-ZEF+-_fF=1+—H At 31 December 2010 2,686,531 256,027 1,437,768 4,380,326
—T——f—F—8 Wt At 1 January 2011, as above 2,686,531 256,027 1,437,768 4,380,326
FERA Profit for the year - - 357,902 357,902
“T-TEREARE 2010 final dividend - - (251,812) (251,812)
—E——FFHRE 2011 interim dividend - - (84,913) (84,913)
—E-——f+-H=1+—H At 31 December 2011 2,686,531 256,027 1,458,945 4,401,503

BE-—NNA=ZF+-_A—BBABZIFIIREE
WEEER—NAA=F+ - A+ BEBEEESE
BTtz - AN AR 5 B 256,027,000/ 7T7
B A ANEBIRA © %256,027,00075 LI E E
IR E IR B B o

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.
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(Expressed in thousands of Hong Kong dollars)

() HIBRREEER 2 &8 M gL E8R (@) Reconciliation of operating profit after impairment losses to net
EMAFEE KK cash flows from operating activities
—EB-—F =—Z-FF
2011 2010
HMRRERER 2 ZLERT Operating profit after impairment losses 912,339 1,240,785
SF B U A Net interest income (2,185,564)  (2,179,490)
& B Wz Dividend income (42,053) (24,705)
EFREBEREMEERE Loan impairment losses and
other credit provisions 181,082 97,787
e Depreciation 164,649 130,490
| A E 2 Amortisation of intangible assets 16,169 24,198
R B E 2 B E R 58 Advances written off net of recoveries (92,505) (301,069)
2 W F B Interest received 3,260,083 2,745,489
BAFIE Interest paid (963,639) (524,583)
B U hE & Dividend received 63,903 47,652
LEEERBEEHN 2L E R Operating profit before changes in
operating assets and liabilities 1,314,464 1,256,554
%@ﬁ?&ﬁ1 ot Changes in operating assets and liabilities:
REEABEBEBR=(EA Z AIPSESRRES N - money at call and short notice
with an original maturity beyond
three months (288,266) 967,549
-REIBAR @A =8 A 2 ERITHFR — placements with banks with an
original maturity beyond three months  (915,022) (225,185)
-FREEBERZNES — trading securities (494,923) 168,513
-fTEEmMT A - derivative financial instruments 239,865 19,867
-EBENAFEFEBEELZEH T ABZN - financial assets designated at fair value
TREE through profit or loss (1,388,232)  (1,275,075)
-BFEXR - advances to customers (9,885,045) (15,583,829)
- RITER - advances to banks - 150,000
- HiBR B — other accounts (322,148) (580,603)
- BEEER R EWFIEHT — investments in securities included in
Z #Hx, y the loans and receivables category 824,867 913,221
B F (A 2 I E A2 — loan to a jointly controlled entity 4,285 8,572
= Tf tH = ’*%% - available-for-sale securities 150,859  (4,744,903)
SN - held-to-maturity securities 732,197 (404,361)
- Eﬁﬁ—f R E G2 ABIREEE - value of in-force long-term life
assurance business (468,936) (92,648)
- RITHER — deposits from banks 860,956 88,411
-RIEEEREMAE — trading liabilities (1,655,691) 2,632,593
-BPEGER - deposits from customers 15,502,453 7,756,570
- HMBRE RTEE — other accounts and accruals 337,100 171,966
-HRARBEORERBEAZEE — liabilities to customers under
insurance contracts 1,529,779 1,133,991
b 5, 53 2 Exchange adjustments 60,496 272,044
HREEEFRA S (FTH) NRE Cash generated from/(absorbed by)
operating activities 6,139,058 (7,366,753)
SNEBITHNEREZHE Interest paid on certificates of
deposit issued (61,716) (45,677)
ERBEBNER Hong Kong profits tax paid (210,863) (13,338)
EAUB NG K Overseas tax paid (13,532) (15,611)
CESEERA L (FTR) B F58 Net cash from/(used in) operating activities 5,852,947 (7,441,379)
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(2) BS—RMB R ZEHE

R-FB-—ZEAKBUE—FHNBERR - R2R
e (GEM) BERARAD 2 — AR R MEUSHE
2 - Bz EERBBEZAFENT ¢

(Expressed in thousands of Hong Kong dollars)

(b)  Obtaining control of a subsidiary

During 2010, the Group acquired 100% equity interest in and obtained
full control of a subsidiary, Summit Insurance (Asia) Limited. The fair

values of assets acquired and liabilities assumed were as follows:

—E-ZF

2010

e RERITH LS Cash and balances with banks 1,688
Hh&E Other assets 7,847
HMAEE kR Other accounts and accruals (337)
LReS Nz iEERE Total purchase price paid in cash 9,198
W 2 IR R RITRY A R Less: cash and balances with banks acquired (1,688)
RIS % B M UABSIEGIE 2 F58 Cash paid to obtain control, net of cash acquired 7,510

(R) ERERELERAN  REMFRREA
BERREERFE=EAANATIHZ
TEAERR - REEEZCEERARER
BREREEERSBRIFR

() 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.

—E2-—-F —Z-ZF
£ Group 2011 2010
e RERITHAR Cash and balances with banks 4,530,785 6,306,893
REHAE=EA KA T 2B RS BFHR Money at call and short notice
with an original maturity
within three months 7,398,594 3,273,627
REEHBAE=[A AT 2 ERITHFRK Placements with banks
with an original maturity
within three months 1,548,648 2,209,103
RHIEEERAZNES Trading securities 1,845,845 528,665
15,323,872 12,318,288
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BREBSRAEFIZE161BIE - ERTERAEZ
HIRH T

(Expressed in thousands of Hong Kong dollars)

Particulars of loans made to officers disclosed pursuant to section 161B

of the Hong Kong Companies Ordinance are as follows:

tZA=+t—R#&R

Balance outstanding

FRERBRSE
Maximum balance

at 31 December during the year

—B-—F T ZB-—F —T-FTF
2011 2010 2011 2010
e LA EHEHREE Aggregate amount outstanding
in respect of principal
and interest 67,678 75,209 74,434 96,298
BERESRERE Aggregate amount outstanding
in respect of guarantees 149 149 149 149

BREALTRREALTERNEERRBEEEN S
— 7 S TEELBEREERRTET
EERTES - WEEMBTRALZEHKRZES
FHAEATER  REALTER/SBEHEEA
4k .

il
A

R —FR_FTF - AEEREREK
hEEBMEADTETRITERRS - AAFE
THRRTEFTHERMASE 2 MBEHRRE - O
ZEBNBEAMEZLRZETEN - RFESF
RIBERBMRBREERE AR  RA2HEHE
BEWEZ2RGIIRBEAREZIEREY - AU
Wik~ —REEEKRIED - HAFERERN
ABARRBIBREENGET

/I

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 2011 and 2010, a number of banking connected transactions
were entered into with related parties in the normal course of business
of the Group. These, 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 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.
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(Expressed in thousands of Hong Kong dollars)

HEMEALZEARZUT !

Details of the significant related party transactions are as follows:

Transactions with subsidiaries

(FH) L Bht Ji§ 2 =1 9 32 ) (a)

(n  AKSEH

RARRAEERENE A RINEFEANEIE
2EBIMB AR 2 HERERS (B
BABBBERIMERARES LR
B (T LR B EB14A14E0) B M EAT
Bl ZWARSTH - ZERXRHZBAERES
A RE ™R B E14A.352) K &

() Income and expenses

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.14 of the Rules Governing the Listing of Securities on

The Stock Exchange of Hong Kong Limited (the “Listing Rules”))

entered into with the non-wholly-owned banking subsidiaries

14A.36(1)E - ERARAEE 2 FE LR - 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.35(2) and 14A.36(1) of the
Listing Rules.
=E2——-F Z—Z-ZF
K= Group 2011 2010
2 WALE GE(@) Interest received (Note (j)) 10,687 4,316
EMRITFEE (X)) Bank charges paid (Note (i) (6,219) (6,661)
ENHERERAEEREERAX Rentals and related building management
(& (i) fee and charges paid (Note (i) (12,539) (11,805)
BElHEEIEEBRAEEREERAXS Rentals and related building management
(& (iii)) fee and charges received (Note (jii)) 5,422 4,522
ENERE (RE(v) Management fees paid (Note (iv)) (16,315) (15,656)
B REBRAS GEV) Insurance commission paid (Note (v)) (40,934) (23,831)
B R AR B (FE(vi) Insurance premiums received (Note (vi)) 13,112 10,586
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g BERXRERAREMERRITRG

ERA S TIARR] Z KB R RFHRR =
FEREMIRITHBAR - KHFIRTT - 28
RITIORFIRERITZIF AR BIA -
FRZIFFERIN Ll 2 P 7E47

AFRITEE 2 MBERITEATREEZE
BaRRRETPRERRRITRERE
e WERBRERBRERIFR (B
EHERZERERFBAFR) - EXR
FRITEBMBRITEFRERNE S B
ARBZEBKE AR - Bt EHRAM
5 ARRZEEKRERARFRER -
RIE ETRAEAARE 2 ERBRIFEH

Note:
(i)

Arising from the extension of credit facilities and provision of
deposit taking and other standard banking services by non-wholly
owned banking subsidiaries

Interest was received by the subsidiaries of the Company from
three non-wholly-owned banking subsidiaries, namely DSB, Mevas
and BCM on deposits placed with them. The balances of deposits
outstanding as at the end of the year are set out in Note 47 above.

The banking subsidiaries of DSBG 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 include members of the Company.
For purposes of the Listing Rules, the placing of deposits provided
by members of the Company constitute continuing connected
transactions within the meaning of Chapter 14A of the Listing Rules.
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

@

Arising from the extension of credit facilities and provision of
deposit taking and other standard banking services by non-wholly
owned banking subsidiaries (Continued)

The Directors confirm that the deposits placed by members of the
Company at the banking subsidiaries of DSBG 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 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.65(4) of the Listing Rules.

DSB and other members of DSBG provide standard banking
services to members of the Company including cheque clearing,
autopay, cheque and deposit bank accounts, credit card merchant
facilities, co-branded credit cards in respect of DSLA and
investment dealing. The banking services in respect of cheque
clearing, autopay, cheque and deposit accounts are provided to
the Company in the same way as they are provided to other
customers of DSBG 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 and the
Company 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 and the
Company are not for a fixed term.

The banking services provided by the banking subsidiaries of
DSBG to the companies within the Group are banking services and
arrangements normally provided by DSBG to its other customers
and are conducted on normal commercial terms. The provision of
such banking services by DSBG to the Company enables DSBG to
earn reasonable income consistent with the nature and types of
the banking services.
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Term of lease

HED:]

Contracting parties

(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

(i)

Lease and sub-lease arrangements between DSIS, DSIA, DSLA
and MIC and DSB, VB and BCM

DSB, BCM and Vanishing Border Investment Services Limited
(“VB”) have leased and sub-leased certain of their owned and
rented properties to members of the Company, namely Dah Sing
Insurance Services Limited (“DSIS”), Dah Sing Insurance Agency
Limited (“DSIA”), DSLA and Macau Insurance Company Limited
(“MIC”) 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 and sub-leases that have been entered into.

BEzN%

Property subject to lease

=3k ik
(FEREERE
RABHEXH)
Monthly rent
(exclusive of
management fees
and utility charges)

—ZIN\F
+=-A=+H
30 Dec 2008

—E-FEF

+=A=tH
30 Dec 2010

30 Dec 2010

—ZEN\F
+=-A=+H
30 Dec 2008

—E-%%
+=A=tH
30 Dec 2010

RHRITET AR RS

DSB leased to DSIS

RFRITETAMRBRS

1 Jan 2009 - 31 Dec 2010

—E——%5-f-HZE

—g-=Ft=A=t-A

DSB leased to DSIS

RFRITETAHRBRS

DSB leased to DSIS

RHRTETAMRRRE

1Jan 2011 - 31 Dec 2013

“FENE-A-AE
~2-%5+=A=+-H
1 Jan 2009 - 31 Dec 2010

e

“E-=f+-R=1-H

DSB leased to DSIS

AFRTATAMRRRE

DSB leased to DSIA

AFRITETFAHRBAE

1 Jan 2011 - 31 Dec 2013

1 Jan 2009 - 31 Dec 2010

“E——%5-f-RHZE

—g-=FtzA=t-A

DSB leased to DSIA

1Jan 2011 to 31 Dec 2013

ERLAREESI0RBEART\BRE
AHARERER14426 THR -

The whole of the 18/F, Island Place Tower, 510 King’s Road,
North Point, Hong Kong with a lettable floor area of 14,426 square feet

EANARSENOREBARTVEZE
AHARERER14426 THR -

The whole of the 18/F, Island Place Tower, 510 King’s Road,
North Point, Hong Kong with a lettable floor area of 14,426 square feet

BERNE-TEHHER -
AHABERERS183FAR

A portion of the 20/F, Island Place Tower with a lettable floor area of
8,183 square feet

REAR-TRBNER  THEREERERG88FIR -

A portion of the 20/F, Island Place Tower with a lettable floor area of
5,838 square feet

BEAET=RBHEE THECAEERN9TAR -

A portion of the 13/F, Island Place Tower with a lettable floor area of
1,919 square feet

BEAE-TRBNEE  AHEEEEEA186TAR

A portion of the 20/F, Island Place Tower with a lettable floor area of
2,186 square feet

HK$375,076

HK$447,206

HK$220,941

HK$192,654

HK$52,773

HK$65,580
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Contracting parties
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Term of lease

(Ex

(a)

pressed in thousands of Hong Kong dollars)

Transactions with subsidiaries (Continued)
() Income and expenses (Continued)
Note: (Continued)
(ii) Lease and sub-lease arrangements between DSIS, DSIA, DSLA
and MIC and DSB, VB and BCM (Continued)
§AHE
(FRREERE
RAEHEXH)
Monthly rent
(exclusive of
HE2ME management fees

Property subject to lease and utility charges)

ZETN\F HERT A RERRE “ZTNE-F-BZE
+=A=tH “Z-Z5+ZA=1+-H
30 Dec 2008 VB leased to DSIA 1 Jan 2009 to 31 Dec 2010
ZT-%F HERT A RERRE “2——%-f-B%
+=A=tH “E-=#tZA=t-H
30 Dec 2010 VB leased to DSIA 1 Jan 2011 to 31 Dec 2013
%% AMBASET “EENET=A-BZ
+=A=tH AFRB RS ZT-Z%+-A=1H
30 Dec 2010 DSB sub-leased to DSIS 1 Dec 2009 to 30 Nov 2012
—EEN\E BEAERTETRARE —STAF+-A—-AZ
+=ZA=1H “Z-Z5+ZfA=T-8
30 Dec 2008 BCM leased to MIC 1 Dec 2009 to 31 Dec 2010
—E-%% BERERTEATRMERE —T——%-A-BZ
+=ZR=+H “E-—=f+-R=t-H
30 Dec 2010 BCM leased to MIC 1Jan 2011 to 31 Dec 2013

HERIRYBERRLDISUEBHERE  AEERERRTAK -
A portion of Room 1504 of Shenzhen Development Centre, Shenzhen, HK$6,410
People’s Republic of China, with a gross floor area of 132 square metres

FEANFYERET U504ZH 0 R - BEEERSIRFIK -
HK$7,876

A portion of Room 1504 of Shenzhen Development Centre, Shenzhen,
People’s Republic of China, with a gross floor area of 132 square metres

BEREFELITEIRANERFL =T BB EE
EAEHEERC04TAR o

A portion of 33/F, Dah Sing Financial Centre, 108 Gloucester Road,
Wanchai, Hong Kong with a lettable area of 604 square feet

HK$20,355

RFERFEERTARTERT—B2E
EAEAEERR4TAK o

The whole of the 10/F. and 11/F., BCM Building, Macau with a total
lettable floor area of 924 square metres

MOP109,000

RFRFRERTAETRRT—22E
AHEREEERR4TH K

The whole of the 10/F. and 11/F., BCM Building, Macau with a total
lettable floor area of 924 square metres

MOP123,000
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

(i)

(iv)

Leaseback of property by DSB from DSLA

As disclosed in DSBG’s announcement dated 18 December 2007,
DSB entered into a sale and leaseback arrangement with DSLA.
Pursuant to a lease agreement entered into on 18 December 2007
by DSB with DSLA, DSB has leased a portion 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 from DSLA. The leaseback agreement was for a term
of three years commencing on 28 December 2007 and ended on
27 December 2010 at a monthly rent of HK$375,000.

The above leaseback agreement was terminated upon the maturity
of the lease term and a new lease agreement was entered into by
DSB with DSLA on 30 December 2010 pursuant to which DSB has
leased from DSLA the same premises at a monthly rent of
HK$450,000 exclusive of management fees, government rates,
electricity service charges and air-conditioning charges for a term
of three years commencing on 28 December 2010 and ending on
27 December 2013.

Computer and Administrative Services Agreement with DSB and
BCM

On 30 December 2008, 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
two years with effect from 1 January 2009.

Pursuant to the services agreement, DSB has agreed to provide
members of the Company 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;

. administrative, company secretarial, internal audit,
compliance, operational, risk management, investment
custodian and treasury operations; and

. secondment of, and provision of services by, staff to the

Company (collectively, the “Services”).
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

(iv)

Computer and Administrative Services Agreement with DSB and
BCM (Continued)

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 Group on a cost-
recovery basis, the provision of the Services to the Company at a
fee enables DSBG to continue to expand its scale and operational
capabilities while costs incurred by DSBG in providing the Services
are recovered from the Company.

On 30 December 2010, the service agreement was renewed for a
fixed term of three years with effect from 1 January 2011.

Distribution and Agency Agreements with DSB, Mevas and BCM

On 30 December 2008, DSIS and DSIA entered into distribution
agreements and underlying agency agreements with each of DSB
and Mevas for the marketing and distribution of life and general
insurance products through DSB’s and Mevas’ branch networks.

Pursuant to the distribution agreements entered into by DSIS with
each of DSB and Mevas (the “DSIS Distribution Agreements”), DSB
and Mevas will market and distribute such life assurance products
as agreed between the parties from time to time for the Company
through their respective branch networks.

Pursuant to the DSIS Distribution Agreements, each of DSB and
Mevas 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 each of DSB and
Mevas in respect of such life assurance products shall vary,
depending on the product type, between 0.1% 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
each of DSB and Mevas (the “DSIA Distribution Agreements”), DSB
and Mevas will market and distribute such general insurance and
life assurance products as agreed between the parties from time
to time for the Company through their respective branch networks.
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

()

Distribution and Agency Agreements with DSB, Mevas and BCM
(Continued)

Pursuant to the DSIA Distribution Agreements, each of DSB and
Mevas 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 each of DSB and Mevas 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

)] life assurance products shall vary, depending on the product
type, between 0.1% 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 Macau Life
Insurance Company Limited (“MLIC”) with BCM (the “MLIC
Distribution Agreement”), BCM will market and distribute such life
assurance products as agreed between the parties from time to
time for MLIC through its branch 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
commission payable by MLIC to BCM in respect of such life
assurance products shall vary, depending on the product type,
between 0.5% and 40% of the first year’s premium received.

Pursuant to the distribution agreement entered into by MIC with
BCM (the “MIC Distribution Agreement”), BCM will market and
distribute such general insurance products of MIC as are agreed
between the parties from time to time through its branch network.
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

()

Distribution and Agency Agreements with DSB, Mevas 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 each of DSB and
Mevas, 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.

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 with insurance products and services to be offered to the
customers of the banking subsidiaries of DSBG. The distribution
of different types of insurance products through the respective bank
branch networks of DSB, Mevas and BCM in return for a
commission income to be paid by the Company will also produce
fee income which will be of benefit to DSBG.

On 30 December 2010, these distribution and agency agreements
were renewed for a fixed term of three years with effect from 1
January 2011.
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

(vi)

Insurance services provided by DSI, DSI (1976), DSLA, MIC and
MLIC

The insurance policies underwritten by Dah Sing Insurance
Company Limited (“DSI”), Dah Sing Insurance Company (1976)
Limited ("DSI (1976)”) and MIC in the name, and for the benefit, of
DSB and other members of DSBG 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 iliness of the
employees of DSB and other members of DSBG are subject to
renewal annually.

DSI and DSI (1976) underwrites general insurance policies in the
name, and for the benefit, of DSB and other members of DSBG
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 Mevas
and employees of DSB and Mevas and other members of DSBG.
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.
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(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with subsidiaries (Continued)

(0

Income and expenses (Continued)

Note: (Continued)

(vi)

Insurance services provided by DSI, DSI (1976), DSLA, MIC and
MLIC (Continued)

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 to enable certain of
the DSBG’s subsidiaries, namely DSB, Mevas and BCM, to comply
with relevant regulatory requirements in reducing the risks to
DSBG’s assets, businesses and operations and/or to provide
additional services to the DSBG’s customers. In addition, the
Directors consider that the insurance services by DSI, DSI (1976),
DSLA, MIC and MLIC are effective and the fees proposed by DSI,
DSI (1976), DSLA, MIC and MLIC respectively are comparable to
those offered by other insurance companies in the market.

On 30 December 2010, the Company entered into a cooperation
agreement with DSBG pursuant to which members of the Group
will provide insurance services to DSB and other members of the
DSBG Group. The agreement is for a fixed term of three years with
effect from 1 January 2011 and ending on 31 December 2013.
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(Expressed in thousands of Hong Kong dollars)

(b)

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

REBER -BE+_HA=+—HIEHF members and entities controlled by them. For the year ended 31
B REEZHHWAT December, the following balances were outstanding:
—EBE——-F5 ZZE-ZF
- | Group 2011 2010
BER KRB Loans and advances 4,722 204
TR Deposits 280,640 203,835
R 2 B Undrawn commitments 2,254 2,303
EiR Guarantee 502 =
FRNERRBRZ =BT Maximum aggregate amount of
loans and advances during the year 5,071 386

(i) FEEEAEMZ
RAAREEEBABRMITES - HRON
BEERZINRME14 -

(W) ST 2 w] S G Rl P i B A 2 2 5

B 45
FR O AEBKIEBHLERAAEERT
24,278,000 7T (ZZF —Z4F : 25,496,000/ 7T)
EWA  FR - AEBEESE —EEIEFIEEER

BIERERARZER  MEAERZZT——F+=
B =+—BF%4# 582,236,000 L (=2 —=F
£ 510,110,000/ 7T) - REBIMEHIEERE T —

HEZEG EERBIERBRAR - RRFAKE
196,00075 70 (ZZ — T4 : 245,000 7T) 2 5| &
WA - RZEB——F+=A=+—H " zE%8A
20,429,000/ 7T (ZZ —Z 4 : 24,714,000/
7o) °

(©)

(i)  Remuneration of key management personnel
Key management personnel of the Company are executive

directors and their remunerations are included under Note 14.

Transactions and balances with associate and jointly

controlled entity

During the year, the Group received from Bank of Chongqing, an
associate, dividend income of HK$24,278,000 (2010: HK$25,496,000).

During the year, the Group received deposits from Bank Consortium

Trust Company Limited, a jointly controlled entity and as at 31
December 2011, the balance of deposit was HK$82,236,000 (2010:
HK$10,110,000). The Group also provides credit facilities to Bank
Consortium Holding Limited, a jointly controlled entity and received
interest income of HK$196,000 (2010: HK$245,000) during the year. As
at 31 December 2011, the balance of this loan facility was
HK$20,429,000 (2010: HK$24,714,000).
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(Expressed in thousands of Hong Kong dollars)

Share-based compensation, pursuant to the Company’s Share Option
Scheme (the “DSFH Scheme”) and the Share Option Scheme of its
wholly owned subsidiary, Dah Sing Banking Group Limited (the “DSBG
Scheme”), is available to directors and senior executives of the Group.
Details of the share-based compensation paid to directors are disclosed
in Note 14.

(a) DSFH Scheme

The Company issues to certain directors and employees of its
subsidiaries share options on terms that allow the Company or its
subsidiaries to make cash payments, determined based on the intrinsic
value of each share option, to the directors or employees at the date of
exercise instead of allotting newly issued shares. DSFH has adopted
the cash settlement practice and intends to continue this practice in

respect of the existing share options issued.

The share options are granted in accordance with the terms and
conditions of the new Share Option Scheme approved by the
shareholders of the Company on 28 April 2005. The exercise prices 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 Rules
Governing the Listing of Securities on the Stock Exchange of Hong
Kong Limited (“SEHK”) 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; (ii) the average closing price of the Company’s shares
for the five trading days immediately preceding the date of grant; and
(iii) the nominal value of the Company’s shares of HK$2 each in the
capital in issue. The exercise period is between the first and sixth

anniversaries from the date of grant.

(b) DSBG Scheme

DSBG issues to certain directors and employees of its subsidiaries
share options on terms that allow DSBG or its subsidiaries to make
cash payments, determined based on intrinsic value of each share
option, to the directors or employees at the date of exercise instead of
allotting newly issued shares. DSBG has the intention to adopt this

cash settlement practice in respect of the existing share options issued.
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(Expressed in thousands of Hong Kong dollars)

(b) DSBG Scheme (Continued)

The share options are granted in accordance to the terms and
conditions of the DSBG Scheme. The exercise prices 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 Rules Governing the Listing
of Securities on the SEHK 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; (ii) the average closing price of DSBG'’s shares for the five
trading days immediately preceding the date of grant; and (iii) the
nominal value of the DSBG’s shares of HK$1 each in the capital in issue.
The exercise period is between the first and sixth anniversaries from
the date of grant.

With respect to the two option schemes described above, the Group
has recorded liabilities of HK$586,000 (2010: HK$15,412,000) in respect
of the fair value of the share options. Such fair value is determined by
using the Trinomial Option Pricing Model based on the major
assumptions set out in the following tables. The Group recorded a total
reversal of expense for the share options of HK$14,826,000 in 2011
(2010: a total reversal of expense of HK$19,556,000). The total intrinsic
value of the share options for which the grantees’ right to receive cash
had vested as of 31 Dec 2011 is nil (2010: HK$3,055,000).

The inputs into the Trinomial Option Pricing Model are as follows:

VKA HE |
DSFH Scheme
“E--F —E-%f
2011 2010
—E--f “EEtE ZTTLE “ZT0F
+ZA+=H ARAZ+tNB AAZTAB NAZTHA
R¥H Grant date 12 Dec 2011 28 Sep 2007 28 Sep 2007 25 Aug 2005
AARRTZA=1+—H Share price of the Company

ZRRE (Br) as at 31 December (HKS) 23.25 23.25 50.85 50.85
116808 (8 7T) (GE()) Exercise price (HK$) (Note (i) 40.00 59.28 59.28 49.49
TR IR (G (i) Expected volatility (Note (ii)) 48.01% 48.01% 32.09% 32.09%
£H(F) Time to maturity (years) <6 <2 <3 <1
\REBRF = (G (i) Risk free rate (Note (iii) 1.11% 0.33% 0.89% 0.33%

TR S E (F(v)

Expected dividend rate (Note (iv)) 1.66% 1.66% 1.79% 1.79%
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(Expressed in thousands of Hong Kong dollars)

AFRTEETE
DSBG Scheme
S e
2011 2010
—B--% ZETEE “EThE ZETRE

+=At+=H +A+NHE +-R=+H NAZ1+HA

R¥H Grant date 12 Dec 2011 19 Jul 2007 30 Dec 2005 25 Aug 2005
AFBRITEE Share price of DSBG

W+=A=+-H as at 31 December

IR (BT) (HK$) 6.63 13.20 13.20 13.20
1768 (B7r) () Exercise price (HK$) (Note (i) 9.25 17.18 13.79 13.86
TR R (i) Expected volatility (Note (ii)) 43.55% 35.3% 35.3% 35.3%
FH (F) Time to maturity (years) <6 <3 < <1
BRI (i) Risk free rate (Note i) 1.11% 0.82% 0.36% 0.33%
TR S (F(v)) Expected dividend rate (Note (iv)) 1.54% 1.81% 1.81% 1.81%
2 Note:
@i) R ZFHRTZRBREZITEEE AR [0) The exercise prices of share options granted prior to 2010 were adjusted

ARAFRITEER_F

R

(i) TEER 1B =

— TR HAREH

ERENFER 2 AT —FARF] (ii)

R ARFRITEBE M E AR E M o WIRR
BERRR RAFRTEBREZKE - 8BER
N RIHE 2 FHIA 2 FEEOR IR - BB R =

go
(i) mERFEAEHER BEINERSE YK i)
HE

(iv) TEHIREXRTIEBEREMA ° (iv)

for the rights issues concluded by both the Company and DSBG in 2010.

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 in the Company and DSBG as set
out above.

Risk free rate is the Hong Kong Exchange Fund Notes yield of relevant
time to maturity.

Expected dividend rates are based on historical dividends.
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(Expressed in thousands of Hong Kong dollars)

Movements in the number of share options granted and their related

weighted average exercise prices are as follows:

V8 kA | RERTREHH
DSFH Scheme DSBG Scheme
“E--F Z2-%F “E--F —2-%F
2011 2010 2011 2010
Mg Mg
RF¥UEE RYABE TRE BTIRE RYABE 1RE
A3TER mEFH AFER (Bm) AFRTRE MEFLY KFBRTEE (#7r)
ARESR k& ARRES (Fir &) ARESR k& ARRES Gik0)
RG#E (B7) Kkir &8 Weighted RG#E (B7) ki &8 Weighted
Number of Weighted Number of average  Number of Weighted Number of average
DSFH shares average DSFH shares exercise DSBG shares average DSBG shares exercise
in share exercise in share price in share exercise in share price
options price options (HKS) options price options (HKS)
granted (HK$) granted (Note (i) granted (HK$) granted (Note (i)
—R—8 At 1 January 2,455,195 50.32 2,850,000 55.25 1,090,590 14.63 1,500,000 15.77
I Adjustment for
rights issue - - 105,195 50.32 - - 40,590 14.63
BT Granted 750,000 40.00 - - 7,800,000 9.25 - -
BAM Lapsed - - (500,000 67.80 (259,665) 17.18 (100,000) 17.30
BT Exercised - - - - - - - -
REEL Expired (2,246,245) 49.49 - - (830,925) 13.84 (350,000) 17.03
+ZR=1— At 31 December 958,950 44.20 2,455,195 50.32 7,800,000 9.25 1,090,590 14.63
TZA=t- EJ {76  Exercisable at
31 December 167,160 59.28 2,371,615 50.01 - - 986,724 14.37
EEE Note:
(i) RZZE—ZFHRTZRAREZTEBERAEAR 0] The exercise prices of share options granted prior to 2010 were adjusted
AIRAKHBITEER - - F X 2 HRIED for the rights issues concluded by both the Company and DSBG in 2010.
FE o

ARARR—_BE——E+-_A=+—BFRTEZR
fEHEZ 1T BN T408 L E59.28B L (—F—=
F: ERARAEANRBEEMDIERFARE ZTHEE

N T49.4978 0 £59.287%870) © KEMEFIHFIgR
BHITEEA5.04F (ZZE—ZF : 0.83F) -

E/\\$Eli%&%?&ﬁﬂl/\ﬁﬂL%Zﬁ%ﬁﬁEﬁ

ERE R ——F+=-—A=+—HK1T
1§ZK%E$ETT7K B RARE 2 1T ER9.25/5 7T (=
T—TF  BRFERARIRITEBHRARD L
AR ZITEEN T18.798 L E17.18%7m)  RE
INEFHFIRE NITEERS.95F (2 —FF :
1.184F) °

=

RERNR T 2 ARNRARZRARKE - HERE—RRK
122 RIHE 2 I R TFERE21BT (ZE—
TFE - E)  REABRTZAHRITEEZRK
- HERBE—BRBRH 2RREzNEFEE QT
BER18TETL(ZE—TF : ) o

The Company’s share options outstanding as of 31 December 2011
have a range of exercise prices from HK$40.00 to HK$59.28 (2010: in
the range of exercise prices from HK$49.49 to HK$59.28, adjusted for
the Company’s rights issue in the year), and a weighted average
remaining contractual life of 5.04 years (2010: 0.83 years). In respect of
directors and senior executives of the Group, their applicable DSBG’s
share options outstanding as of 31 December 2011 have an exercise
price of HK$9.25 (2010: in the range of exercise prices from HK$13.79
to HK$17.18, adjusted for DSBG’s rights issue in the year), and a
weighted average remaining contractual life of 5.95 years (2010: 1.18
years).

The Company’s share options granted during the year had a weighted
average fair value of HK$6.21 per option to purchase a share (2010:
Nil). DSBG’s share options granted during the year had a weighted
average fair value of HK$1.87 per option to purchase a share (2010:
Nil).
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(Expressed in thousands of Hong Kong dollars)

On 8 February 2012, DSB issued S$225 million 10-year Subordinated
Fixed Rate Notes qualifying as supplementary capital (subject to the
provisions of the Banking (Capital) Rules of Hong Kong) which are listed
on the SGX. The Notes carry an interest rate of 4.875% per annum with
call option exercisable by DSB, and with the first call date falling on 9
February 2017. If the call option is not exercised by DSB, the Notes will
mature on 9 February 2022.
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(Expressed in thousands of Hong Kong dollars)

not form part of the audited financial statements.

(a)

The following information relates to the Group and is disclosed as part

of the accompanying information to the financial statements and does

Gross advances to customers by industry sector classified

according to the usage of loans and analysed by percentage

#r) covered by collateral
—2-—F —T-TF
+=A=+-—H +=-—A=+—H”
As at 31 Dec 2011 As at 31 Dec 2010
EXRAR EREsE
THEARRE R mIRE
ZEAHK 2B
% of gross % of gross
KEBEE  advances KEZELEH advances
Outstanding covered Outstanding covered
balance by collateral Balance by collateral
EBEBERANER Loans for use in Hong Kong
THE<E Industrial, commercial and financial
-MEER - Property development 902,519 46.2 646,018 39.2
-MERE - Property investment 14,857,643 94.6 14,418,054 94.7
- - Financial concerns 916,269 32.2 596,330 47.9
- RE&KL — Stockbrokers 31,372 52.2 116,122 62.1
-fERTEX — Wholesale and retail trade 2,020,735 97.1 1,026,092 95.1
- BUEE - Manufacturing 1,647,656 96.7 725,323 94.7
- B W B BRI - Transport and transport
equipment 4,192,698 96.7 4,173,376 96.3
- REEF - Recreational activities 302,656 - 246,262 -
- BB — Information technology 2,864 75.8 2,721 78.8
- HAl — Others 2,678,926 95.9 2,592,101 96.2
27,553,338 90.6 24,542,399 91.5
& A Individuals
-BEIEEBAHREE] - Loans for the purchase of
[FLAZEREEE R flats in Home Ownership
[HEBHEEIETF Scheme, Private Sector
= Participation Scheme and
Tenants Purchase Scheme 1,147,664 100.0 1,264,406 100.0
-BEEMEEDEER - Loans for the purchase of
other residential properties 15,935,118 99.9 15,372,119 99.9
-EHFER — Credit card advances 4,107,677 - 3,654,569 =
- Bt (5 () - Others (Note (a)) 4,413,867 28.1 3,990,957 30.5
25,604,326 71.5 24,282,051 185
EBRREFERNER Loans for use in Hong Kong 53,157,664 81.4 48,824,450 82.5
BomE G (2)) Trade finance (Note (b)) 6,851,646 46.2 4,042,434 63.4
EBBAIMERNE R Loans for use outside Hong Kong
FF(A)) (Note (c)) 22,624,723 69.0 19,882,104 72.9
82,634,033 75.1 72,748,988 78.8
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LB SR E T BHEE 5 R1E1,766,805,00078 7T
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(Expressed in thousands of Hong Kong dollars)

(a)

Note:
(@)

(c)

Gross advances to customers by industry sector classified
according to the usage of loans and analysed by percentage

covered by collateral (Continued)

To align with market practice, refinancing residential mortgage loans which
were previously included under “Individuals — Others” are now reported
under “Individuals — Loans for the purchase of other residential
properties”. Comparative figures have been restated accordingly.

Included in trade finance above are trade bills of HK$1,766,805,000 (2010:
HK$849,125,000)

Loans for use outside Hong Kong include loans extended to customers
located in Hong Kong with the finance used outside Hong Kong. Trade
financing loans not involving Hong Kong totalling HK$138,684,000 (2010:
HK$505,818,000) are classified under Loans for use outside Hong Kong.
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(Expressed in thousands of Hong Kong dollars)

covered by collateral (Continued)

Gross advances to customers by industry sector classified

according to the usage of loans and analysed by percentage

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:

Ere-Y-C]
WEREER
HBB=/A 18 Bl FE & SAT
Gross WEEE HEEE
advances  Individually  Collectively
REBEER HWEER  overdue for assessed assessed
Outstanding Impaired over impairment impairment
—E——54+-A=t—H As at 31 Dec 2011 balance loans 3 months  allowances allowances
EEBFERANER Loans for use in Hong Kong
ITEeR Industrial, commercial
and financial
-MERE - Property investment 14,857,643 - - - 7,531
& A Individuals
-BEHEMEE - Loans for the
MEER purchase of
other residential
properties 15,935,118 - 649 - 808
e
BHIREE
BBE=1A 18 BIFE RE RS
Gross B B
advances Individually Collectively
REEHER BEEF  overdue for assessed assessed
Outstanding Impaired over impairment impairment
—E-TEFZA=1—H As at 31 Dec 2010 balance loans 3 months allowances allowances
EBEBERANER Loans for use in Hong Kong
Irest Industrial, commercial
and financial
-MERE - Property investment 14,418,054 - - - 50,394
fEA Individuals
-BEHEMEE - Loans for the
MEEN purchase of
other residential
properties 15,372,119 1,520 893 104 6,460
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covered by collateral (Continued)

Gross advances to customers by industry sector classified

according to the usage of loans and analysed by percentage

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.

KEERESF
REFEEBEER HMEZEX
M 845% Recoveries of
Loans advances
EEEE written  written off in
Allowances off as previous
—E——F 2011 written back uncollectible years
EEBERNER Loans for use in Hong Kong
ITEeR Industrial, commercial and financial
-MERE - Property investment - - =
(EPN Individuals
-BEEMEEMEER - Loans for the purchase of other residential
properties - = 884
- = 884
WEBREE
REEBEER ME2IER
#3558 Recoveries of
Loans advances
ZE {5 [B] written  written off in
Allowances off as previous
—E-TF 2010 written back  uncollectible years
EEBERNER Loans for use in Hong Kong
IEeR Industrial, commercial and financial
-MERE - Property investment () = =
(EPN Individuals
-BEBEEMEENEER - Loans for the purchase of other residential
properties (60) - 427

(61)

427
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(Expressed in thousands of Hong Kong dollars)

(&) H K BEIERAT R P AR E (b) Non-bank Mainland exposures
—E-—-+-A=t+—H
As at 31 Dec 2011
EREREY
EEEER BEAEX WEEE
WY EREE ShHIEREE Individually
On-balance Off-balance assessed
sheet sheet MEXEE  impairment
REHFER Type of counterparties exposure  exposure Total allowances
BRI Mainland entities 8,610,976 1,219,140 9,830,116 42,497
R B K BE ASNA B K Companies and individuals
A - mF REER outside Mainland where the
AR B K B {5 AR credits are granted for
use in the Mainland 12,183,169 345,278 12,528,447 131,514
H 32 5 % F i H = Other counterparties
HWRTE BB RIERTT the exposures to whom are
EEFPRK considered by the Group
to be non-bank Mainland
exposures 160,624 - 160,624 -
—E-ZFF+_A=+—H
As at 31 Dec 2010
& Bl ¥ Ay
BEBBER AEBER B L
A ) EREE SNE)ERER Individually
On-balance Off-balance assessed
sheet sheet % impairment
REHEFELE Type of counterparties exposure exposure Total allowances
B AR Mainland entities 5,574,796 215,605 5,790,401 5,418
5 B K B LASNA B K Companies and individuals
BA - mFREER outside Mainland where the
A HR B K B {5 A credits are granted for
use in the Mainland 8,549,542 458,733 9,008,275 35,582
HRZHFmERR Other counterparties
WRE BBERIERTT the exposures to whom are
HEPERE considered by the Group
to be non-bank Mainland
exposures 197,026 - 197,026 -

i EERHEeRREPERAEREMET,ER

Bze® -

other balances of claims on the customers.

Note: The balances of exposures reported above include gross advances and
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il

—g——%+=-A=+-—H 31 December 2011

(Expressed in thousands of Hong Kong dollars)

(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.

18 5l 7l (& 18 B 5% 44 mEME

EFEX HEERE AEER

EFERMAE  Individually BHEFER  Individually Collectively
Gross impaired Overdue assessed assessed

advances to advances to advances to impairment impairment
customers customers customers allowances allowances

BB Hong Kong 66,944,541 194,817 200,530 140,187 129,754
H China 6,927,228 152,271 153,209 36,861 22,447
R Macau 7,585,300 19,778 23,939 10,325 38,469
Hith Others 1,176,964 5,166 5,166 2,847 3,324
82,634,033 372,032 382,844 190,220 193,994

& RIR A BRI EEE AT

BEFEX B B ZERE

BEPEREE  Individualy BHESEHK  Individually  Collectively

Gross impaired Overdue assessed assessed

advancesto  advancesto  advances to impairment impairment

—E-ZF+-_A=+—H 31 December 2010 customers customers customer allowances allowances
BB Hong Kong 61,040,284 133,302 152,686 74,416 253,777
H China 3,859,451 6,364 1,770 3,934 11,305
| Macau 6,699,625 24,422 42,352 10,326 36,068
A Others 1,149,628 5,173 11,887 2,729 2,543

72,748,988 169,261 208,695 91,405 303,693
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(Expressed in thousands of Hong Kong dollars)

percentage covered by collateral

S
2011

(d) Credit commitments and contingent liabilities analysed by

—ET-TF

2010

ZEF R
EHNLE RENEDL
Contract % covered

amount by collateral

ZHEAm
EHeE REMNB ST
Contract % covered

amount by collateral

MBERREMEEREZ
HRAME

EFEREREMEERBZ
R HE

Financial guarantees and
other credit related
contingent liabilities

Loan commitments and
other credit related

commitments

2,491,029 84.79%

54,285,718 6.69%

56,776,747 8.71%

1,298,710 34.35%
50,692,990 8.26%

51,991,700 8.79%
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(Expressed in thousands of Hong Kong dollars)

(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 and reputation risk and strategic risk.
Credit risk occurs mainly in the Group’s credit portfolios comprising
commercial, wholesale and retail lending, equipment and hire purchase

financing, and treasury and financial institutions wholesale lending.

Market risk arises mainly in Treasury and is associated principally with
the Group’s on-balance sheet positions in the trading book, and off-
balance sheet trading positions including positions taken to hedge

elements of the trading book.

Interest rate risk means the risk to the Group’s financial condition

resulting from adverse movements in interest rates.

Liquidity risk arises across the Group’s statement of financial position.

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.
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(Expressed in thousands of Hong Kong dollars)

(A) Banking Group (Continued)

Apart from the description of financial risk management disclosed in
Note 3 to the financial statements, the other risk management aspects

are disclosed below.

(i) 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:

- 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

- financial performance by analysis against approved
budgets and analysis of variations in key non-financial

measures.

The Executive Committee has been delegated the authority to
oversee and guide the management of different risks which are
more particularly managed and dealt with by Group Risk Division

and different functional committees.
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(Expressed in thousands of Hong Kong dollars)

(A) 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. Group Risk Division monitors and reports the Group risk
positions to the Board via the Risk Management and Compliance
Committee and the Executive Committee, 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. Group Risk Division reviews and approves
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, Group Risk Division takes into account the guidelines
established by the HKMA, business direction, and risk adjusted
performance of each business. Group Risk Division is also
represented on the lending or risk committees of the Group’s

operating divisions and businesses.

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 is continuing to evolve its risk management
capabilities under the aegis of the Head of Group Risk Division,
increasing the 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 the 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. The Risk
Management and Control function is part of Group Risk Division

and reports directly to the Head of Group Risk Division.
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(Expressed in thousands of Hong Kong dollars)

(A) Banking Group (Continued)

(i) Credit committees

The Credit Management Committee and Treasury Investment and
Risk Committee are the 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 Group Risk Division.

(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. Together with a well
established internal control system, operational risk in most
situations 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 operational
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. Reporting and assessment of the performance
of operational risk management are monitored by the Group Risk
Division and reported to the Group’s Risk Management and

Compliance Committee.
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(A) 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; proper staff
training and supervision; 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.

(vij)  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, review business
performance, deploy proper resources to achieve the Group’s
objectives, and authorise management to take appropriate

actions to mitigate risks.

(viii) Implementation of the Basel Il Capital Accord

The revised capital adequacy framework known as Basel Il has
come into force for all locally incorporated authorized institutions
in Hong Kong from January 2007. To implement Basel Il, the
HKMA published the final Banking (Capital) Rules and Banking
(Disclosure) Rules at the end of 2006.

Basel Il is structured around three “pillars”. Pillar 1 stipulates the
minimum capital requirements for a bank’s operational risk, in
addition to revising the “Basel |” treatment of credit risk and
market risk. Pillar 2 requires that banks should have in place
sound internal processes to assess the adequacy of their capital,
based on a thorough assessment of their risks including those
risks not covered under Pillar 1, and that supervisors should carry
out supervisory review of this process. Pillar 3 complements Pillar
1 and Pillar 2 through enhanced market transparency and market
discipline by requiring banks to make public disclosure of
information on their risk profiles, capital adequacy and risk

management.
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(A) Banking Group (Continued)
(viii)  Implementation of the Basel Il Capital Accord (Continued)

Starting January 2007, DSB and Mevas adopt 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.

(B) Insurance Group

The Groups 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.

(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.
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(B)

Insurance Group (Continued)
(i) 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,
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.
Macau Insurance Company Limited and Macau Life Insurance
Company Limited, which are insurance subsidiaries of the Group
operating in Macau, have their own policies and procedures to

comply with the relevant requirements in Macau.

(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, Dah Sing Life Assurance
Company Limited, 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.
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(C) 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)

We have audited the consolidated financial statements of Dah Sing
Financial Holdings Limited (the “Company”) and its subsidiaries
(together, the “Group”) set out on pages 63 to 251, which comprise the
consolidated and company statements of financial position as at 31
December 2011, and the consolidated income statement, the
consolidated statement of comprehensive income, the consolidated
statement of changes in equity and the consolidated statement of cash
flows for the year then ended, and a summary of significant accounting

policies and other explanatory information.

The directors of the Company are responsible for the preparation of
consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by
the Hong Kong Institute of Certified Public Accountants, 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.

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit and to report our opinion solely
to you, as a body, in accordance with section 141 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.

We conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free

from material misstatement.
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An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation of consolidated financial statements
that give a true and fair view 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 entity’s internal
control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall

presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our audit opinion.

In our opinion, the consolidated financial statements give a true and
fair view of the state of affairs of the Company and of the Group as at
31 December 2011, and of the Group’s profit and cash flows for the
year then ended in accordance with Hong Kong Financial Reporting
Standards and have been properly prepared in accordance with the

Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 21 March 2012






