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HEEBTIIR HK$ Million 2007 2008 2009 2010 2011
BRES Shareholders’ funds 9,229 8,173 10,774 13,528 14,941
BEES Subordinated notes 5,148 5,672 4,602 4,684 3,698
RPRER Deposits from customers 79,084 82,361 89,572 97,281 113,369
BETNERE Certificates of deposit issued 8,843 4,655 2,060 4,746 3,164
R Total deposits 87,927 87,016 91,632 102,027 116,533
BEEE Total liabilities (including

(REREBER) subordinated notes) 106,692 104,192 102,838 118,293 132,231
RPER Advances to customers

(BEEESZER) (including trade bills) 61,295 60,999 57,165 72,749 82,634
EESE Total assets 115,940 112,386 113,629 131,839 147,188
B R IE &R Profit attributable to shareholders 800 189 601 1,074 1,078
PEREDR Total dividend distribution 373 168 - 322 342
LB TS HK$
GREARF(FzE—)  Basic eamings per share (Note 1) 0.83 0.19 0.58 0.92 0.88
FRRE Dividends per share 0.40 0.18 - 0.27 0.28
HBA IR Percentage %
ERHFRLE Loan to deposit ratio

(MzE=) (Note 2) 69.1 69.8 62.2 70.5 69.4
MI5E Note:
— ZETHFE_TTNFCERERBIERA 1. Basic earnings per share for 2007 to 2009 have been restated to take into

RARZZE-TF+ - AR EROTE T

ER Il

- BEFEERUXRTFPENER (TREESR
) BERER (BRSRITNESRE 2X -

account the effects of the rights issue of the Company completed in

December 2010.

Loan to deposit ratio is calculated as the ratio of total advances to

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

of deposit issued).
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DAH SING BANKING GROUP LIMITED

FINANCIAL SUMMARY
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RHFBITEBARLF DAH SING BANKING GROUP LIMITED
TFE David Shou-Yeh Wong
FE Chairman
)% Bl Hon-Hing Wong (Derek Wong)
= Vice Chairman
£ E Robert Tsai-To Sze
BIHNTEE Independent non-executive Director
REE Andrew Kwan-Yuen Leung
BIHHTEE Independent non-executive Director
R B ) Seng-Lee Chan
BIIHNITEF Independent non-executive Director
RIRH Yuen-Tin Ng
B INTTEE (R-F—ZFA—HBAER) Independent non-executive Director (with effect from 1 April 2012)
IR — 2 Kazutake Kobayashi
FHITEF Non-executive Director
F1E 8 Harold Tsu-Hing Wong
EEREIPFRITHAAE Managing Director and Chief Executive
HEEX Lung-Man Chiu (John Chiu)
HITEE Executive Director
FiRZE Gary Pak-Ling Wang
HITEFE Executive Director
£ E Robert Tsai-To Sze
FE Chairman
R B ) Seng-Lee Chan
RIRH Yuen-Tin Ng
(R=ZF——FPH—HEER) (with effect from 1 April 2012)
B Robert Tsai-To Sze
E Chairman
REE Andrew Kwan-Yuen Leung
IR B ) Seng-Lee Chan
TFE David Shou-Yeh Wong

Epr il Hon-Hing Wong (Derek Wong)



AH A =

BEBETITE TR
Kemp oL =+12

E % - 2507 8866

HH : 2598 5052
IRIKEBI B E 5 - DSBAHKHH
#94F : http://www.dahsing.com
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36th Floor, Dah Sing Financial Centre
108 Gloucester Road, Hong Kong
Tel: 2507 8866

Fax: 2598 5052

S.W.LLET.: DSBAHKHH

Web Site: http://www.dahsing.com

Hoi-Lun Soo B.A. (Hons.), ACIS

PricewaterhouseCoopers
Certified Public Accountants in Hong Kong

Herbert Smith

Computershare Hong Kong Investor Services Limited
Rooms 1712-1716, 17th Floor, Hopewell Centre
183 Queen’s Road East, Hong Kong

Dah Sing Bank, Limited
Dah Sing Bank (China) Limited
Banco Comercial de Macau, S.A.

(Please see pages 248 to 252 of this annual report for respective list of

branches.)
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Mr. David Shou-Yeh Wong

Chairman

Aged 71. Appointed as the Chairman of the Company in 2004. Chairman
of Dah Sing Financial Holdings Limited (“DSFH”), 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 the Company, Vice Chairman of DSB and DSLA,
and an Executive Director of the Company’s other key operating banking

and insurance subsidiaries.

Mr. Hon-Hing Wong (Derek Wong)

Vice Chairman

Aged 59. Appointed as the Managing Director of the Company in 2004
and promoted as Vice Chairman in April 2011. Appointed as Director of
Dah Sing Financial Holdings Limited in 1993 and promoted as its
Managing Director 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 was promoted as its Managing
Director in 2000 and Vice Chairman 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 Chongqging
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. Robert Tsai-To Sze

Independent non-executive Director

Aged 71. Appointed as an Independent non-executive Director of the
Company in 2004. Also an Independent non-executive Director of Dah
Sing Financial Holdings Limited (“DSFH”), 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 DSFH, 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 DSFH, 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.

Mr. Andrew Kwan-Yuen Leung

Independent non-executive Director

Aged 61. Appointed as an Independent non-executive Director of the
Company in 2004 and of Dah Sing Bank, Limited, a key operating
subsidiary of the Company, in 2006. Currently Legislative Councillor
(Industrial First). Honorary President of Federation of Hong Kong
Industries and Textile Council of Hong Kong. Council member of the
Hong Kong Trade Development Council. Currently also an Independent
non-executive Director of China South City Holdings Limited and CN
Innovations Holdings Limited. Had been an Independent non-executive
Director of Meadville Holdings (BVI) Limited (dissolved).

Mr. Seng-Lee Chan

Independent non-executive Director

Aged 65. Appointed as an Independent non-executive Director of the
Company in August 2008 upon his retirement in June 2008 as the Chief
Executive Officer of Heidelberg China Limited. Over 40 years of
experience primarily in the Print Media Industry and with a sound

knowledge of the Asian markets, particularly in China.
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Mr. Yuen-Tin Ng

Independent non-executive Director

Aged 60. Appointed as an Independent Non-Executive Director and a
member of the Audit Committee of the Company in April 2012. Currently
also an independent non-executive director of Chinney Alliance Group
Limited, a public company listed in Hong Kong. Associate of The
Chartered Institute of Bankers (UK), Fellow and an honorary advisor of
The Hong Kong Institute of Bankers. Nearly 40 years of extensive
experience in banking and financial industry with a focus on the
corporate and institutional banking business management for the last
12 years prior to his retirement from Hang Seng Bank Limited and its

subsidiaries in 2011.

Mr. Kazutake Kobayashi

Non-executive Director

Aged 49. Appointed as a Non-executive Director of the Company in
2009. Currently Deputy General Manager of The Bank of Tokyo-
Mitsubishi UFJ, Ltd. Hong Kong Branch. Rich expertise in retail banking
and corporate banking, with over 25 years of experience in banking

and finance.

Mr. Harold Tsu-Hing Wong

Managing Director and Chief Executive

Aged 42. Appointed as an Executive Director of the Company in 2004
and promoted as the Managing Director and Chief Executive in April
2011. Joined Dah Sing Bank, Limited, a key operating subsidiary of the
Company, in 2000, appointed as an Executive Director in 2005 and as
the Vice Chairman in March 2010. Currently 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 Dah Sing Financial
Holdings Limited.
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Mr. Lung-Man Chiu (John Chiu)

Executive Director

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 the Company 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.

Mr. Gary Pak-Ling Wang

Executive Director

Aged 51. Appointed as an Executive Director of the Company in 2004.
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 Dah Sing
Financial Holdings Limited, 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 of Dah Sing Financial Holdings Limited and

Deputy Chief Executive of Dah Sing Bank

Aged 44. Joined Dah Sing Financial Holdings Limited in 1998 and
currently an Executive Director. Also a Director of 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. 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. Po-Fung So (Francesca So)

Executive Director of Dah Sing Bank

Aged 49. Joined Dah Sing Bank, Limited (“DSB”), a key operating
subsidiary of the Company in 1993. Appointed as an Executive Director
in October 2011. Currently also the Chief Executive and an Executive
Director of MEVAS Bank Limited, Director of Dah Sing Securities
Limited. Group Head of Operations of DSB. Fellow of The Association
of Chartered Certified Accountants of the U.K. and the Hong Kong

Institute of Certified Public Accountants.

Ms. Lin-Ying Chan (Kandy Chan)
Director and Chief Executive of Dah Sing Bank (China) Limited

Aged 53. Joined and appointed as a Director and the Chief Executive
of Dah Sing Bank (China) Limited, a key operating subsidiary of the
Company, in 2011, responsible for the banking development, and
branch supervision and management in the Mainland China. Over 25

years of banking experience in China.
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Mr. Eddie Shing-Tat Lau

Head of Commercial Banking Division of Dah Sing Bank

Aged 49. Joined Dah Sing Bank, a key operating subsidiary of the
Company, in 1992 and has assumed various management positions in
the Commercial Banking business before promoted as a General
Manager in 2008 and the Head of Commercial Banking Division in 2012,
responsible for overseeing and supervising commercial banking

business. Over 20 years of experience in commercial banking.

Ms. Phoebe Mei-Chun Wong
Head of Retail Banking Division of Dah Sing Bank

Aged 45. Joined Dah Sing Bank, a key operating subsidiary of the
Company, as the Head of Retail Banking business in February 2012,
responsible for the development and management of overall retail
banking, bancassurance, retail brokerage and wealth management.
Over 23 years of experience in retail and personal banking business
with other banks operating in Hong Kong, including Standard Chartered

Bank and Citic Bank International.

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.

BR-Z-ZFE  BEERUERTAE
#4)18,400 B - R —_T——F T ¥FMR
RSN EE -

Relative to 2010 year end, Hang Seng Index
dropped to close at around 18,400 points,
reflecting the more difficult conditions in the
second half of 2011.

3 B AN ABORE + T RBRE AL -
AHRTEE  GROKAHE LR 2 A%E
BEEWE o BAAEEENY RYORH
R AREFRERANAZE -

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 as we grew our business. Despite the
overall difficult conditions experienced
during the year, we were able to report a
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 RMB related business in Hong
Kong. 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 BANKING GROUP LIMITED

CHAIRMAN’S STATEMENT
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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 Chongqging (“BOCQ”) performed well again during the
year, with an increase in contribution of attributable profit by 42%
to HK$353 million.

REERTT (FED) BMHTT
RIB——FK% -

Dah Sing Bank (China)
Guangzhou Branch
opened for business

in 2011.

BARRRAE

REBESHERERFTFREERLBEEIRLR
REBERITEBZOERER - SEEEINAER
BLEATRREER BH_TETLFFREHZ
N —RAZ_E——FFREDZTEHE -
REBFRELER®R(C 2N EARETRIGH B
BRZE—=FREBHET EBERERN
BEARGIEIEEE LA ARNEEBEBELAM
E—LEE -

HHE

BE-ZE——FHA—HE ZFELEERTT
REZRTRFARTESELERITRER
B - BERBERARRATESRRL - XA
B FHBEELEZELSARRHEESEL
BRITBER o

Capital and Regulation

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 Ill capital regime, which is to be introduced
in Hong Kong in 2013, and to position us for further growth in our
businesses.

Board of Directors

With effect from 1 April 2011, Mr. Hon-Hing Wong (Derek Wong)
was promoted as the Vice Chairman of the Board and vacated from
his office as the Managing Director and Chief Executive while
remaining as an Executive Director of the Company. On the same
day, Mr. Harold Tsu-Hing Wong was appointed as the new Managing
Director and Chief Executive of the Company.

ANNUAL REPORT 2011
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After long service with the Dah Sing Group of companies, Messrs.
John William Simpson and David Richard Hinde retired from their
office as an Independent Non-Executive Director of the Company
with effect from 27 May 2011. On the same day, Mr. Frederic Suet-
Chiu Lau also resigned as a Non-Executive Director after retiring
from various operating subsidiaries of the Group at the beginning
of 2011.

The Board of the Company expresses its appreciation to Messrs.
John Simpson, David Hinde and Frederic Lau for their invaluable
contributions to the Company during their tenure of service.

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 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), 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 35 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.



X5 OE

AEEEEMBRIIREMIIN TR

summarised in the table below:

The highlights of the Group’s financial performance for the year are

—E2——F —E-ZF &
2011 2010 Variance
FEE Net interest margin 1.41% 1.68%
BEATT HK$ Million
MBRRE R B Operating profit before
pa Sy impairment losses 978.3 1,147.3 -14.7%
MR REEER Operating profit after
2258 ) impairment losses 797.2 1,049.5 -24.0%
B 5% A1 A Profit before taxation 1,227.1 1,267.6 -3.2%
FZ i A Profit for the year 1,077.6 1,074.0 +0.3%
1% 51 P {1k 5 ) Profit attributable to shareholders 1,078.3 1,074.1 +0.4%
EFEXR Advances to customers 82,634 72,749 +13.6%
EPFEX Customers’ deposits 113,369 97,281 +16.5%
BT RE Certificates of deposit issued 3,164 4,746 -33.3%
BFREF Total deposits 116,533 102,027 +14.2%
BEETHERES Issued debt securities 2,718 1,943 +39.9%
BRIBER Subordinated notes 3,698 4,684 -21.1%
BESG Total assets 147,188 131,839 +11.6%
BEEF Total liabilities 132,231 118,293 +11.8%
RRE & Shareholders’ funds 14,941 13,528 +10.4%
TR BURA S E B A Net interest income/operating
income 76.6% 80.6%
B S YA L & Cost to income ratio 61.0% 52.7%
15 488 = O 5 Return on average total assets 0.8% 0.9%
T REE & Bl Return on average shareholders’ funds  7.6% 8.8%
BERTREESER) Loan (excluding trade bills)
HiEHR (BIEDET to deposit (including certificates
BI1F KB L& of deposit issued) ratio 69.4% 70.5%

EH —F - FERERKNEERE - LERX
FETHFNEERNE - NEEDEGER
FFEMIER - RREEENETESTETN

BEBT-

attributable to shareholders reaching HK$1,078 million.

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 our net profit, with profit
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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
and bancassurance businesses. 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.

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 Group. The higher cost
base was driven by higher staff expenses, advertising and
promotion, and premises depreciation costs. 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%.
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As at 31 December 2011, our 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.

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$147.2 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.

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.
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Personal Banking (Continued)

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.

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.
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Personal Banking (Continued)

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.

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.
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Commercial Banking (Continued)

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.

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.
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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.

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.
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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.

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.
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Bank of Chongging

Bank of Chongging (“BOCQ”) is the leading city commercial bank
in Chongging. Chongging 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.

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.

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.
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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
(Capital) Rules.

The Group’s banking business maintained relatively healthy capital
adequacy ratios in 2011 and 2010. The HK$1 billion new equity
capital raised by the Company pursuant to the rights issues
completed in December 2010, supported by a corresponding
HK$1.2 billion rights issue of the Company’s parent company Dah
Sing Financial Holdings Limited, was fully injected by the Company
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 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.
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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.

The Group 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.

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 2,031 at the end of 2010 to 2,193
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, one non-executive
director, and four independent non-executive directors. Brief

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

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

Robert Tsai-To Sze 5/6 83%

John William Simpson 1/2 50%
(retired with effect from 27 May 2011)

David Richard Hinde 2/2 100%
(retired with effect from 27 May 2011)

Andrew Kwan-Yuen Leung 3/6 50%

Seng-Lee Chan 4/6 67%

*Lon Dounn 5/6 83%

Non-executive Directors

Kazutake Kobayashi 4/6 67%

Frederic Suet-Chiu Lau 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%
Gary Pak-Ling Wang 6/6 100%
Lung-Man Chiu (John Chiu) 6/6 100%
Harold Tsu-Hing Wong 6/6 100%
Average attendance rate 85%

* Lon Dounn resigned with effect from 1 April 2012.

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. Harold Tsu-Hing 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 one non-executive director and four 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.

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%
John William Simpson (retired on 27 May 2011) 11 100%
David Richard Hinde (retired on 27 May 2011) 11 100%
Andrew Kwan-Yuen Leung 3/3 100%
Seng-Lee Chan (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 100%

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

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.
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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 10 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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As at 31 December 2011, the members of the Committee are Messrs.
Robert Tsai-To Sze (Chairman), Seng-Lee Chan and Mr. Lon Dounn. All
of the members of the Committee are independent non-executive
directors with 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%
John William Simpson (retired on 27 May 2011) 11 100%
David Richard Hinde (retired on 27 May 2011) 11 100%
Seng-Lee Chan (appointed on 31 May 2011) 2/2 100%
*Lon Dounn (appointed on 31 May 2011) 2/2 100%
Average attendance rate 100%

*  Lon Dounn resigned with effect from 1 April 2012 and Yuen-Tin Ng was
appointed to fill the vacancy as a new member of the Audit Committee.

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.

o 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 Banking Group Limited (the
“Company”) is banking investment holding. The principal activities of
the subsidiaries are shown in Note 32 to the financial statements. An
analysis of the performance of the Company and its subsidiaries (the
“Group”) for the reporting period by business and geographical

segments are set out in Note 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 55.

The Directors declared an interim dividend of HK$0.08 per share and a
total of HK$97,834,780 in cash was paid on 21 September 2011.

The Directors recommend the payment of a final dividend of HK$0.20
per shares 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 45 to the financial statements.

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

the year are set out in Note 46 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 34 to the financial statements.
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The Directors during the year and up to the date of this report are:

David Shou-Yeh Wong
Chairman

Hon-Hing Wong (Derek Wong)
(promoted as Vice Chairman with effect from 1 April 2011)

* Robert Tsai-To Sze

* Andrew Kwan-Yuen Leung

* Seng-Lee Chan

* Lon Dounn

Kazutake Kobayashi

Harold Tsu-Hing Wong

(promoted as Managing Director and Chief Executive with effect from

1 April 2011)
Lung-Man Chiu (John Chiu)
Gary Pak-Ling Wang
Frederic Suet-Chiu Lau
(re-designated as Non-Executive Director with effect from

1 January 2011 and retired with effect from 27 May 2011)

* John William Simpson
(retired with effect from 27 May 2011)

* David Richard Hinde
(retired with effect from 27 May 2011)

* Independent non-executive Directors
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In accordance with Articles 105 and 106 of the Company’s Articles of
Association, one-third (or the number nearest to and not less than
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 Articles 105 and 106 are, however, eligible 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.

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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Interests in shares of the Company and associated

corporation

i

HEBCDET

RAFD L

Percentage

of share

BHEE interest

Number of shares in the

BARER EEER HiEsR AR relevant

Personal Corporate Other Total  share capital

2 Director Interests Interests Interests Interests in issue
BEXAQATEREBIER Number of ordinary shares of
ZRERR G HK$1 each in the Company

TFE David Shou-Yeh Wong - 906,586,087? - 906,586,087 7413
BEEANEREEERAR Number of ordinary shares of

SREE2BTEBRER HK$2 each in Dah Sing

Financial Holdings Limited

IF% David Shou-Yeh Wong - 8,758,914 109,742,185% 118,501,099 40.47

HEREX Lung-Man Chiu (John Chiu) 43,698 - - 43,698 0.01

Gl Notes:

(1) EBEFZEEERDEHEBEE=S22—ALE (1) The corporate interest is in respect of shares held by a company in which
mARFRBZR’MD - the director has an interest of one third or more.

@ RZE——F+ZA=t+—RHz=HA EETF (2)  Such shares in the Company represent the corporate interest of David
¥EERERTeREEERAT ([KHFER) Shou-Yeh Wong under Part XV of the SFO by virtue of his beneficial
118,501,099 B I D B & s « (GHME & interest in 118,501,099 ordinary shares of Dah Sing Financial Holdings
1THRZR40.47% - A IEE 5 K HE & F] EXVED Limited (“DSFH”), representing 40.47% of its entire share capital currently
WEBRBEEERBEARARG 2 EE#ER - in issue as at 31 December 2011 being the record date.

B) WMEXHSRBRMOIIEAEITERERBEHKEFR (3)  Such shares in DSFH are indirectly held by HSBC International Trustee

BT 2 2 RIETEZEAELRBELERA

AEEEE -

David Shou-Yeh Wong and his family members.

Limited, a trustee of a discretionary trust established for the benefit of
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Interests in options under share option schemes of the
Company and associated corporation

i) Share option scheme of the Company

The Share Option Scheme (“DSBG Option Scheme”) of the
Company was initially approved by Dah Sing Financial Holdings
Limited (“DSFH?”), being the sole shareholder of the Company, on
12 June 2004. With the approval of the SEHK, the terms of the
DSBG Option Scheme as disclosed in the Company’s initial public
offering prospectus remained valid after its public listing in 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 the Company as at 31
December 2011.

(4) 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.
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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)

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 DSBG 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 DSBG Option Scheme shall be exercisable within one

year from the date of grant.

Amount payable on application or acceptance of the option
and the period within which payments or calls must or may

be made or loans for such purpose must be repaid:

The amount payable on acceptance of an option is HK$1
and must be made within 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; (i) 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 (iii) the
nominal value of the shares of HK$1 each in the capital of

the Company.
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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)

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.

Pursuant to DSBG Option Scheme, certain Directors of the

Company and its major operating subsidiaries were granted

options under DSBG Option Scheme. Details of the movements

during the year ended, and the status as at, 31 December 2011

of the Company’s outstanding share options which have been

granted under the DSBG Option Scheme are as follows:

AREREZEAIRAYA
Number of the Company’s shares in the options
RZ%--% Rz%--%
-A-B ZE--%f® ZE--fRf tZAZt-H L
] R 3 ] e Exercise period
Held at Granted Lapsed Heldat  Exercise RTAH i B
ERA Grantee 11/2011  during 2011  during 2011 31112/2011 price  Grant date From To
Br o (B/AE)  (BIRE)  (BIAE)
HKS (d/mAy) (d/mAy) (d/my)
EZ Directors

L Frederic Suet-Chiu Lau® 259,665 - 259,665 - 13867 25/8/2005  25/8/2006  25/8/2011
TRE Gary Pak-Ling Wang - 2,600,000 - 2,600,000 925 121122011 1211202012 1211202017
THE Harold Tsu-Hing Wong - 2,800,000 - 2,800,000 925 121122011 121122012 12/12/2017
Easgo Aggregate of employees® 311,595 - 311,595 - 13867 25/8/2005  25/8/2006  25/8/2011
259,665 - 259,665 - 13790 30/12/2005  30/12/2006  30/12/2011
259,665 - 259,665 - 17187 19/07/2007  19/07/2008  19/07/2013
- 2,400,000 - 2,400,000 925 1211202011 1271272012 12/12/2017
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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)

Notes:

1) 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 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 23 December 2010.

) Options to subscribe 259,665 DSBG shares were lapsed during
the year due to the resignation of an individual director of the
Company prior to the natural expiry of the exercise period with
respect to the share options granted to him.

(3) 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 certain eligible
employees, who are directors, senior executives or officers 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.
Options to subscribe a total of 363,530 DSBG shares were lapsed
during the year due to the resignation of two individual grantees
prior to the natural expiry of the exercise period with respect to the
share options granted to them.

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

(5) No share options under DSBG Option Scheme were granted to the

Company’s or the Group’s suppliers of goods or services.

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

(7) 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 50 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 Financial Holdings

Limited, the holding company of the Company

The shareholders of DSFH approved to adopt 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, DSFH

group of companies.
(2) Participants of DSFH Option Scheme:

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

(8) 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 DSFH as at 31 December
2011.

(4) 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 the DSFH Option Scheme and

the Listing Rules as amended from time to time.
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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 Financial Holdings

Limited, the holding company of the Company (Continued)

Period within which the shares must be taken up under an

option:

The exercise period is determined by the Nomination and
Remuneration Committee on behalf of the Board of DSFH,
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 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 DSFH, 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.

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 DSFH 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 DSFH shares traded on the SEHK on the
date of grant; (ii) the average closing prices of the DSFH
shares traded on the SEHK for the five trading days
immediately preceding the date of grant; and (iii) the
nominal value of the shares of HK$2 each in the capital of
DSFH.



&) AEA ) BB A B B IR A 2 b) Interests in options under share option schemes of the
() Company and associated corporation (Continued)
i)  AREZERRFAX 2 EERGR i) Share option scheme of Dah Sing Financial Holdings
DALz RIRKEET B () Limited, the holding company of the Company (Continued)
(9) KRFTEELRBARMEL B R A B - (9) Remaining life of DSFH Option Scheme:
AFemRRETSHR -SSR FN DSFH Option Scheme shall be valid and effective for a
A+ NBRHTERNER  £2=F period of 10 years commencing from 28 April 2005 and
—AFOAZ+EREM expiring at the close of 27 April 2015.
BIBAFSRRBETE - KFEm&E Pursuant to DSFH Option Scheme, certain directors of the
TERENBATINE TEFER TRR Company and its major operating subsidiaries were granted
o ERFERMRBRETE TIARITEZ options under DSFH Option Scheme. Details of the movements
REBAMSBRMHDENSR L= ——F during the year ended, and the status as at, 31 December 2011
TZA=+T—HBHLEFEAZEHEEFE of the DSFH’s outstanding share options which have been
FREBIZFHBOT granted under the DSFH Option Scheme are as follows:
AREEEZAHLRRALE
Number of DSFH shares in the options
RZB--% RZg--%
-A-B ZE--f® ZB--%Rk tZAZt-H il
] R 3 bE:] TR Exercise period
Held at Granted Lapsed Heldat  Exercise R¥EH ] Z
ARA Grantee 11/2011  during 2011  during 2011 31112/2011 price  Grant date From To

Ern o (RIAIE)  (BIAE)  (RIRE)
HKS (DIMAY) (DY) (DY)

g% Directors
F3:d] Hon-Hing Wong (Derek Wong) 1,044,770 - 104770 - 49490 25/8005 2582006 25/8/2011
IhE Gary Pak-Ling Wang 417,905 - 417,905 - 49.490  25/8/2005 25/8/2006 25/8/2011
ik Harold Hsu-Hing Wong 261,190 - 261,190 - 49497 25/8/2005 25/8/2006 25/8/2011
104,475 - - 104,475 50.28"  28/9/2007 28/9/2008 28/9/2013
- 250,000 - 250,000 40.00 12122011 1211272012 12/12/2017
Easge Aggregate of employee® 261,190 - 261,190 - 49.490  25/8/2005 25/8/2006 25/8/2011

104,475 - - 104,475 50280 28/9/2007  28/9/2008  28/9/2013
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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 Financial Holdings

Limited, the holding company of the Company (Continued)

Notes:

(1) 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 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 DSFH 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 DSFH on 16
December 2010.

2) Set out under this sub-paragraph are particulars of movements
during the year ended 31 December 2011 of DSFH’s outstanding
share options which were granted to an eligible employee of the
Company’s major operating subsidiaries, who is a director of DSFH,
and is working under employment contract that is regarded as
“continuous contracts” for the purpose of the Employment
Ordinance of Hong Kong.

(3) None of the grantees under DSFH Option Scheme were granted
share options exceeding respective individual limits.

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

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

6) 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 50 to the financial
statements.

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.
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Apart from the above, at no time during the year was the Company, its
subsidiaries or its holding company 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, its subsidiaries or its holding company was
a party and in which a Director of the Company had a material interest,
whether directly or indirectly, subsisted at the end of the year or at any

time during the year.

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 should have or 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

TERTMEE - of the Company.
REH AR TELR
wECEOL
Percentage of
iR E R  interest in the total
B=R 514 Number of share capital of
Shareholder Capacity shares held the Company
FTHEREE AHBHEEATEEERM
WRIER AR
Christine Yen Wong Deemed interest by virtue of her 906,586,087" 7413
spouse having a notifiable interest
RFEMEREFR DA BEEE
Dah Sing Financial Holdings Limited Beneficial interest 906,586,087 7413
i 8 B EFE AR A A EEER
HSBC International Trustee Limited Corporate interest 906,586,087@ 7413
Aberdeen Asset Management Plc wE KR
RERPREZHEHE
Aberdeen Asset Management Plc and Investment manager 74,039,803 6.05

its associates on behalf of

accounts under mandates
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Notes:

(1) Such shares represented the deemed interest of Christine Yen Wong by
virtue of her spouse, David Shou-Yeh Wong being a substantial
shareholder of DSFH which held a controlling corporate interest in the
relevant share capital of the Company. Christine Yen Wong is taken to
have a duty of disclosure in respect of her deemed interest in the
Company. This interest comprised the same interest of David Shou-Yeh
Wong under the heading of “Interests of Directors and Chief Executive”

shown above.

(2) Such shares mainly comprised the corporate interest of DSFH in the
Company indirectly held by HSBC International Trustee Limited
(“HSBCIT”) in trust for a discretionary trust established for the benefit of
David Shou-Yeh Wong and his family members. HSBCIT is taken to have
a duty of disclosure in relation to the relevant shares of the Company held
through its controlled companies. Related shares have been included in
the “Corporate interests” of David Shou-Yeh Wong as disclosed under
the heading of “Interests of Directors and Chief Executive” above.

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$100,653,000 (2010: HK$93,879,000).

Details of transactions with related parties of the Group for the year
ended 31 December 2011 have been set out in Note 49 to the financial
statements.
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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
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For the year ended 31 December 2011
(Expressed in thousands of Hong Kong dollars)

iz —ZT——% Z—ZT—TF
Note 2011 2010
LB A Interest income 3,312,848 2,755,816
FEXZH Interest expense (1,393,614) (800,284)
BRI 2 WA Net interest income 6 1,919,234 1,955,532
AR & AU A Fee and commission income 633,326 556,589
RS E RAeZH Fee and commission expense (216,630) (169,117)
FREBRASWA Net fee and commission income 7 416,696 387,472
FEERA Net trading income 8 132,004 49,782
Hiheg s A Other operating income 9 37,466 32,890
EERA Operating income 2,505,400 2,425,676
BEY W Operating expenses 10 (1,527,126)  (1,278,418)
BRI {EL 85 98 A 2 & B i R Operating profit before impairment losses 978,274 1,147,258
EFRERBERAEMEERE Loan impairment losses and other credit
provisions 13 (181,082) (97,787)
NBRBEEEZ 2EEER Operating profit after impairment losses 797,192 1,049,471
HETEMEMETEEE R Net loss on disposal and revaluation of
TEEMZFEE premises and other fixed assets 14 (1,179) (100)
HEREMEREQNFEFRE Y Net gain on disposal of and fair value
F W e adjustment on investment properties 15 93,159 77,270
HEREESHIAZ Net loss on disposal and repurchase of
FET1E financial instruments 16 (28,175) (116,115)
JEIREE N R Z S Share of results of an associate 353,404 249,001
FE(R HRAEGHIE g 2 E5A Share of results of jointly controlled entities 12,687 8,029
R B Al 0% R Profit before income tax 1,227,088 1,267,556
IS H Income tax expense 17 (149,522) (193,534)
FE®RF Profit for the year 1,077,566 1,074,022
DECIAT Attributable to:
VR 22 Il #E AR R Non-controlling interests (734) (88)
ZAN/NGI g5 Shareholders of the Company 18 1,078,300 1,074,110
FEBER Profit for the year 1,077,566 1,074,022
BE Dividends
BRI E Interim dividend paid 19 97,835 77,823
R R B AR B Proposed final dividend 19 244,587 244,587
342,422 322,410
BREF Earnings per share
E- N Basic 20 HK$0.88 HK$0.92
B Diluted 20 HK$0.88 HK$0.92
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financial statements.

The notes on pages 62 to 219 are an integral part of these consolidated
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For the year ended 31 December 2011

(Expressed in thousands of Hong Kong dollars)

—E-—F =—Z-=F
2011 2010
FEER Profit for the year 1,077,566 1,074,022
FEHMEZEKE Other comprehensive income for the year
BHKE Investments in securities
YN F e /NS S =B Fair value gains recognised in equity 9,135 226,777
AFE () BERERE Fair value (gain)/loss realised and transferred to
HEEWRER income statement upon:
—HEAHEHERS — Disposal of available-for-sale securities (7,847) (3,468)
—HERTREAHEE — Disposal of held-to-maturity securities
HARERSBEEREE and investments in securities included
HESRBEEERKLE in the loans and receivables category
WHRIEER R 2 BHIRE which were previously reclassified from
the available-for-sale category 36,054 120,803
KESGHFHEEESMER (EEH) Deferred income tax assets recognised/(released)
ZIEEBIAEE on movements in investment revaluation reserve 15,324 (71,642)
52,666 272,470
TE Premises
RS 2 AT ENE Fair value gains recognised in equity 528,319 436,341
TEAFEREZ R Deferred income tax liabilities recognised
HEMBERZELEHIEBEEE on fair value gains and disposal of premises (23,149) (24,517)
505,170 411,824
REFIMEB IS IREN Exchange differences arising on translation of
MEHER the financial statements of foreign entities 118,946 73,738
MkFIER 2 FEHM Other comprehensive income for the year,
ZHEME net of tax 676,782 758,032
NBRBERZFE Total comprehensive income for the year,
EHWSRBRE net of tax 1,754,348 1,832,054
DECIAT Attributable to:
R PRI RE IR R Non-controlling interests (689) (24)
ZIN/NEST | Shareholders of the Company 1,755,037 1,832,078
NBRBERZFE Total comprehensive income for the year,
2HKRREE net of tax 1,754,348 1,832,054

FR2EEFN9AZMENAGE P BEHRER 2 —

#B o

financial statements.

The notes on pages 62 to 219 are an integral part of these consolidated
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As at 31 December 2011
(Expressed in thousands of Hong Kong dollars)

e —=T——F Z—ZZ—ZF
Note 2011 2010
BE ASSETS
W& RIERITH A Cash and balances with banks 21 11,904,817 8,741,123
FERIT—ZE=+ =B AR B FER Placements with banks maturing between
one and twelve months 22 5,164,914 3,249,320
HIEEEABRNE Trading securities 23 5,406,176 5,362,955
BEENRAFEEBAEE Financial assets designated at fair value
AABENEREE through profit or loss 23 8,776 1,377
PTESRTAE Derivative financial instruments 24 639,631 624,214
SHEEFRREMEEB Advances and other accounts 25 91,760,160 82,095,288
A & F % Available-for-sale securities 27 17,286,806 17,225,662
—r?;@]ﬁ;ﬁ Held-to-maturity securities 28 8,171,987 8,876,572
é‘ﬁ ENRIEE Investment in an associate 30 1,961,365 1,558,791
HEEHIEERE Investments in jointly controlled entities 31 68,650 60,248
Fﬁ% Goodwill 33 811,690 811,690
BREE Intangible assets 33 73,883 88,436
TEREMEEEE Premises and other fixed assets 34 3,166,932 2,418,339
REME Investment properties 35 748,893 718,913
BERTR 1R & Current income tax assets 4,372 342
BEMIEEE Deferred income tax assets 42 8,896 5,406
BEESE Total assets 147,187,948 131,838,676
=R LIABILITIES
RITTER Deposits from banks 2,384,503 1,523,547
PTESRMTAE Derivative financial instruments 24 1,541,553 1,285,385
HIEEER®ENEE Trading liabilities 37 3,045,202 4,700,893
BEPER Deposits from customers 38 113,369,268 97,280,942
B BEITHFRE Certificates of deposit issued 39 3,164,067 4,746,054
ERITHELES Issued debt securities 40 2,718,320 1,943,342
‘EES Subordinated notes 41 3,697,610 4,684,364
HiiRE kER Other accounts and accruals 2,189,983 1,962,850
EVEARI I & (& Current income tax liabilities 27,156 87,606
BERIEAE Deferred income tax liabilities 42 93,689 77,744
BEEE Total liabilities 132,231,351 118,292,727
s EQUITY
V8 12 | 7 AR PR Non-controlling interests 15,504 17,471
AATRREGER Equity attributable to the Company’s
shareholders
A& A Share capital 45 1,222,935 1,222,935
7t Reserves 46 13,473,571 12,060,956
R R B AR B Proposed final dividend 46 244,587 244,587
BERES Shareholders’ funds 14,941,093 13,528,478
EEEE Total equity 14,956,597 13,545,949
EaRkBAEER Total equity and liabilities 147,187,948 131,838,676
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March 2012.

David Shou-Yeh Wong
Director

financial statements

Managing Director

Approved and authorised for issue by the Board of Directors on 21

Harold Tsu-Hing Wong

The notes on pages 62 to 219 are an integral part of these consolidated
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As at 31 December 2011
(Expressed in thousands of Hong Kong dollars)

Note 2011 2010
M ARRE Investments in subsidiaries 32 5,504,401 4,551,074
MBNE E Current assets
R RIERITH LA Cash and balances with banks 21 11,097 1,016,010
FEUER R H At AR B Accounts receivable and other accounts 51,251 449
62,348 1,016,459
e B fE Current liabilities
THIRER REMERE Accrued expenses and other accounts 1,978 9,536
FRBEE Net current assets 60,370 1,006,923
5,564,771 5,557,997
s EQUITY
f& 2 Share capital 45 1,222,935 1,222,935
o Reserves 46 4,097,249 4,090,475
FER AR AARR 2 Proposed final dividend 46 244,587 244,587
EmEE Total equity 5,564,771 5,557,997
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Approved and authorised for issue by the Board of Directors on 21
March 2012.

David Shou-Yeh Wong Harold Tsu-Hing Wong

Director Managing Director

The notes on pages 62 to 219 are an integral part of these consolidated

financial statements.
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For the year ended 31 December 2011

(Expressed in thousands of Hong Kong dollars)

FARRREGES
Attributable to the shareholders of the Company
RIEHIE
T
RE  ROEE HitEE REERA Non- EHA&G
Share Share Other  Retained controlling Total
capital premium reserves earnings interests equity
—B-—-F-F-A#&H Balance at 1 January 2011 1,222,935 4,241,183 1,059,559 7,004,801 17,471 13,545,949
FEZANGEE Total comprehensive income
for the year - - 676,737 1,078,300 (689) 1,754,348
ROENEMBBTEELR Premises revaluation reserve
BEERERA transferred to retained earnings
for depreciation of premises = = (24,945) 24,945 - -
it 22 ml ) E R P Dividend paid to non-controlling
RERERS interests of a subsidiary - - - - (1,278) (1,278)
“E-TERAKE 2010 final dividend - - - (244,587) - (244,587)
—T——FhHkE 2011 interim dividend - - - (97,835 - (97,835)
“E--5+-A=t+-A£R Balance at 31 December 2011 1,222,935 4,241,183 1,711,351 7,765,624 15,504 14,956,597

BE+-A=+—HLEE

Year ended 31 December

—E——F —ZT—ITF
2011 2010

BENMREBAFA Proposed final dividend
2R R AR B included in retained earnings 244,587 244,587
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For the year ended 31 December 2011 (Continued)

(Expressed in thousands of Hong Kong dollars)

FARRREGES
Attributable to the shareholders of the Company
RIEHIE
RE
REx  ROEE HtfEE KERA Non- EHA&G
Share Share Other  Retained controlling Total
capital premium reserves earnings interests equity
“T-Z5-A-BE# Balance at 1 January 2010 1,111,759 3,351,776 337,763 5,972,342 17,495 10,791,135
FERENRAHE Total comprehensive income for the year - - 757,968 1,074,110 (24) 1,832,054
FTERRARA (B Mk Issue of ordinary shares (net of
FIRMER) share issue expenses) 111,176 889,407 = = - 1,000,583
TEERREALE Premises revaluation reserve realised
TEMER on disposal of premises - - (19676) 19,676 - -
TENEMBBRTEER Premises revaluation reserve transferred
BEERERA to retained earnings for depreciation
of premises - - (16,496) 16,496 - -
—Z-ZERHKRE 2010 interim dividend - - - (77,829 - (77,829
“E-SE+ZA=+-RER Balance at 31 December 2010 1,222,935 4,241,183 1,059,559 7,004,801 17,471 13,545,949

F62E EFE2198 2 MizETHA
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financial statements.

The notes on pages 62 to 219 are an integral part of these consolidated



= A, he i —1 =1
GEHEREHER
E— T ——F+_A=1+—HILFE For the year ended 31 December 2011
(ABEEF ThIFR) (Expressed in thousands of Hong Kong dollars)
Mizx =—=T——§ —T—TF
Note 2011 2010
RETH2HRERE Cash flows from operating activities
LESEERA S (FTH) B e F58 Net cash from/(used in) operating activities 47(a) 6,265,984 (7,578,321)
RETBZ2HERE Cash flows from investing activities
BETE REMER Purchase of premises, investment
HthEEEE properties and other fixed assets (326,699) (373,678)
LETE - BEWHE Proceeds from disposal of premises,
K E M B TE & 2 FTiS 5RE investment properties and other
fixed assets 26,866 245,253
REESHMABEFRE Net cash used in investing activities (299,833) (128,425)
METBHZ2HRERE Cash flows from financing activities
BIIENRE Certificates of deposit issued 2,276,535 3,491,300
fB 17 R Certificates of deposit redeemed (3,875,186) (792,000)
EREBEER Repayment of subordinated notes (1,166,595)  (1,165,382)
BITRERY Issue of subordinated notes = 1,748,565
Bl EER Repurchase of subordinated notes - (504,737)
SNEBITRERERER Interest paid on subordinated notes
BEZHE and debt securities issued (254,149) (197,274)
BITEBES Issue of debt securities 777,000 1,938,720
Ik 35 58 AR AR S Dividends paid on ordinary shares (342,422) (77,823)
BT ERRRG Issue of ordinary shares - 1,000,583
Bt 188 & ] 1) L8 4% il #EE AR B Dividend paid to non-controlling interests
MY s\ of a subsidiary (1,278) =
BMEEE (A mARSFHE Net cash (used in)/from financing activities (2,586,095) 5,441,952
BEREFRESEEE M, (R Net increase/(decrease) in cash
FH and cash equivalents 3,380,056 (2,264,794)
FYReRERRELIER Cash and cash equivalents at beginning
of the year 11,478,891 13,628,778
EXBE ¥ E Effect of foreign exchange rate charges 152,097 114,907
FRESREREL£IER Cash and cash equivalents at end
of the year 47(b) 15,011,044 11,478,891
2T ARG M B RR 2 — The notes on pages 62 to 219 are an integral part of these consolidated
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AN financial statements.
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(Expressed in thousands of Hong Kong dollars)

Dah Sing Banking Group Limited (the “Company”) and its subsidiaries
(together the “Group”) provide banking, 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.

The holding company is Dah Sing Financial Holdings Limited, a listed

company in 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; (ii)
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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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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2.2

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.

Consolidation

The consolidated financial statements include the financial statements

of the Company and all its subsidiaries made up to 31 December.
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2.2

Consolidation (Continued)
(@)  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 half 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.

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.
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2.2

Consolidation (Continued)
(@)  Subsidiaries (Continued)

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.

(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 an associate includes goodwill (net of any

accumulated impairment loss) identified on acquisition.
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2.2 Consolidation (Continued)

(c)  Associates (Continued)

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

obligations or made payments on behalf of the associates.

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.

(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.
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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.

2.4 Fee and commission income and expense

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

rateably over the period the service is provided.

2.5 Dividend income

Dividends are recognised in the income statement when the Group’s

right to receive payment is established.
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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.

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

(i)  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”.
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2.6 Financial assets (Continued)
2.6.1 Classification (Continued)
(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.

(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.
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2.6 Financial assets (Continued)
2.6.2 Reclassification (Continued)

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.

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.
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2.6 Financial assets (Continued)

2.6.3 Recognition and measurement (Continued)
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(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.

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.
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(Expressed in thousands of Hong Kong dollars)

2.7

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

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

financial assets that can be reliably estimated.

The criteria that the Group uses to determine that there is

objective evidence of an impairment loss include:

° 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;

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

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

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

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

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.
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(Expressed in thousands of Hong Kong dollars)

2.7

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

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

allowances for loan impairment in the income statement.

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

the income statement.

(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) 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

(i) 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

(ili)  Financial liabilities with embedded derivatives where the
characteristics and risks of the embedded derivatives are

not closely related to the host contracts.

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.
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2.8 Financial liabilities (Continued)
(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.

2.9 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.

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.
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(Expressed in thousands of Hong Kong dollars)

2.9 Derivative financial instruments and hedge accounting
(Continued)

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.

(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 loss arising from financial instruments designated

at fair value through profit or loss”.

2.10 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in
the statement of financial position when there is a legally enforceable
right to offset the recognised amounts and there is an intention to settle

on a net basis, or realise the asset and settle the liability simultaneously.
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(Expressed in thousands of Hong Kong dollars)

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.

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 and Others.
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(@)  Functional and presentation currency

Items included in the financial statements of each of the Group’s
entities are measured using the currency of the primary economic
environment in which the entity operates (the “functional
currency”). The consolidated financial statements are presented
in HK dollars, which is the Group’s presentation currency and the
functional and presentation currency of the Company and major

part of the Group.

(b)  Transactions and balances

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

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

comprehensive income within the corresponding item.

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

except for impairment, are recognised in equity.

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

included in the fair value reserve in equity.
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2.14 Foreign currency translation (Continued)
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(c)  Group companies

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

currency are translated into the presentation currency as follows:

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

that statement of financial position;

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

the transactions); and

(iii)  all resulting exchange differences are recognised as a

separate component of equity.

Exchange differences arising from the above processes are

reported in shareholders’ equity under “Exchange reserve”.

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

part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of
a foreign entity are treated as assets and liabilities of the foreign

entity and translated at the closing rate.
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(Expressed in thousands of Hong Kong dollars)

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.

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).
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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.

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.
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2.16 Investment properties (Continued)

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.

2.17 Goodwill and intangible assets

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

goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of
impairment testing. The allocation is made to those cash-generating
units or groups of cash-generating units that are expected to benefit

from the business combination on which the goodwill arose.

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

diminishing balance method.
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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.

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.
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2.19 Current and deferred income tax (Continued)

Deferred income tax is provided on temporary differences arising on
investments in subsidiaries, associates and jointly controlled entities,
except where the timing of the reversal of the temporary difference is
controlled by the Group and it is probable that the temporary difference

will not reverse in the foreseeable future.

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

investments.

2.20 Employee benefits
(@)  Pension obligations

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

the relevant Group companies.

The Group’s contributions to the mandatory provident fund
schemes and defined contribution retirement schemes are
expensed as incurred. Other than mandatory provident fund
contribution, the Group’s contributions may be reduced by
contributions forfeited by those employees who leave prior to

vesting fully in the contributions.

(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.
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2.20 Employee benefits (Continued)
(d) Bonus plans

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

can be made.

2.21 Provisions

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

recognised for future operating losses.

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

same class of obligations may be small.

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.
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2.22 Leases (Continued)
(b)  Finance lease

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

finance leases are carried at their fair value.

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

outstanding for each accounting period.

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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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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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.

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.



Bt 55 3R 5= P =

(AR T ThLHR)

3.1 MR 4R T B IR (&)

AEBETBBRZALGIRZEEBBREITET
AT E #EE5 5 8Y FXR
BmERZEHNSRRANE EESHERS
REBAZEHIANRRE 2 TSR RRER © BREESH
BRI - BRASNE RN E Z Bk —ARART I H
HEE (BREAEPEMSHT 2R 5) XAMAIT
AT AEHS - BEGEREMSRHEER A
&FE -

NS5 B T B P R 2R g H R B A B R 0T A T ALDARL
ERANXEHSELREEATETRRESES
BEAFELAZANERR - Hoem T AKA
TERFES - $PIRE 2480 - BRERE IR
B 28 fX Hr#RAN  EREQFE
%18 B GRS IR E MRS ER - TR 6 S e
RIERPERFE R TR RBEERERMEESH
SR BRI o WA FEEIPBEETTT S H
SETAMIERIEIRE - QISR S AR R I
RNFEHERRBAREL

3.2 5 &R

AEE TBEERBRAMERARRZ ST REE
BITHAEBMZERET - HWEETRALE
BrEFRREERS  URERMTIEZEE (£
EPTETR) -

AEERFEEEERESABREEANEER
RO - EEERZE SR ERERERE
BgNRARARRTERRMEREE ZEER
RREREBEAZZEE  RERETHTHAE
BECEIRIHETHTESRSREBREE
ABHERK - EERBRETE - AR HERMER 2
REBFINEEBRRA -

(Expressed in thousands of Hong Kong dollars)

3.1 Strategy in using financial instruments (Continued)

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.

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.
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3.2 Credit risk (Continued)

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 (jiii) the amount of impairment allowances.

@i

(ii)

(i)

The Group assesses the credit quality of corporate clients
using an internal rating tool. It is developed internally and
combines general credit analysis and judgements of credit
officers, and is reviewed, where available, by comparison
with externally available data. The Group’s rating scale has
18 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.
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3.2 Credit risk (Continued)

3.2.1 Credit risk measurement (Continued)
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(b)  Credit-related commitments

Credit related commitments include bank guarantee,
documentary letter of credit, standby letter of credit and undrawn
commitment on legally bound facilities. Their credit risk is similar
to loans except for documentary letters of credit which are usually
short term and self-liquidating and carry a low level of credit risk

and capital charge.

(c) Debt securities and treasury bills

For debt securities and treasury bills, external credit ratings from
international credit rating agencies such as Standard & Poor’s
are used to assist in credit risk assessment on top of internal
credit analysis. These investments help to diversify risk exposures
and income streams, and to maintain a readily available source

of liquidity to the Group.

(d) Derivatives

In the normal course of business, the Group enters into a variety
of derivative transactions including forwards, futures, swaps and
options transactions in the interest rate, foreign exchange and
equity markets. Derivative transactions are conducted for both
trading and hedging purposes. The Group’s objectives in using
derivative instruments are to meet customers’ needs by acting
as an intermediary, to manage the Group’s exposure to risks and
to generate revenues through trading activities within acceptable

limits.

The Group is exposed to counterparty risk arising from its
positions in derivative financial instruments, which is either
“valuation risk” for the credit risk on receiving mark-to-market
gains upon the default of a counterparty prior to scheduled
settlement, or “settlement risk” for the possibility of not receiving
the expected cash flow of a derivative transaction upon the expiry

of a derivative contract on the settlement date.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)
3.2.1 Credit risk measurement (Continued)
(d)  Derivatives (Continued)

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.

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 their exposures are

monitored and reported to credit committees regularly.

The large exposure limits to borrower or counterparty groups are capital
based while the limits for industry and country are relative to the size of
the overall credit portfolio. All these limits aim to achieve a more

balanced portfolio.
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3.2 Credit risk (Continued)
3.2.2 Risk limit control and mitigation policies (Continued)

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.

(@ 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;

° Charges over business assets such as premises, inventory

and accounts receivable;

° Charges over financial instruments such as debt securities

and equities; and

° Charge 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.
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3.2 Credit risk (Continued)
3.2.2 Risk limit control and mitigation policies (Continued)

(b)  Debt securities

Debt securities and treasury bills are generally unsecured, with

the exception of asset-backed securities and similar instruments,
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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

AEBTRFEHEXZHH FIREER - #
PURBE S % 2 58 F B EMIT Lm0 &

B o

3.2.3 JlAE R I8 T L SR

HGRWKHRETS - FE &

AENPTAETAEZ

BEEESRBEREHRFENTBREZEN
R (RME2.7) »

Tt AR E R | ST HERIZE 395 M A BT R B TR
BEZEBRBRNTZIEE

BHENRSHHE MR

ERARBRBRERIRA SR (0 AR ER L
R HEZFRRANX)

BERERZOFAERK
FRKERT
ERAZBRFRENZBIL &

ERmEE TR -

termination.

Collateral arrangements with selected counterparties are also in

place to limit our unsecured derivative exposures to these

counterparties.

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

The Group’s policy requires the review of individual financial assets
that are above pre-set thresholds at least annually or more regularly
when individual circumstances warrant. Individual impairment
allowances on all individually significant accounts are determined by
an evaluation of the incurred loss at the end of the reporting period on
a case-by-case basis. The assessment normally encompasses
collateral held (including re-confirmation of its enforceability) and the
anticipated receipts from liquidating collaterals for that individual

account.

Collectively assessed impairment allowances are provided for: (i)
portfolios of homogenous assets that are individually below materiality
thresholds; and (ii) assets that are individually assessed but do not have

individual impairment.

The table below shows the percentage of the Group’s on-balance sheet
items relating to loans and advances and the associated impairment
allowances (both individually and collectively assessed) covering on—
and off-balance sheet amounts for each of the three broad internal

rating classes.

—E-—F —T-FEF
2011 2010
AEXERE R
HENSRE HETERE
Botk AT
EXRBH  Impairment EFNEF  Impairment
Bott allowance Aot allowance
Loans and as a % of Loans and as a % of
£8 Group advances loan balance advances loan balance
% % % %
4R Class
1-1E8 1 - pass 98.9 0.2 99.2 0.3
2 - K5RIEE 2 — special mention 0.4 10.5 0.2 13.5
3 - RFHIAT 3 - sub-standard or below 0.7 37.9 0.6 28.8
100.0 100.0
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3.2 Credit risk (Continued)
3.2.3 Impairment and provisioning policies (Continued)

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-=F
58 Group 2011 2010
FHEEABRAAEZEERBERT : Credit risk exposures relating to
on-balance sheet assets are as follows:
e RERITHAER Cash and balances with banks 11,904,817 8,741,123
ERITHFR Placements with banks 5,164,914 3,249,320
HIEEERAZHE Trading securities 5,406,176 5,362,955
BEENAFEFEBAEE Financial assets designated at fair
ARG EMEE value through profit or loss 8,776 1,377
MTESMIT A Derivative financial instruments 639,631 624,214
EFPERRBR Loans and advances to customers
AANER Loans to individuals
-EAR - Credit cards 4,261,547 3,793,409
-ZIBER - Mortgages 23,017,708 21,904,593
- H — Others 4,338,395 3,945,998
HEER Loans to corporate entities
-BEHEXR — Term loans 22,231,984 17,630,333
-ZIBER - Mortgages 11,132,055 10,523,436
-E5®E - Trade finance 6,990,330 4,548,252
- HA — Others 10,662,014 10,402,967
Hith & B Other assets 2,711,680 2,024,277
BREEER M ERFIEER 2 Investments in securities included in
BHIEE the loans and receivables category 6,899,300 7,795,981
A & E 5 Available-for-sale securities
- EFE — debt securities 16,940,749 17,016,978
BEIEHES Held-to-maturity securities 8,171,987 8,876,572
140,482,063 126,441,785
EHEEBERINEBEZEERBRERT : Credit risk exposures relating to
off-balance sheet items are as follows:
WHBERREMEERB ARG Financial guarantees and other credit
related contingent liabilities 2,491,029 1,298,710
EFEREREMEERR 2 AE Loan commitments and other credit
related commitments 54,285,718 50,692,990
56,776,747 51,991,700
+=—A=+—H At 31 December 197,258,810 178,433,485

ERIAAEBMR T ——FR T —FF+=
A=+—B&E—BEEZBRTHAEAR - %5
RAERTARFEZRBRSIEMEERARZE
BEE -

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.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.4 Maximum exposure to credit risk before collateral held or other

credit enhancements (Continued)

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% of the loans and advances portfolio are considered to be

neither past due nor individually impaired (2010: 98%);

o 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

° 67% (2010: 66%) of the investments in debt securities and other

bills have at least an A- credit rating.
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3.2 Credit risk (Continued)
3.2.5 Loans and advances
Loans and advances to customers are summarised as follows:

—g--% =—T-2F
Group 2011 2010

2 780 ) % 48 (8 Bl R (B

Neither past due nor individually

impaired 81,079,678 71,656,605
70 BB 2K (@ Bl R (B Past due but not individually impaired 1,182,323 923,122
& B R (& Individually impaired 372,032 169,261
M Gross 82,634,033 72,748,988
B REEE Less: allowance for impairment (384,214) (395,098)
R Net 82,249,819 72,353,890
—E——-F Z—ZT—ITF
£H Group 2011 2010
EE KRB Impaired loans and advances
- ERIEE GEF) - Individually impaired (Note (a)) 372,032 169,261
-#REaREGED) — Collectively impaired (Note (b)) 13,652 13,181
385,684 182,442
B Impairment allowances made
— (&R =F 1 (FEA) - Individually assessed (Note (c)) (190,220) (91,405)
- REFHE FE2) — Collectively assessed (Note (b)) (12,392) (12,554)
(202,612) (1083,959)
183,072 78,483
HEERRATE" Fair value of collaterals held* 213,682 84,547
BEBERKRBREREFER Impaired loans and advances as a % of
BN BE 2B L total loans and advances to customers 0.47% 0.25%
* ERBAFENBREEARMERERREES o Fair value of collateral is determined as the lower of the market value of

7 MEPREEETE °

collateral and outstanding loan balance.
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i

F. [ERREERDZEBVRRRAREERELT
—frE S aREERENERERFEE ([B
REMDWEF - MRBREFEEZERZ AT
ARBRESREERTE WA EMMESE -

L. HFEREERRBTIEZFNGSEEERERT
HREER RN 2HACBMREEBEN TR
ZERRER o ZER L2 REERGS
EEE T B AR EERN — 8B

A. HREERBEEHEEZEEEERRT=A=1+
—HERZERREE -

B R B R B 4 1 42 58 /3384,214,0007%8 7T
(ZZ—=4 : 395,098,000/ 7T) * BIELHE R
EE R 2 %1%190,220,0008 L (=T —F
91,405,000/87T) K& i #&4r & B AEFT N E R 2 4R
A % 198,994,000 T (= T — T F
303,693,000 7T) ° MizF25RHEZREFPER
R REAMIKE (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 25.
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32 faRmEBE @) 3.2 Credit risk (Continued)
3.2.5 Hpk KBk (4)
(FF) A B K A 6] IR (6 2 B 3k K% 2450 (@)
impaired
ERXRBHEEPEEREREANNE

ERIRET —RARBEM E3.2.38 M=K

FARAE LTS -

(Expressed in thousands of Hong Kong dollars)

3.2.5 Loans and advances (Continued)

Loans and advances neither past due nor individually

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.

EABEZF) it EFERR
Individual (retail customers) Corporate entities B4
£8 ik E5RE Total loans
“E--F Group Credit  RBEX Bt  BAHER  RBER Trade £ and advances
TZh=1-A At 31 December 2011 cards  Mortgages Others  Termloans  Mortgages finance Others to customers
A Class:
1-F% 1 - pass 4213274 22,688,999 4258910 22,134,333 10,987,030 6,938,992 9,830,109 81,051,647
2-RHEE 2 - special mention - - - - 13,376 - 5,428 18,804
3-RBIAT 3 - sub-standard or below - 367 - - 8,158 - 702 9,207
At Total 4213274 22,689,366 4,258,910 22,134,333 11,008,564 6,938,992 9,836,239 81,079,678
EAEERP) % RPENR
Individual (retail customers) Corporate entities BHEE
&5 HiRS EoRE Total loans
“E-3F Group Credit  1RBER £ BHER BBEX Trade Eft and advances
T-A=+-H At 31 December 2010 cards  Mortgages Others  Termloans  Mortgages finance Others  to customers
AR Class:
1-1F% 1 -pass 3,754,232 21,635,787 3,872,978 17,611,655 10,372,125 4,482,590 9,831,323 71,560,690
2-HRlEE 2 - special mention - - - 3,000 31,093 23,349 13,405 70,847
3- REBINUT 3 - sub-standard or below - 2,345 - - 14,458 - 8,265 25,068
At Total 3,754,232 21,638,132 3,872,978 17,614,655 10,417,676 4,505,939 9,852,993 71,656,605

FERBIA TR Z ILBERLE BER

#on 2 BB R KR E R 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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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

(b) Loans and advances past due but not impaired

BABEEF) o EFEXR
Individual (retail customers) Corporate entities BREE
ERF BHER E5RE Total loans
&8 Group Credit  RIBER Hih Term  BEEX Trade Eft and advances
ZE--%+ZH=+-H At31December 2011 cards  Mortgages Others loans  Mortgages finance Others to customers
BH-EALUT Past due up to 1 month 31,027 283,660 58,676 66,068 122,699 22,031 440,047 1,024,208
BH-EANEE=A Pastduemore than 1 month
and up to 3 months 8,584 35,061 15,597 - - 570 50,772 110,584
BH=EANEEREA  Pastduemore 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 2 782 - - 6,242 16,366 27,029
Rt Total 48,213 319,715 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
BAEEZRF) % EPERR
Individual (retail customers) Corporate entities PHEE
ERFR BHER E5RA Total loans
£@ Group Credit  1RIBER £t Tem  RIEER Trade Eft and advances
“F-Z#+-f=+—H At31 December 2010 cards  Mortgages Others loans  Mortgages finance Others  to customers
BH-EAZUT Past due up to 1 month 21,398 237,887 53,708 - 97,148 13,810 350,783 774,734
AE-EANLEE={ER  Pastduemore than 1 month
and up to 3 months 10,265 16,301 14,135 - 3,564 1,124 45,921 91,310
BH=EANLEEREA  Pastduemore than 3 months
and up to 6 months 5,097 893 3,016 - 156 368 7,775 17,305
BHAEANE 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
FABARZ ATE" Fair value of collaterals* - 254,931 1,635 - 100,165 5,737 392,153 754,621

* ERmz A FEDREERRTELER

RNEEEH MERREEME °

IR E R R BRE - HEERR 2D
FEDKEBEEFEEREEZHEAM
E o BERERE  ERRZATEIZE

M5B KR MR A E 1 i S #T -

*

Fair value of collateral is determined as the lower of the market
value of collateral and outstanding loan balance.

Upon initial recognition of loans and advances, the associated
collateral is valued based on valuation techniques for the
particular assets. In subsequent periods, the fair value of such
collateral is updated by reference to market price or indexes of

similar assets.
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3.2.5 Bk K #HGk ()

(A) EFREZ & FBEHEBH

REERFTAREFHFRHER Z RS RATZ
BRI ER P ER & B A372,032,0007%8
T (ZZ—Z4F : 169,261,000/ 7T) °

TEHE IR 2 1E A 17
T

B BIR(E B 3R e B3R 2 4878 I AN 58 B P o5

an A FAEHZ IR B 3 47 4R

(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

(c) Loans and advances to customers individually impaired

The individually impaired loans and advances to customers of

the Group before taking into consideration the cash flows from
collateral held is HK$372,032,000 (2010: HK$169,261,000).

The analysis of the gross amount of individually impaired loans

and advances by class, along with the fair value of the related

collateral held by the Group as security, is as follows:

BEER

EABEEF) % — fRIE

Individual (retail customers) Corporate entities Impairment

E5nE allowances-

&8 Group BBER At AHER  RBER Trade Hih A&t individual

ZE--%+ZB=1+-H At31 December 2011 Mortgages Others  Termloans  Mortgages finance Others Total assessment

@S REEHR Individually impaired loans 8,627 1,826 31,583 792 16,004 313,110 372,032 190,220
BEERRZATE Fair value of collaterals* 8,504 - 8,065 780 3,122 193,211 213,682

HEEE

EAEERR) % — fERIEHE

Individual (retail customers) Corporate entities Impairment

BHER BHRE allowances-

£8 Group RREN £th Term  ZREX Trade £th A individual

“E-FE+ZA=T—H At31 December 2010 Mortgages Others loans  Mortgages finance Others Total ~ assessment

ERIREER Individually impaired loans 11,380 1,379 15,678 4,892 27,011 108,921 169,261 91,405
BEEARZATE" Fair value of collaterals* 10,881 - 11,431 3,362 7,663 51,210 84,547

* ER Mz A FEDREERATERER

REES

%o MEPREEME -

*

value of collateral and outstanding loan balance.

Fair value of collateral is determined as the lower of the market
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)

3.2.5 Loans and advances (Continued)

(T) #mA=EAUEZEHREK (d)  Loans and advances overdue for more than 3 months
iy @EHRERERE (i)  Gross amount of overdue loans
—E2——-F —E-TF
2011 2010
BERER BEAREE
BEXRHAE B
Gross Gross
amount of 1H# %8 amount of hBzE
overdue Baokl overdue Bat
58 Group loans % of total loans % of total
KEEREFER Gross advances to customers
BEE - me which have been overdue for:
- =Z@AREEREA — 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
- —FUE — over one year 78,912 0.10 116,304 0.16
382,844 0.46 208,695 0.29

(iy BEREEER

KB RE R K

(i) Value of collateral held and impairment allowances against

iR mE overdue loans and advances

ERRER ERm AEER

AEBHE B B #Rm  HifE  — @RIEMH

Outstanding Current  FIREDG AEREFHR BRHEEE Impairment

amount of market Portion Portion Other allowances-

%8 Group loans and value of covered notcovered  creditrisk individually

“E-—-£+-fA=+1-H At 31 December 2011 advances collateral by collateral by collateral ~ mitigation assessed
B AREREPERRER Overdue loans and advances

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

ERRBH BEfm HEER

% a@%{%ﬁ B BERG ERm  EAffEE —ERTE

Outstanding Current  FAIESG RetdEHH BRAEERE  Impairment

amount of market Portion Portion Other allowances-

1] Group loans and value of covered  not covered creditrisk  individually

ZZ-TFTZA=T-H At 31 December 2010 advances collateral by collateral by collateral mitigation assessed
BHREREPERRER Overdue loans and advances

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

FrFfifmEZREATRRILBME - Collateral held mainly represented pledged deposits and

mortgage over properties.
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32 faRmEBE @) 3.2 Credit risk (Continued)
3.2.5 Bk K #HGk () 3.2.5 Loans and advances (Continued)
() wEHEZ (BHIGEER LEZS (e) Rescheduled advances net of amounts included in overdue
ZERIK BB N2 B5E) advances shown above

—g-—f HAEESH —T-TF EAEEIH

£E Group 2011 % of total 2010 % of total
EFEX Advances to customers 169,644 0.21 198,105 0.27
B Impairment allowances 900 6,812
3.2.6 WAl HL A iy 3.2.6 Repossessed collateral
RERFAEZWEEMAROT : Repossessed collateral held at the year-end is as follows:
—E——F =ZZT—ITF
£ Group 2011 2010
BEME Nature of assets
L gEIkY/ES Repossessed properties 19,400 5,820
HAt Others 5,804 2,695
25,204 8,515
WEHE R RIRAITEARREE - BWREIEA N Repossessed collaterals are sold as soon as practicable with the
WIRE B BERAREREBR - proceeds used to reduce the outstanding indebtedness of the

borrowers concerned.
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(Expressed in thousands of Hong Kong dollars)

3.2 Credit risk (Continued)
3.2.7 Debt securities
(@)  Analysis by rating agency designation

The table below presents an analysis of debt securities by rating

agency designation at 31 December 2011 and 2010.

HEN

RIFEE AVEFE THEERE REIHRE EXR
£8 F%EE Designated  Available- Held-to- EWsE
—E-—-F Group Trading at fair for-sale maturity Loans and a3t
+-B=+—-H At 31 December 2011 assets value investments investments receivables Total
AAA AAA 90,285 - 1,203,138 109,620 - 1,403,043
AA-ZAA+ AA-to AA+ 5,315,729 - 7,476,517 479,430 - 13,271,676
A-ZA+ A-to A+ 162 - 6,362,918 3,063,753 806,708 10,233,541
B REERA- Rated but lower than A- - 8,692 1,428,789 2,633,749 5,960,616 10,031,846
RE TR Unrated - 84 469,387 1,885,435 131,976 2,486,882
Ch Total 5,406,176 8,776 16,940,749 8,171,987 6,899,300 37,426,988

HEN

KIEEE ATEHE AHHERE BEIHRE =054
55 A% EE  Designated Available- Held-to- FEYRIE
“E-%F Group Trading at fair for-sale maturty  Loans and Bt
+-A=+—-H At 31 December 2010 assets value investments  investments receivables Total
AAA AAA 213 - 1,175,020 110,322 - 1,285,555
AA-EAA+ AA-to AA+ 5,358,159 - 10,401,945 546,994 - 16,307,098
A-ZA+ A-to A+ 1,047 - 3,811,988 3,505,631 1,134,368 8,453,034
B RBERA- Rated but lower than A- - 1,142 1,326,419 2,990,868 6,163,893 10,482,322
AER Unrated 3,536 235 301,606 1,722,757 497,720 2,525,854
CH Total 5,362,955 1,377 17,016,978 8,876,572 7,795,981 39,053,863




Bt 55 3R 5= P =

(AR T ThLHR)

3.2

fi5 BB (80

3.2.7 (EHBH (H)

(2) 'BERIERDHT
RAIETERE DA E R R MR 2 &
HRE  REABRT_A=t—HBA#
HIIN N RATR

(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 as

shown below:

—T-TF
2010
RYBEERRSBERER R Investments in securities classified as
EURIBE 2 FHIRE loans and receivables upon
initial recognition
180 5 Overdue for
——FHUE — over one year 426,044

RGHERE DB RER KBTI F
FREMATHECRERE LBHBER
BRZBEEEMBHRRKER

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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3.2.8 MH#F A 1 B B 2 <2 i 2 2 I B 5

B
(FF) B

REHRZBEH T HREDZEERY
Bk 2 RPUFHEBIE - —RTE
EERMERFERERSHTTRAZE
BB - BRI RES o

TRARXFPEREHERRIEDN -

(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 %
+=A=+-HB +ZA=+—H
As at As at
31 Dec 2011 31 Dec 2010

BEPENBE Gross advances to customers

— &5 - Hong Kong 66,944,541 61,040,284
— - China 6,927,228 3,859,451
— B - Macau 7,585,300 6,699,625
—Hftb - Others 1,176,964 1,149,628
82,634,033 72,748,988
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3.2.8 M#5 A 5 Bl B3 2 & il 5 2 L i

PEBE (A1)
(FF) &1 (%)

TERRAEEEHE
NERITH BRI

KRB - BHRA
e

ZBERREDHN

(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 Group

in relation to loans and advances, investments in securities, and

balances and placements with banks.

BITRHEM
SEEE
Banks NERE
—E——F and other Public
+=B=+—-H As at 31 Dec 2011 financial sector Hith wet
BEAT In millions of HK$ institutions entities Others Total
TAR - TEERBHEA  Asia Pacific excluding Hong Kong 19,028 147 12,457 31,632
EERExE North and South America 1,393 - 2,776 4,169
B Europe 4,581 89 2,228 6,898
25,002 236 17,461 42,699
RITREAM
T RS
Banks NEWHE
—E-TF and other Public
+=—RA=+—8 As at 31 Dec 2010 financial sector Hit BET
BEET In millions of HK$ institutions entities Others Total
DAR - TEERBEA  Asia Pacific excluding Hong Kong 14,008 93 8,918 23,019
EEREE North and South America 313 = 3,120 3,433
oM Europe 5,040 89 2,813 7,942
19,361 182 14,851 34,394

tREREREMZEBEER
& - WRIBR 5 5T §0 BT A2 b 1 4% 5 B2 ¥ 41
32 5 T S A TE Y LR
EXGHUFNERESHETRABERN S —
THER - HETEER - ERITHNEND
T MEABTENTRAMNER - 7 2
REa—BREBES —BHXK -

BTN

K 85 7%

o —REE -

bank whose head office is located in a different country.

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
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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

—g-—& -T-2%

£H Group 2011 2010
EEBGEANER Loans for use in Hong Kong
IEea Industrial, commercial and financial
- MEER - Property development 902,519 646,018
— MERE — Property investment 14,857,643 14,418,054
- ophE - Financial concerns 916,269 596,330
- REL&K - Stockbrokers 31,372 116,122
— HEETER - Wholesale and retail trade 2,020,735 1,026,092
— BEE - Manufacturing 1,647,656 725,323
— B RBEENE — Transport and transport equipment 4,192,698 4,173,376
- REEH - Recreational activities 302,656 246,262
— BB - Information technology 2,864 2,721
— Hfth - Others 2,678,926 2,592,101
27,553,338 24,542,399
& A Individuals
- BEIREEEEE - ~ Loans for the purchase of flats in
[LAZEEEE] & Home Ownership Scheme, Private
[HEEHREEEFER Sector Participation Scheme

and Tenants Purchase Scheme 1,147,664 1,264,406
- BBEHEMEEMEER - Loans for the purchase of

other residential properties 15,935,118 15,372,119
- ERAFRER — Credit card advances 4,107,677 3,654,569
— Hh G (F)) - Others (Note (a)) 4,413,867 3,990,957

25,604,326 24,282,051

EREAFRANER Loans for use in Hong Kong 53,157,664 48,824,450
BHME (F(2)) Trade finance (Note (b)) 6,851,646 4,042,434

EEBMIMERBNER (FE(R))

it

()

BEhSEl  BEREEMEAAN — Hit]
ATz EERBESBRERRZ2HN
[MAA —BEHEMEEMEERIET -
BB IR ER B -

B S5 mMERBEE S
1,766,805,000/8 7T (= & — &
849,125,000/ 7T) ©

EEBIMERNBRBRER TEARR
BEEEMIMERZER - TERESBZ
Z 5L B3 4(E138,684,0008 T (= F
—Z 4 : 505,818,000/ 7T) 4 0 R [
EBLIMERMERIET °

Loans for use outside Hong Kong (Note (c)) 22,624,723 19,882,104

82,634,033 72,748,988

Note:

(@) 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 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.



Bt 55 3R 5= P =

(AR T ThLHR)

3.3 T E R

B T iE BT i5 R R RERE( TSI EE
BE BEMEERBRIFRAZEBEERAR

BRXHZMERBROBEETE P ERE KRR
BREREERETER T ZRNMZE 2 SBERR
REE N ARSI AERIE - ERR RIS Em KRR
BERIRTE - 2 ERBAABESTERETHE Lk
FIREE - BURMERERAM S ERBEZEE - T
BEYRTHEERNEERATESRARMEA
AR o SEER AR AR EE M BT — @R
ZEBRERNEREA B ELRRERRMND 4
IREE - AHR - 58 BEREREEZFRR KR
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SR E A B B AL BT 5 R R R R A2
o

RIRITER DA (TRFRIT]) 2 M B R R)RPT
BRBTROARAR (DRFIAEEIRTT]) A
RIT (PE) BERAT (TAFRTT (PE) D REE
—EBERBMBERERFRITRE < BT
SREREANNTERITZMEEE o KFRTT
Z R ETE R EERERME IR AIRFIR R
TTRAFBRT (FE) WEEEZTHRR -

AEERBEEERIRITRZTSARERT
Flz B ERBRKIERF -

(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.



Bt 55 3R 5= P =

(AR T ThLHR)

8.3

i 35 B (40)

3.3.1 JF H HEHRZ il 23 8, i
A&k BB AR IRIT ORI ERTT -

AEBZBEERA - EINE - BERES - ok
EFMIETAZEERETHFET SRR

(FF) W5 R R 87

ERMERARER  AEEEAZEER
BRRAZIDERTEW S AR RIES TS
RBRNREZRRBELER - ARFTE
MEEETSRER ZFTE 7 ABMMT

() MHRAREE

AEBEEATSREREBESL  HET—
BB REERKEEEREES
EMS T HE(CEBEERRK - AR
ARKENREEEKFAGEERRZ
RABER - SRR Az EEFHE
g REEZEREKFERO% - Fit
FHEPENRSE - BRBKRARE
s R BIE 2 BEF AN - EIt
ERNEZ T3 VR TR R B TS AT 3
EEARBCRBANSREZBK -

miZRARBEENREEERFEH
(—REEERFE - THAREE
TMREBER R 2RETE  THERE
ZRTE—FA-_BR+RXEH
B—F) ZHERERKE  EH8—
B2BUETSRBRBEESE -

AREHEEBEAAEEE MSA
BEEER  HERRTSERNE
B2 AR - B LR A R 3
FUBERABEEEARESR -

(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.

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.
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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)

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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3.3 i EBE () 3.3 Market risk (Continued)

3.3.1 I H H EHRZ i B3 m B (4) 3.3.1 Market risk arising from the trading book (Continued)
(Z) % /E e [E 2 (b)  VaR summary of trading portfolio

BE-Z--F4+-A=t+-HEt=@BA &2 Z-ZF+_A=t—RHI+_{EA

12 months to 31 Dec 2011 12 months to 31 Dec 2010
¥4 1) B ¥ & 53y
] Group Average High Low Average High Low
INE LB Foreign exchange risk 1,419 2,850 876 1,438 3,056 427
GESENS Interest rate risk 2,637 3,962 1,722 3,002 5,715 1,528
EmaE R Equity risk - - - 84 84 84
2HER All risks 2,946 4,277 1,914 3,319 5,761 1,742
3.3.2 I H SRATHR Z it B3 B 3.3.2 Market risk arising from the banking book
REEZRITERF - SRR EZRENVERS In the Group’s banking book, market risk is predominantly associated
HEREREBHFZ2ER o with positions in debt and equity securities.
(FF) mBEREE % (a)  Market risk measurement technique
EESGAMERERREBEEGR T Z Within the risk management framework and policies established
FERERERKBES  RET TRAE by the Board and TIRC, various limits, guidelines and
€ Bl REEBEITHEERE - EiEH management action triggers are established to control the
REBRITEREBEIINER - F =@ b exposures of the Group’s banking book activities to foreign
REBRKRERR - LHRARA REUX exchange risk, interest rate risk, and price risk. In particular,
ERERTEBBEATHIREEFSFNTE position and sensitivity limits and price triggers are in place to
BERE - 1IN REETHETHEES control the price risk of the investment securities. In addition,
BERARINFER 2N EE 2 GURED sensitivity analysis and stress testing covering shocks and shifts
MBI o bR T 2 BRI R e DA in interest rates on the Group’s on- and off- balance sheet
ERBRAFERRNEERITRF Z2MEHER positions are regularly performed to gauge and forecast the
B o market risk inherent in the Group’s banking book portfolios

against the established control measures.

N 52 B3R I 0 AR ER A T 45 B B BB DA T VaR methodology is not currently being used to measure and
ENEZFRITER 2TImRR control the market risk of the banking book.
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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

(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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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.

In addition to foreign exchange risk and interest rate risk, the
Group’s investments in debt securities and equity securities are
also exposed to other price risks. Consequently, the value of such
investments could change significantly depending on a variety of
factors including liquidity risk, market sentiment and other events
that might affect individual or portfolios of exposures.
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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.

£E Group B EJH Aok AR® Hitr T
“E--FtZA=1-H As at 31 December 2011 HKD usb MoP RMB Others Total
BE Assets
Re RERTHNER Cash and balances with banks 1,474,006 1,738,397 503,769 6,787,707 1,400,938 11,904,817
ERT-ETZEARYBHER Placements with banks maturing

between one and twelve months 220,000 1,747,484 - 3,197,430 - 5,164,914
FIEEERRNES Trading securities 5,405,502 - - 674 - 5406,176
BENATEFEEHEY Financial assets designated

STABRNEREE at fair value through profit or loss - 8,776 - - - 8,776

fTESBTA Derivative financial instruments 41,461 396,169 - 46,537 155,464 639,631
RBERREMEE Advances and other accounts 65,766,747 15,753,612 2,838,803 4,001,880 3,399,019 91,760,160
AfMEES Available-for-sale securities 5,636,717 10,437,797 485 547,473 664,334 17,286,806
REHHES Held-to-maturity securities - 5150,997 1,649,729 6,126 1,365,135 8,171,987
SREERH Total financial assets 78,544,433 35233232 4,992,876 14,587,836 6,984,800 140,343,267
8f Liabilities
BOEHN Deposits from banks 104,116 1,909,060 10,004 360,313 1,010 2,384,503
TESBIAR Derivative financial instruments 5759 1,193,967 - 34,017 307,810 1,541,553
KEEERENERE Trading liabilities 3,045,202 - - - - 3,045,202
XPHEH Deposits from customers 72,620,760 13,503,365 5,645,584 12,811,663 8,697,896 113,369,268
BEINERE Certificates of deposit issued 3,149,791 - 14,276 = - 3,164,067
BREOINERES Issued debt securities - 2,718,320 - - - 2,718,320
BEES Subordinated notes - 3,697,610 - - - 3,607,610
ERE RBR Other accounts and accruals 1,309,995 487,266 51,004 199,983 141,645 2,189,983
SREEAH Total financial liabilities 80,235,623 23,599,588 5,720,958  13,405976 9,148,361 132,110,506
BEERRLHERE Net on-balance sheet positions (1,691,190) 11,633,644 (728,082 1,181,860  (2,163,471) 8,232,761
BERBRINNERERTFE Off-balance sheet net

notional positions* 10,487,344  (12,046,525) - 145,690 1,580,370 166,879
RERE Credit commitments 48,608,138 5,138,177 628,114 2,231,465 170,853 56,776,747

Y BERARIIMFEEEFREIZRANRESEIN
EZPRERZIIESRITET RNERIFHE -

Off-balance sheet net notional positions represent the net notional

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 i EBE () 3.3 Market risk (Continued)
3.3.3 P E M 5 (4F) 3.3.3 Currency risk (Continued)
£H Group BT e itk ARE Hfty A%
“Z-ZF+-fA=1—H As at 31 December 2010 HKD Usb MOP RMB Others Total
BE Assets
R RERTHES Cash and balances with banks 950,037 776,961 268,291 6,465,046 280,788 8,741,123
ERT-ETZEARIHNER Placements with banks maturing

between one and twelve months 140,000 3,109,320 - - - 3,249,320
KEEBERENES Trading securities 5,358,361 - = 4,594 - 5362955
BENATETEEHEY Financial assets designated

FABRNEREE at fair value through profit or loss = 1,377 = = = 1,377

fTEsmIA Derivative financial instruments 29,007 270,541 - 3,922 320,744 624,214
FEEFREMEE Advances and other accounts 61,280,946 11,779,164 2272432 3226255 3536491 82,095,288
HHEES Available-for-sale securities 10,476,891 5,654,835 631 352,144 741,161 17,225,662
BEEIHEES Held-to-maturity securities - 5576321 1,494,925 - 1805326 8876572
CRAEA Total financial assets 78235242 27168519 4036279 10,051,961 6,684,510 126,176,511
=L Liabilities
BAEH Deposits from banks 406,824 985,515 246 117,778 13,184 1,523,547
fTEemIA Derivative financial instruments 5,135 944,637 - 2,846 332,767 1,285,385
KEEERGNER Trading liabilities 4,700,893 = = = - 4,700,893
RPER Deposits from customers 62,881,459 12,211,817 5149809 8425943 8,611,824 97,280,942
BRI ENE Certificates of deposit issued 4,319,639 - 30,791 - 395,624 4,746,054
BRANEKES Issued debt securities - 1,043,342 - = - 1,943,342
BEER Subordinated notes - 4684364 = = - 4684364
ERE RBR Other accounts and accruals 1,219,730 460,095 34,142 89,980 158,903 1,962,850
cHARRH Total financial liabilities 73,533,680 21,220770 5215078 8,636,547 9,512,302 118,127,377
BEBBRLHAFE Net on-balance sheet positions 4,701,562 5938749  (1,178,799) 1415414  (2,827,792) 8,049,134
BEBERIFREZFE Off-balance sheet net

notional positions* 4528576 (6,839,140) = (30213 2,597,513 256,736
EERE 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

carrying amounts, categorised by the earlier of contractual repricing or

maturity dates.

ZEANE —-EHE
=R B-%F BEE
FUT Over Over BENE T8
£H Group 3months 3 months 1 year Over Non-interest EH
=®-—£+=A=1-H As at 31 December 2011 or less tolyear  to5years 5 years Bearing Total
gE Assets
BeRERTHER Cash and balances with banks 11,106,878 - - = 797,939 11,904,817
ERT—ETZEARBHER Placements with banks maturing
between one and twelve months 2,726,262 2,438,652 - - - 5,164,914

BEEERENE S Trading securities 1,948,736 3,186,148 249,666 21,626 - 5406,176
BENATEABEHED Financial assets designated

STABRNEHEE at fair value through profit or loss - - - 665 8,111 8,776
fTEemIA Derivative financial instruments - - - - 639,631 639,631
FEEFREMER Advances and other accounts 74207978 4,209,157 7,984,372 2,120,026 3,238,627 91,760,160
AL EES Available-for-sale securities 777,839 602,350 12,266,199 3,290,285 350,133 17,286,806
BRIHES Held-to-maturity securities 3,925,135 1,371,082 2,764,610 111,160 - 8,171,987
SREEAT Total financial assets 94,602,828 11,807,389 23,264,847 5543762 5,034,441 140,343,267
af Liabilities
BAER Deposits from banks 1,732,063 378,396 - - 274,044 2,384,503
fTESBIA Derivative financial instruments - - - - 1,541,553 1,541,553
KEEERENERE Trading liabilities 1,975,365 969,257 100,580 = - 3,045,202
BFER Deposits from customers 93,080,167 15,301,861 1,209,878 - 3777,362 113,369,268
BRINERE Certificates of deposit issued 1,181,918 957,293 971,163 53,693 - 3,164,067
BEEANERES Issued debt securities 2,718,320 - = = - 2,718,320
REEHK Subordinated notes - 1,170,815 - 252,795 - 3,697,610
HEtER RER Other accounts and accruals 326,841 - = - 1,863,142 2,189,983
SREMEAT Total financial liabilities 101,014,674 18,777,622 2,281,621 2,580,488 7,456,101 132,110,506
FISSBEERA (REAR) Total interest sensitivity gap (unadjusted)* (6,321,846)  (6,970,233) 20,983,226 2,963,274
FRfETRERNZFE Effect of interest rate derivative contracts ~ 931,816 6,140,694  (4,368,578)  (2,705,862)
FEQBEESH (KHE)* Total interest sensitivity gap (adjusted)*  (5,390,030)  (829,539) 16,614,648 257,412

© RERERERREBRAEAERNEENR
B A BT o ERBHEHEEED AR
MR LR TR 7T MO FI AT 4 T RS KRR -

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)

ZEANE  —FEME
=fA E-F Eiks
FUT Over Over  R#ENE Tir&
1] Group 3months 3 months 1 year Over  Non-interest 8%
ZE2-ZE+-A=1-H As at 31 December 2010 orless  tolyear  to5years 5 years Bearing Total
BE Assets
R RERTHER Cash and balances with banks 8,041,364 S = = 699,759 8,741,123
ERT-E+-EARESNFSN  Placements with banks maturing
between one and twelve months 528,664 2,720,656 - - - 3,249,320

BIERERGNES Trading securities 2250519 2,544,018 559,204 214 - 5362955
BENATEGEAES Financial assets designated

FABRNEREE at fair value through profit or loss = = = = 1,377 1,377
eI Derivative financial instruments - - - - 624,214 624,214
ZRERREAMER Advances and other accounts 62,818,352  4,039215 9314534 3,097,214  2,825973 82,095,288
MHHEES Available-for-sale securities 4410522 1374944 8394804 2,832,630 212,762 17,225,662
BEIBES Held-to-maturity securities 4353654 1203483 2,303,512 822,649 193,274 8,876,572
SREES Total financial assets 82,412,075 11,882,316 20,572,054 6,752,707 4,557,359 126,176,511
B Liabilities
BIEH Deposits from banks 1,300,464 107,841 - - 115242 1,523,547
TESBTE Derivative financial instruments - - - - 1285385 1,285,385
KEEERENER Trading liabilities 3,004,239 1,542,500 154,154 = - 4700893
RPRER Deposits from customers 79,871,014  12,006470 1,485,406 - 3918052 97,280,942
BRI ENE Certificates of deposit issued 1,640,184 2,498,325 556,924 50,621 - 4,746,054
BEINEBES Issued debt securities 1,943,342 - - - - 1,943342
RIEER Subordinated notes 1,165,995 - 1200975 2,317,394 - 4,684,364
HiiR A RBR Other accounts and accruals 586,991 - - - 1375859 1,962,850
cHARRH Total financial liabilities 89,512,229 16,155,136 3,397,459 2,368,015 6,694,538 118,127,377
FegREE A (REHE)* Total interest sensitivity gap (unadjusted)  (7,100,154)  (4,272,820) 17,174,595 4,384,692
FEfAETEA N FE Effect of interest rate derivative contracts 2,494,376 2,484,441 (943,351)  (3,930,520)
MEGBEER (EH%) Total interest sensitivity gap (adjusted)* (4,605,778)  (1,788,379) 16,231,244 454172
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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.
—fANE
B=BAIUT =BANUL —ENE
3 months E-% ERE
DHEE -BAIUT or less Over Over RENL

-] Group Repayable Upto butover 3 months 1 year Over EFHAEH &t
“E--EtZfA=1-A As at 31 December 2011 on demand 1 month 1 month tofyear  to5years 5years Indefinite Total
BE Assets
Re RERTH &R Cash and balances with banks 4320654 7,584,163 - - - - - 11,904,817
ERT-Et=fEAR Placements with banks maturing

HBRER between one and twelve months - - 2726265 2,438,649 - - - 5164914
RIEEERBNES Trading securities - 76991 1,868,905 3,186,146 252,508 21,626 - 5,406,176
AEULTE2HEEE  Financial assets designated

TABRNEHAE at fair value through profit or loss - - - - - 8,776 - 8,776
fESBIA Derivative financial instruments - 61,662 140,052 71,952 108,143 257,822 - 639,631
EEETREMER Advances and other accounts 6,815,706 7348245 8352439 11224250 28572978 283231173 1,123,369 91,760,160
ARHERS Available-for-sale securities - 124,281 135,123 602,349 12,784,633 3,290,286 350,134 17,286,806
REHBES Held-to-maturity securities - 553,281 478585 2,037,006 4,694,514 408,601 - 871,087
BENTRE Investment in an associate - - - - - - 1961365 1,961,365
HEEHEERE Investments in jointly controlled entities - - - - - - 68,650 68,650
% Goodwill - - - - - - 811,690 811,690
BYAE Intangible assets - - - - - - 73,883 73,883
NEREMEREE Premises and other fixed assets - - - - - - 3166932 3,166,032
RENF Investment properties - - - - - - 748,893 748,893
HSEEE Current income tax assets - - - 4,372 - - - 4,372
BEHEEE Deferred income tax assets - - - - 8,896 - - 8,896
BEAL Total assets 11,136,360 15748623 13,701,369 19564724 46421672 32,310,284 8304916 147,187,948
1 Liabilities
RITER Deposits from banks 14,495 1,076,582 477,923 815,508 - - - 2,384,503
ik Derivative financial instruments - 31,997 42,255 20917 1,285,521 160,863 - 1,541,553
REEERENER Trading liabilities - 1,500,975 474,389 969,257 100,581 - - 3,045202
PR Deposits from customers 21125634 42457774 27,098,768 15477216 1,200,876 - - 113,369,268
BETNFNE Certificates of deposit issued - 537,200 489,73 1,112,275 971,163 53,693 - 3,164,067
BEINERES Issued debt securities - - - - 2718320 - - 2718320
®EEH Subordinated notes - - - 1,170,815 - 252,79 - 3,697,610
HibkE RER Other accounts and accruals 21,34 667,694 460,225 572,325 334,955 - 133,443 2,189,983
HEnEaR Current income tax liabilities - - - 27,156 - - - 27,156
EEREAR Deferred income tax liabilities - - - - 93,689 - - 93,689
BEAH Total liabilities 21161470 46,272,222 29,043,296 20,165,464 6,714,105 2,741,351 133,443 132,231,351
FRBMEE Net liquidity gap (16,025,110)  (30,523,599)  (15,341,927) (600,740) 39,707,567 29,568,933 8,171,473 14,956,507
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3.4 Liquidity risk (Continued)

3.4.2 Maturity analysis (Continued)

—fBANE
B=fEAZUT =fEAKNL —El
3 months Bk Eyik:2
HEEE —@ARNT or less Over Over RENE

£ Group Repayable Upto butover 3 months 1 year Over EiHAE fit
ZE-2ETZA=T-H  Asatd1 December 2010 on demand 1 month 1 month to 1 year to 5 years 5 years Indefinite Total
BE Assets
R RERTN GRS Cash and balances with banks 5724131 3,016,992 - - - - - 8741123
ERT-Et=fEAR Placements with banks maturing

HEB R between one and twelve months - - 528,665 2,720,655 - - - 3249320
REEERENES Trading securities - 12999 2246521 2,544,018 559,204 213 - 5,362,055
EEULTEF2HEEE  Financial assets designated

TABRNEHAE at fair value through profit or loss - - - - - 1377 - 1377
fTE2RIA Derivative financial instruments - 196,339 118,316 79,078 97,542 132,939 - 624,214
EEETREMER Advances and other accounts 6,112,239 5,939,035 5,267,771 8,730,075 27,393,461 27,685,811 957,896 82,095,288
TENEES Available-for-sale securities - 2,215,890 1,994,239 1,395,249 8,574,895 2,832,627 212,762 17,225,662
BERHES Held-to-maturity securities - 310,651 451,267 2,015,295 4,426,000 1,673,359 - 8,876,572
BenARE Investment in an associate - - - - - - 1558791 1558791
AEEHEBRE Investments in jointly controlled entties - - - - - - 60,248 60,248
g Goodwill - - - - - - 811,690 811,690
BYEE Intangible assets = = = = = = 88,436 88,436
NEREMEREE Premises and other fixed assets - - - - - - 2418339 2418339
RENZ Investment properties - - - - - = 718,913 718913
HSHEEE Current income tax assets - - - 342 - - = 342
BEEHEAE Deferred income tax assets - - - = 5,406 = = 5,406
BEAT Total assets 11,836,370 11,691,906 10,606,779 17493712 41,056,508 32,326,326 6,827,075 131,838,676
g Liabilties
RITER Deposits from banks 27,410 679,939 - 582,999 233,199 - - 1523547
fTEERIA Derivative financial instruments - 114,848 12,051 41,562 291,624 825,300 - 1,285,385
REEERENER Trading liabilities - 2177405 826,834 1542499 154,155 - - 4700893
BPER Deposits from customers 28555356 34607956 19,719,804 12,912,420 1,485,406 - - 97,280,942
BEINENE Certificates of deposit issued - 363,964 1,047,991 2,656,553 626,925 50,621 - 4746054
BREINERES Issued debt securities - - - - 1943342 - - 1943342
kEREK Subordinated notes - - - 1165995 1200975 2,317,394 - 4,684,364
EfpiR R RRR Other accounts and accruals 13,904 497,397 467,147 796,519 15,561 - 172,322 1,962,850
NEREAR Current income tax liabilities - - - 87,606 - = - 87,606
EEREAR Deferred income tax liabilties - - - 375 77,369 = - 77,744
BEAH Total liabilities 28596670 38441509  22,073827 19,786,528 6,028,556 3,198,315 172,322 118,292,727
FREHED Net liquidity gap (16,760,300)  (26,749,608)  (11,467,048)  (2,292,816) 35,027,952 29,133,011 6,654,753 13,545,949
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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:

—fANL
E=BAZAT ZEANL —EHE
3 months 2-f E3i%:3
PHEE -@EAINUT or less Over Over BENE
Repayable Upto butover 3 months 1 year Over EHHRH &it
58 Group on demand 1 month 1 month tofyear  to5years 5years Indefinite Total
ZE--F+A=t-B  At31December 2011
FHEBER Certificates of deposit held inclued in:
AREERS Available-for-sale securities - - 24,210 - - - 24,210
ZE-FEFZA=1t-H  At31 December 2010
FREER Certificates of deposit held incluced in:
HEHEES Available-for-sale securities - - 23,591 23,614 = - 47,205

& 7 B B HA PR Ko ) 2 40 A8 B R0 52 122 Y 8 D 3 &2
EEEETHEE -HRNETHEBRIEEE
$%i%%@&$@ﬁ%'%ﬁﬁﬁgvéﬁﬁ
RRBERL LR - TEEMNFERAERSR
& ﬁm@?m%ﬁﬂwo

BEHEBENIHARRSENKRAEREH 2
SFRAEENESN  RHGEERDESRERM
EREXSBAAZRBNEZRE -

AEE—RABHE=FEREES Bz
RE¢ - EAERNEREREE TR RIEN
MEBESBREIREENSHE - BRREZEE
AERFHASKIEHBESRES - HILARE
HEEZEERENAENENBESERNER
HiEHIREFER -

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 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:

o 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 maturities (Continued)

—fBANLE
ZEAGUT =AML -EHE
3 months Z-F Z2HF
—BAZNT or less Over Over  TENE
& Group Up to butover 3 months 1 year Over H
—E--f+-f=1-H As at 31 December 2011 1 month 1 month tolyear tobyears 5 years Total
FITEIER SR Non-derivative cash flow
BfE Liabilities
ROFER Deposits from banks 994,421 589,544 833,409 3,212 - 2,420,586
EPER Deposits from customers 70,305297 27,275,503 15,728,174 1,269,128 - 114,578,102
BIEEERBNEE 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
BRTNEKES Issued debt securities 12,008 - 34,127 2,770,030 - 2,816,165
{BEER Subordinated notes - 106,454 1,267,954 578,550 2,599,287 4,552,254
B Other liabilities 559,263 191,788 290,898 314,311 - 1,356,260
REAE Total liabilities
(BHEIHA) (contractual maturity dates) 74,021,145 29,388,734 20,107,684 6,034,420 2,651,052 132,203,035
TETERER Derivative cash flow
BFEEETEERTIA Derivative financial instruments
settled on net basis 37,958 (32,267) 9,791 71,008 2,644 89,134
REEEEfTEERIA Derivative financial instruments
seftled on a gross basis
ML Total outflow 19,358,838 | | 13,691,101 9,497,697 | | 2,389,077 569,454 | | 45,506,167
HAEH Total inflow (19,371,677) |(13,823,511) | (9,336,362) | (1,410,923) | (546,199) |(44,488,672)
(12,839)  (132,410) 161,335 978,154 23255 1,017,495
—fEANER
ZEASNAT =ZEAME —EpF
3 months iz ERE
—f@AZMUT or less Over Over BENLE
£ Group Upto butover 3 months 1 year Over =
“2-ZF+-F=1-H As at 31 Dec 2010 1 month 1 month tolyear  to5years 5 years Total
FITEIER SR Non-derivative cash flow
BfE Liabilities
BIEH Deposits from banks 705,775 12,620 705,774 136,982 - 1,561,151
RPER Deposits from customers 63,792,103 20,928,195 11,930,795 1,604,691 - 98,255,784
BIERERENER Trading liabilities 2,177,500 827,243 1,547,355 153,085 - 4,705,183
BEINERE 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 - 2039775
{BERE Subordinated notes - 108,292 1269947 1,806,179 2,745,723 5,930,141
ek Other liabilities 450,184 241,887 635,626 - - 1,327,697
REAE Total liabilities
(&431%R) (contractual maturity dates) 67,469269 23,142,665 18,879,451 6,351,964 2,799,327 118,642,676
TETERSER Derivative cash flow
BFEEEZTEERTIA Derivative financial instruments
settled on net basis 6,933 8,118 13,303 118,060 10,983 157,397
REEEE fTEERIA Derivative financial instruments
seftled on a gross basis
ML Total outflow 22,928,970 | | 11,745,532 | | 14,969,614 | | 2,177,435 951,378 | | 52,772,929
HARE Total inflow (23,038,386)| |(11,877,189)| |(14,803,401) | (1,159,072) | (873,256) |(51,751,304)
(109,416) (131,657) 166,213 1,018,363 78,122 1,021,625
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(Expressed in thousands of Hong Kong dollars)

3.4 Liquidity risk (Continued)
3.4.3 Undiscounted cash flows by contractual 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;

o Financial guarantees based on the conditions existing at the
reporting date as to what contractual payments are required;

° The future minimum lease payments under non-cancellable
operating leases in respect of operating lease commitments
where a Group company is the lessee; and

o Capital commitments for the acquisition of buildings and

equipment.
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34 WMEBIE S m B () 3.4 Liquidity risk (Continued)
3.4.4 HEAMFEINEH (#) 3.4.4 Off-balance sheet items (Continued)
—EHUR —E#% TENE
58 Group No later ERE Over |5t
—E——f%+-H=1+—H At 31 December 2011 than 1 year 1-5 years 5 years Total
B HURIE Loan commitments 51,030,689 3,239,398 9,871 54,279,958
R AR Guarantees, acceptances
H & w75 and other financial facilities
— - Acceptances 34,954 - - 34,954
- EREERERT - Guarantees and standby
letters of credit 314,365 312,018 83,217 709,600
— REREERERT - Documentary and commercial
letters of credit 1,746,475 - - 1,746,475
AR R Forward forward deposits placed 5,760 - - 5,760
1B TE AR Operating lease commitments 111,119 130,749 78,946 320,814
B Capital commitments 218,446 - - 218,446
At Total 53,461,808 3,682,165 172,034 57,316,007
—E PR —EPA1B RERE
& Group No later ERE Over B
—E-ZFF+-HF=1+—H At 31 December 2010 than 1 year 1-5 years 5 years Total
B HURIE Loan commitments 47,723,006 2,602,132 360,870 50,686,008
R AR Guarantees, acceptances and
H fth & B IR 75 other financial facilities
— - Acceptances 3,975 = = 3,975
- BEREERERT - Guarantees and standby
letters of credit 304,212 56,441 83,571 444,224
— REREERERT - Documentary and commercial
letters of credit 743,792 106,719 - 850,511
RHTFS Forward forward deposits placed 6,982 - - 6,982
TR Operating lease commitments 91,499 112,212 63,298 267,009
BINEHE Capital commitments 115,922 = = 115,922
A&t Total 48,989,388 2,877,504 507,739 52,374,631
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(Expressed in thousands of Hong Kong dollars)
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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.



Bt 55 3R 5= P =

(AR T ThLHR)

85

Sl R B2 A PR ()
(F) R FPEZETE (&)

AEEFERERZAATNMGERDL - 85
REDERBEEEHREL  UEEEMNE
REZFERBEEMTAZATE - Pl
Mg AR R ERiein - i EemTA
ME - BABLZ2H—RATS LR
RZER o MRz AFETREAAR
KREREZREFE - BHINEAHZ
RPE-—RRBRTEHNERTE  ME
MOTAETAAZA B EEELEE - 1

e

Black-ScholesH#i## F E £ A -

AEEERIMERERERNFEERRE
2 NEEETERERDEEUARTE
ArEZHEMAEZRE MAKBEZEE
BEER  ABEZEBETR  ARESE
AREaBEINE WAKEZEERE
WE - afEzEBEL  AEESHERNE
HRERBEZEE -

MEFE  AREREFZEBREERS
BEWTABZRARTER  HPLE
FEEEEAMNTHERBR -

(Expressed in thousands of Hong Kong dollars)
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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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35 &mhEERABZATE @ 3.5 Fair values of financial assets and liabilities (Continued)
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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
debts. 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 values of financial assets and liabilities (Continued)
(b)  Fair value hierarchy (Continued)

Assets and liabilities measured at fair value:

—E——F Group F1R F2Mf FEIR A%
+=A=+—H At 31 Dec 2011 Level 1 Level 2 Level 3 Total
A Descriptions
ARFEFERE Financial assets at fair value
“@M‘)\Tﬁﬁnﬁ’lﬁmﬁﬁé through profit or loss
RIEEE AT Held for trading
B 5 Debt securities - 5,406,176 - 5,406,176
EENRATEFER Designated at fair value
= @5 FTABZ through profit or loss
(EV s Debt securities - 8,776 = 8,776
TEemITE Derivative financial instruments
RIEEEMA® Held for trading - 273,018 - 273,018
R B RELH Held for hedging - 366,613 = 366,613
AREEZERERE Available-for-sale financial assets
BIEH Debt securities - 16,936,671 4,078 16,940,749
B E S Equity securities 195,171 75,659 75,227 346,057
BAF(EFEZEEAR  Total assets measured at fair value 195,171 23,066,913 79,305 23,341,389
AFEFEBEES Financial liabilities at fair value
J)\TE TR ERMAE through profit or loss
¥ T’E E EAR Held for trading - 3,045,202 - 3,045,202
EENRATEFER Designated at fair value
= d‘)\?ﬁ find through profit or loss - 1,170,815 = 1,170,815
fTEemITE Derivative financial instruments
RIEEEAR Held for trading - 203,637 - 203,637
BB RELHH Held for hedging - 1,337,916 = 1,337,916
BRAFEFEZEEARS Total liabilities measured at fair value - 5,757,570 = 5,757,570

RERFIRFNEEZERMEERIE LR
B HFREFRE - RURAEIIR

ARERFENE RN

REZ=E

BENABEASIELA
A pl

18-

TEME -

B2+ _H=+—HR-F
—ZRFE+-_A=+—-BLFE
AR
FREEZZ2FAIMNES K E /)Eﬁ

' *E}Eﬂfﬁﬁ'ﬁ
ERTHE

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.
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3.5 Fair values of financial assets and liabilities (Continued)

(Z) NFlEER(E) (b)  Fair value hierarchy (Continued)
&
—T-EF Group F1% Fo E3 &5
+=-A=+—H At 31 Dec 2010 Level 1 Level 2 Level 3 Total
A Descriptions
AAFEEAE Financial assets at fair value
FE ABEMNERMEE  through profit or loss
RIEEE AR Held for trading
B & 5 Debt securities - 5,362,955 - 5,362,955
BEAATEFEAH Designated at fair value
ZEEAER through profit or loss
ERES Debt securities - 1,377 = 1,377
fTESTE Derivative financial instruments
RIEEEAR Held for trading = 474,594 = 474,594
AR EER Held for hedging - 149,620 - 149,620
AREEZERERE Available-for-sale financial assets
B3 5 Debt securities - 17,012,900 4,078 17,016,978
B EES Equity securities 80,886 52,496 75,302 208,684
BATEGEZEEARR Total assets measured at fair value 80,886 23,053,942 79,380 23,214,208
UAFEEAHE Financial liabilities at fair value
FFABRNEREE through profit or loss
RIEEER® Held for trading - 4,700,893 - 4,700,893
EBENATEGFEEH Designated at fair value
ZE AR through profit or loss - 1,666,701 = 1,666,701
fTESTE Derivative financial instruments
RIEEER® Held for trading - 284,919 - 284,919
BB REHF Held for hedging - 1,000,466 = 1,000,466
BATEFECAERS Total liabilities measured at fair value - 7,652,979 = 7,652,979
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L E R AEZ A FE () 3.5 Fair values of financial assets and liabilities (Continued)
(A) Ktz - FEFEZMITA (c)  Financial instruments not measured at fair value
TRB M ZERAREB I BAR TR AR The table below summarises the carrying amounts and fair values
AFENRzEREERBEZREEN of those financial assets and liabilities not presented in the
ANE - ERBHBEERE - EEQATE Group’s statement of financial position at their fair value. For
ToiR iR (R ) A S B LAE R 5 7 =BG disclosure purposes, these fair values have been estimated by
RBERzE/MTAERKEENLENRES R 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.

IREE AFLE
Carrying value Fair value
—E——F C—Z-ZTHF CZE--—-F "T-ITF

&M@ Group 2011 2010 2011 2010
cREE Financial assets
Be RERTHER Cash and balances with banks 11,904,817 8,741,123 11,906,714 8,744,256
ERT—ZT=EAR Placements with banks maturing

FEMNER between one and twelve months 5,164,914 3,249,320 5,178,743 3,262,438
HEER Advances to customers

BAER Loans to individuals

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

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

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

TEER Loans to corporate entities

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

— BB\EN - Mortgages 11,132,055 10,523,436 11,131,636 10,528,761

- Eo5mE - Trade finance 6,990,330 4,548,252 6,990,399 4,548,282

— Hfth - Others 10,662,014 10,402,967 10,539,857 10,397,969
BREEEFRER Investments in securities included in

HRBR 2 EHERE

sEEEES

TRAE
RITHER
BFEER
EBRTHNERE
BERTNERES
REER

the loans and receivables category 6,899,300 7,795,981 5,819,503 7,167,316
Held-to-maturity securities 8,171,987 8,876,572 7,803,296 8,688,469

Financial liabilities

Deposits from banks 2,384,503 1,523,547 2,385,887 1,526,492
Deposits from customers 113,369,268 97,280,942 113,457,353 97,289,985
Certificates of deposit issued 3,164,067 4,280,328 3,160,814 4,277,768
Issued debt securities 2,718,320 1,943,342 2,637,461 1,950,690
Subordinated notes 2,526,795 3,483,389 2,243,590 3,451,284
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3.5 Fair values of financial assets and liabilities (Continued)

Financial instruments not measured at fair value (Continued)
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(i) 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.
(i)  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.
(iliy  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.

(iv) Deposits and balances from banks, deposits from
customers, certificates of deposit issued and other

borrowed funds

The estimated fair value of deposits with no stated maturity,
which includes non-interest bearing deposits, is the amount
repayable on demand. The estimated fair value of fixed
interest-bearing deposits and other borrowings not quoted
in an active market is based on discounted cash flows using

interest rates for new debts with similar remaining maturity.

(v)  Debt securities in issue including subordinated notes

issued

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

maturity to estimate fair value.
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3.6 Capital management

The Group’s objectives when managing capital are:

° To comply with the capital requirements set by the banking
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.

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.

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:

o 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.
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3.6 Capital management (Continued)

Risk-weighted amount is the aggregate of the risk-weighted amounts
for credit risk, market risk and operational risk, and covers both on-
balance sheet and off-balance sheet exposures. On-balance sheet
exposures are classified according to the obligor or the nature of each
exposure and risk-weighted based on the credit assessment rating
assigned by an external credit assessment institution recognised by
the HKMA or other 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 China’s banking subsidiary, DSB
China, are monitored regularly by the Group’s management, employing
techniques based on the guidelines provided by the Autoridade
Monetaria de Macau (“AMCM”) and the China Banking Regulatory

Commission (“CBRC”) respectively for supervisory purposes.

The required information is filed by BCM with the AMCM and by DSB
China with the CBRC on a quarterly basis. The AMCM requires BCM
and the CBRC requires DSB China to maintain a ratio of own funds or
capital base to total risk weighted exposures (i.e. the capital adequacy

ratio) 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.

3.7 Fiduciary activities

The Group provides custody, trustee, wealth management and advisory
services to third parties, which involve the Group making allocation
and purchase and sale decisions in relation to a variety of financial
instruments. Those assets that are held in a fiduciary capacity are not
included in the Group’s financial statements. These services could give

rise to the risk that the Group could be accused of mal-administration.
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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

4.2

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.

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.
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4.2

Critical judgments in applying the Group’s accounting

policies (Continued)

(@) Distinction between investment properties and owner-

occupied properties (Continued)

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.

(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.
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(Expressed in thousands of Hong Kong dollars)

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 (Continued)

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.

(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.
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(Expressed in thousands of Hong Kong dollars)

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 personal
banking, commercial banking, treasury and overseas banking business.
Operating performances are analysed by business activities for local
banking business, and on business entity basis for overseas banking

business.

Considering the customer groups, products and services of local
businesses, the economic environment, and regulations, the Group
splits the operating segments of the Group into the following reportable

segments:

° 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.

° Others include results of operations not directly identified under
other reportable segments, corporate investments and debt

funding (including subordinated notes).
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(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——fF+-A=+—HLEE

(Expressed in thousands of Hong Kong dollars)

For the year ended 31 December 2011

b))
BARST  BERT REH BER
Personal Commercial ~ Bf&%%  Overseas Hih Inter- Eh)
Banking Banking Treasury Banking Others segment Total
FHERA/ (FH) Net interest income/(expenses) 876,561 616,468 246,998 388,200 (208,993 - 1,919,234
-NR=EE - external customers 221,406 857,364 642,439 376,363 ||  (178,338) -1 1,919,234
-BEH - inter-segments 655,155 (240,896 (395,441) 11,837 (30,655) - -
ERISMA/ (i) Non-interest income/(expenses) 248,624 126323 112,171 74,643 54,309 (20,004) 586,166
2BWA/ (ZH) Total operating income/(expenses) 1,125,185 742,791 350,160 462,843  (154,684)  (29,004) 2,505,400
EEYM Operating expenses (809,793)  (259,537)  (107,740)  (326,285) (53,675) 29904  (1,527,126)
MR REEER 2 Operating profit/{loss) before impairment
EERT/ (FB) losses 315,392 483,254 251,429 136,558  (208,359) = 978,274
ERREEERAMEE Loan impairment losses and other credit
B (R%) /O# provisions (charged)/written back (73,046) 43815 (100,000) (51,851) = - (181,082)
NRREERE EB RN Operating profit/(loss) after impairment
/ (E8) losses 242346 527,009 151429 84,707 (208,359) - 797,192
MERENZE  TERE Net (loss)/gain on disposal of and fair value
tETEERLATE adjustment on investment properties,
FR2EF(BB) /i premises and other fixed assets (1) - - (171 92,168 - 91,980
HMERFRETBE Net loss on disposal of investments in
securities - - (28,175) - - - (28,175)
EEBENFZEE Share of results of an associate - - - 353,404 - - 353,404
EEARZHEE £E Share of results of jointly controlled entities - - - - 12,687 - 12,687
B aas/ (B8) Profit/(loss) before income tax 242,335 521,069 123,254 437,934 (103,504) - 1,227,088
fE () /e Income tax (expense)/credit (39,195) (86,987) (20,499) (13,414) 10,573 - (149,522)
BHkER /(58 Profit/{loss) after income tax 203,140 440,082 102,755 424,520 (92,931) - 1,077,566
BE-FT——f+-F=1-8H For the year ended
I3 31 December 2011
HERBHER Depreciation and amortisation 54,110 19,469 12,283 48,751 21,499 - 156,112
R=E—-%+-A=1+-H As at 31 December 2011
ABAE Segment assets 28,558,556 43,816,296 48,481,204 23,954,589 5,681,153  (3,303,850) 147,187,948
NEAR Segment liabilities 67,216,050 22,917,174 14,610,339 18,477,379 12,314,259  (3,303,850) 132,231,351
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(Expressed in thousands of Hong Kong dollars)

HE_Z—ZF+_A=+—HILFE For the year ended 31 December 2010
8o
BASRTT  EERS BITEH BER
Personal  Commercial ~ BIE%B  Overseas £ Inter- &t
Banking Banking Treasury Banking Others segment Total
FHEMA/ (i) Net interest income/(expenses) 866,702 744,733 196,901 285499 (138,303) - 1955532
-HREP - external customers 451,449 801,492 528,129 305,858 (|  (131,39) - 1955532
-EER - inter-segments 415,253 (56,759 | (331,28} | (20,359) (6,907 = =
EHBMA/ (Ri) Non-interest income/(expenses) 211,365 105437 104,884 81,009 (6.63) (26005 470,144
BBIA/ (i) Total operating income/(expenses) 1,078,067 850,170 301,785 366,598 (144,939) (26,005) 2,425,676
BETH Operating expenses (654054)  (241562) (82477  (273521)  (52:809) 26,005 (1,278418)
MR REEER 2 Operating profit/{loss) before impairment
R/ (B8 losses 424013 608,608 219,308 93,077 (197,748) - 1,147,258
ERREBERAMEE Loan impairment losses and other credit
& (R8) /m& provisions (charged)/written back (51,789) 48,534 (76,465) (18,067) = = (97,787)
NRREERE EB RN Operating profit/(loss) after impairment
/ (E#8) losses 372,224 657,142 142,843 75010 (197,748) - 1,049471
HERENE  TERE Net (loss)/gain on disposal of and fair value
tETEERLATE adjustment on investment properties,
FR2E(BB) /i premises and other fixed assets (359) 2 - (140) 77,671 - 77170
HEBFREFEE Net loss on disposal of investments in
securities - - (192,59) (6,301) - - (198,899)
EEBENFZEE Share of results of an associate - - - 249,001 = - 249,001
EELRENEE ZE Share of results of jointly controlled entities = = = = 8,029 = 8,029
P& (ERE 2 F N Net gain on repurchase of
subordinated notes - - - - 82,784 - 82,784
BRAER/ (58 Profit/(loss) before income tax 371,865 657,140 (49755 317,570 (29,.264) - 1,267,556
BB (L) /% Income tax (expense)/credit (57,704 (110,384) 8208 (1432)  (19331) - (19353
BHikET/ (58) Profit/(loss) after income tax 314,161 546,756 (41,547) 308,247 (48,595) - 1,074,022
BE2-Z2-SF+-fA=t1-H For the year ended
HEE 31 December 2010
MEREHER Depreciation and amortisation 38,850 11,784 14,716 51,696 17,049 - 134,005
RZE-ZE+-A=t1-H As at 31 December 2010
PEEE Segment assets 26,616,109 35,878,097 47,658,498 20,460,700 5,807,460  (4,582,188) 131,838,676
AEEE Segment liabilities 61,005,220 16,086,411 16,362,311 15,792,272 13,628,701  (4,582,188) 118,292,727
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HINREP 2 WETIRBE MR ER  BFIRPEZ

(Expressed in thousands of Hong Kong dollars)

Revenues from external customers were contributed from banking

ROWBLTF - REFRE TEEQRRBES
EETRN GHRE  AEME  REEFE

SRARBE -

TREHZREBEZER - BEDREAEE
RERBRINAEPRERY - REEHER
5 MRS RR 2 FRPE L T FERR o

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.

&35 7 EE
EEREM Inter-
Hong Kong A segment st
and Others Macau elimination Total
BE-_Z——% For the year ended
+t-A=1+—-HLEE 31 December 2011
EEIA Operating income 2,275,074 230,669 (343) 2,505,400
B %56 B A Profit before income tax 1,167,508 59,580 - 1,227,088
R-ZE——F+-H=1+—H As at 31 December 2011
BEAR Total assets 135,044,208 13,731,520 (1,587,780) 147,187,948
BEAE Total liabilities 122,345445 11,473,686 (1,587,780) 132,231,351
BREEREE Intangible assets and goodwill 318,667 566,906 - 885,573
A B R RRIE Contingent liabilities and
commitments 58,998,608 1,953,302 - 60,951,910
& 15 2 TH
H i
BB REAM Inter-
Hong Kong P segment st
and Others Macau elimination Total
BHEZZT—TF For the year ended
+ZA=+—HLEHFE 31 December 2010
ZERA Operating income 2,195,456 230,563 (343) 2,425,676
B %6 B s Profit before income tax 1,228,456 39,100 = 1,267,556
R-ZE-—FTE+-A=+—H As at 31 December 2010
BEAR Total assets 121,166,525 12,534,560 (1,862,409) 131,838,676
BEA Total liabilities 109,547,782 10,607,354 (1,862,409) 118,292,727
BREERGE Intangible assets and goodwill 318,667 581,459 - 900,126
HREEREE Contingent liabilities and
commitments 52,309,393 1,898,534 - 54,207,927
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(Expressed in thousands of Hong Kong dollars)

—E——-F —ZT-FF
2011 2010
FE WA Interest income
e RERITH R Cash and balances with banks 336,652 118,527
BHEE Investments in securities 572,200 546,191
EEMIBITER Advances to customers and banks 2,403,996 2,091,087
HA Others - 11
3,312,848 2,755,816
FEXZH Interest expense
RITFERBPFER Deposits from banks/Deposits from
customers 1,222,296 664,367
BETHERE Certificates of deposit issued 38,977 18,355
BETHESE S Issued debt securities 40,459 9,478
RIEERS Subordinated notes 81,020 89,953
HAh Others 10,862 18,131
1,393,614 800,284
FEWABLE Included within interest income
EWREZFBWA Interest income on listed investments 486,473 426,261
JEETHIRE 2 F B WA Interest income on unlisted investments 85,727 119,930
572,200 546,191
JEARAFEFEBHEEHT ABR Interest income on financial assets
ML EEEZHBEWMA not at fair value through profit or loss 3,289,168 2,802,913
REEEFEBA Interest income on impaired assets 9,296 11,679
FMEXZHBERE Included within interest expense
AR FEFEZAHE Interest expenses on financial liabilities
MNERBEZHELZH not at fair value through profit or loss 1,227,964 647,334
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(Expressed in thousands of Hong Kong dollars)

B——H —T-TF
2011 2010
BREERASWA Fee and commission income
AN FEFEBHE Fee and commission income from
AFAEBTHNEREERAEZ financial assets and liabilities not
AR 7% & kA A at fair value through profit or loss
-~ EEEEZREENRAS — Credit related fees and commissions 69,741 88,127
—B5mE — Trade finance 44,327 38,997
— EAF — Credit card 286,611 251,804
HEaR#EE XA WA Other fee and commission income
— BHELLERe - Securities brokerage 49,602 46,100
— REREEE KRS — Insurance distribution and services 41,971 33,544
— ZEREES LY EEERY — Retail investment and wealth
management services 65,466 16,819
— Hib R & — Other fees 75,608 81,198
633,326 556,589
REERASIH Fee and commission expense
EUARFEFELHE Fee and commission expense from
AABENEREERAR financial assets and liabilities not
ZRBERAE T at fair value through profit or loss
— FEBELES — Handling fees and commission 203,833 157,402
— BENEMREEA — Other fees paid 12,797 11,715
216,630 169,117

REBRE=FRHETE X5t CEEBRRRKR
BEERY - RENXEAFNHBEZEEL T

BEENFMBRERA

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.



Bt 55 3R 5= P =

(AR T ThLHR)

(Expressed in thousands of Hong Kong dollars)

BE——F —T-ITF
2011 2010
SNE B B IFW Net gain arising from dealing in
foreign currencies 245,497 266,204
RIEEERZNES 2 F s Net gain on trading securities 1,177 99
RIEEERBMITETR 2 )FEE Net loss from derivatives entered
into for trading purpose (42,775) (82,926)
BAFEHRHNERSR T A 2 FEE Net loss arising from financial instruments
subject to fair value hedge (61,379) (58,620)
EELNAFEGFEEEZEHTABEN Net loss arising from financial instruments
ERMIAZFER designated at fair value through
profit or loss (10,516) (74,975)
132,004 49,782
BE——F —T-ITF
2011 2010
A EHEEFEFTRE 2RI A Dividend income from investments in
available-for-sale securities
— LTHRE - Listed investments 2,389 946
— FEMKRE - Unlisted investments 4,638 5,394
WEYHE 2SR A B Gross rental income from investment
properties 19,238 12,198
HafEe A Other rental income 5,448 5,331
H A Others 5,753 9,021
37,466 32,890
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(Expressed in thousands of Hong Kong dollars)

—B2——F —ZT-TF
2011 2010
1 B FH B kB F X B Employee compensation
(BREEEEHH) (F:E11) and benefit expenses (including directors’
remuneration) (Note 11) 935,532 823,270
TEREMEEEESH Premises and other fixed assets
TEEFE expenses, excluding depreciation
—1TEZE® - Rental of premises 99,977 89,455
—HAtb - Others 88,384 80,800
& (FsE34) Depreciation (Note 34) 141,559 112,099
BE RHEHES T Advertising and promotion costs 101,050 89,446
N - XARBE Printing, stationery and postage 65,239 60,244
BREEE#HHER (:33) Amortisation expenses of intangible
assets (Note 33) 14,553 21,996
=AM & Auditors’ remuneration 6,493 5,780
HAth (5%) Others (Note) 74,339 (4,672)
1,527,126 1,278,418
R Note:

BREEMEMI BT 2EEXHENRAEERESHRE

mATS R R EBEZE T ERIIR -

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

expenses and provisions previously incurred on Lehman Brothers related

products.
—E-—F =—Z-=F
2011 2010

R EMmAEER Salaries and other staff costs 894,721 791,169
LA R 179 75 255 i 3 M 24 445 1= 3% Provision for share-based compensation

(M¥5E50) reversed (Note 50) (13,467) (12,892)
RBRRe¥H Pension costs

— REHNKETE — defined contribution plans 54,278 44,993

935,532 823,270
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ReMes B AL :

(Expressed in thousands of Hong Kong dollars)

The emoluments of the five highest paid individuals:

(i) The aggregate emoluments

2011 2010

e BE - BEYMmREMERL Salaries, housing, benefits in kind and
other allowances 59,173 57,210
BRE Pensions 1,995 1,553
61,168 58,763

(i) HURSBAALHMMSERDT :

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

the following bands:

A
Number of individuals
—B-—& -T-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 =
12,500,001 - 13,000,000 1 1
13,000,001 - 14,000,000 1 =
14,500,001 - 15,000,000 - 1
5 5

ELfS&EHERAZALTA  BOML(ZF—
TE MO AKREES - HABENESHEE
BREERERZKEI12A -

RER - AEBEVERAEFALUZSEAA LS
NS - (ERINASINBEAREE 2 RE BB

=
g o

FrRfuESRAALTHME BEEEEEZSE
JZ PR (AR S AN 6% [ 2 S AR RO TR R SR B TE AT

o

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 12 below.

No emoluments were paid by the Group to any of the five highest paid
individuals as an inducement to join or upon joining the Group or as

compensation for loss of office during the year.

The emoluments of the five highest paid individuals shown above
included incentive bonuses accrued in respect of the services rendered

and the Group’s performance for the financial year.
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(Expressed in thousands of Hong Kong dollars)

BEEEZZ2H M Tt The remuneration of each Director is set out below:
BRERRHY
Rz BR
REREA
Incentive
HER bonuses
ENAE accrued in
Salary, respectof MARGBAEER
EEZHS  allowances services B
BE-2--% Year ended Directors’  and benefits rendered  Share-based Bfé &
TZA=1—-HILEE 31December 2011 Fee in kind in the year payment Pensions Total
Ed Chairman
TFELE David Shou-Yeh Wong 500 3,960 8,500 - - 12,960
HTES Executive directors
FEASE Hon-Hing Wong (Derek Wong) - 8,000 3,000 = 638 11,638
TRELE Gary Pak-Ling Wang - 4,665 7,000 - 459 12,124
HENEE Lung-Man Chiu (John Chiu) - 2,662 1,500 - 204 4,366
THELE Harold Tsu-Hing Wong - 4,728 8,000 - 467 13,195
FUTES Non-executive directors
M- A Kazutake Kobayashi 180 - - - - 180
HEERE Frederic Suet-Chiu Lau 72 - - - - 72
BUFHTES Independent non-executive directors
HhEgs John W. Simpson 72 - - - = 72
EELE David R. Hinde 72 - - - - 72
LEELE Robert Tsai-To Sze 300 - - - - 300
PEERA Andrew Kwan-Yuen Leung 180 - - - - 180
BREF £ 4 Seng-Lee Chan 221 - - - - 221
BEAEE Lon Dounn 250 - - - - 250
it Total 1,847 24,015 28,000 = 1,768 55,630
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(AB BT A7) (Expressed in thousands of Hong Kong dollars)
BEERREE
Rz BR
RETA
Incentive
FER bonuses
kil accrued in
Salary, respectof  DARR{H AER
% Yk allowances services fzf
HEZZ-TE Year ended Directors’  and benefits rendered  Share-based SN CH
TZA=+—HILEE 31 December 2010 Fee in kind in the year payment Pensions Total
IR Chairman
FFELE David Shou-Yeh Wong 500 3,960 8,500 - - 12,960
BOEE Executive directors
EEELE Hon-Hing Wong (Derek Wong) - 8,000 6,000 - 575 14,575
ThRELE Gary Pak-Ling Wang - 3,900 6,000 = 345 10,245
BRI Lung-Man Chiu (John Chi) . 2,644 1,500 . 184 4,328
FHRARE Harold Tsu-Hing Wong - 3,250 7,500 - 288 11,038
HEERE Frederic Suet-Chiu Lau - 2,600 300 - 230 3,130
FHTES Non-executive directors
M-SR A Kazutake Kobayashi 180 = = = = 180
BUEHTES Independent non-executive directors
HEELE John W. Simpson 180 - - - - 180
BUREE David R. Hinde 180 - - - - 180
LEELE Robert Tsai-To Sze 300 - - - - 300
REERA Andrew Kwan-Yuen Leung 180 - - - - 180
R B 5% Seng-Lee Chan 180 - - - - 180
BERLA Lon Dounn 13 - - - - 13
At Total 1,713 24,354 29,800 - 1,622 57,489
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(Expressed in thousands of Hong Kong dollars)

=E-—F C—ZT-ZF
2011 2010
EFCRERE Loan impairment losses
EFEER Advances to customers 81,082 21,477
RITER Advances to banks - (155)
81,082 21,322
ERREMBFBREBEFI L (EHE) Net charge/(reversal) of impairment
losses on advances
and other accounts
— {ERIFE - Individually assessed 108,772 1,556
— fREFHE - Collectively assessed (27,690) 19,766
81,082 21,322
BEHELE Of which
— M REINEE (BRERFAEEMEZ28) - new and additional allowances
(including amounts directly
written off in the year) 191,205 181,793
— [B] % - releases (35,389) (90,277)
— Y[El - recoveries (74,734) (70,194)
81,082 21,322
Hi s ERE Other credit provisions
BIEE SRR ERGRIR Net charge of impairment losses on
HRlzBHEEZ investments in securities included
VEREY SEi=bc-auw in the loans and receivables category
— RIS - Individually assessed - 76,465
— BREFE - Collectively assessed 100,000 =
100,000 76,465
Wz AR F X Net charge to income statement 181,082 97,787
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(AB BT A7) (Expressed in thousands of Hong Kong dollars)
—E——-F Z—ZT-FF
2011 2010
TEEMZBEBEZX T Deficit charged on revaluation of
premises (991) (161)
HETE 2 F KW Net gain on disposal of premises - 2,409
&S H A B E & E 2 R EE Net loss from disposal of other
fixed assets (188) (2,348)
(1,179) (100)
—E——-F —ZT-FF
2011 2010
REMERATFERARE ZF NS Net gain on fair value adjustment
on investment properties 93,423 74,726
HEREMEZF (BB kS Net (loss)/gain on disposal of investment
properties (264) 2,544

93,159 77,270
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(Expressed in thousands of Hong Kong dollars)

—®—-% -T-TF
2011 2010
ElfE & EERF W= (G (F)) Net gain on repurchase of
subordinated notes (Note (a)) - 82,784
IS AT 4 B 5T e Net gain on disposal of available-
for-sale securities 7,847 3,468
HEBELERRERRIALER 2 FHHEFEE  Netloss on disposal of investments
in securities included in the loans
and receivables category (38,515) (136,530)
HEFEINHESFFWE (B18) GE(2)) Net gain/(loss) on disposal of
held-to-maturity securities (Note (b)) 2,493 (65,837)
(28,175) (116,115)
it Note:

(F) R-Z—ZF AEEERFEELERRLR
Bk UAMRAEBOBEEASLEALTAES
ETLBHAFRITR BT LF A +RBAHETZ
KA Bk EER ([EB]) HEa41(T)) - RE
AR REBMNEEZBMEER L BER R
BLTRBEERTTZ AN X IR @
RIE - FTERELZ B ER Ty B s E T B B R AR LEAR
RAM 4= B 53R 2 U aR o BT IR RS 2 AP
MRENARER/ARIRITZSEMMER - (2
MBI TER % B RS AR I EFER AR RFTIRTT 2
BERMMER -

(2) RZB—FR_ZF-ZTF2HEDKLERER
B R IMEREZ o

(@)

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 41(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 the 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.
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% % 18 B4 79 52 L 4F PO R B P A B
16.5% (ZE—T4F : 16.5%) JRAEH - /55 B
T8 3% HL T 6E O S AR BRI AR S B 4
BEBME 2 RTREHE -

BEEHBERAABEARNEREE  UHE
16.5% (— T —FF : 16.5%) (E 2 HHER -

(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%)

=EB-——F —ZT-ZF
2011 2010
REFEHIE : Current income tax:
BBENEH Hong Kong profits tax 128,044 129,552
BINHIR Overseas taxation 14,479 13,723
RBEFENR 2 EME Under-provision in prior years 2,369 3,781
EIERIE (FFFE42) Deferred income tax (Note 42)
— AR EREENELEKER - Origination and reversal of temporary
differences 4,630 46,478
BIE Income tax expense 149,522 193,534
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AEBERBANG N 2 HIBB RN A &R AIINE

FIEREAF 2 BRBBEOT ¢

(Expressed in thousands of Hong Kong dollars)

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:

—E——-F5 ZZE-ZF
2011 2010
R %5 A1 4 ) Profit before income tax 1,227,088 1,267,556
23 AR & R R N 2 A3 Tax calculated at domestic tax rates
BEAEZHIE applicable to profits in the respective
countries 202,470 209,147
HIBRAERR Tax effects of:
HBR 2z TR E Different taxation rates in other countries (3,875) (1,394)
R HE 2 WA Income not subject to taxation (35,157) (34,105)
TREFRL A S Expenses not deductible 44,120 58,515
BB ERIMoEE AT R Results of associates and jointly
HEAEGIEE 2 ESA controlled entities reported net of tax (60,405) (42,410)
RBEFENR 2 BE Under-provision in prior years 2,369 3,781
RIBX W Income tax expense 149,522 193,534




Bt 55 3R 5= P =

(AB BT A7) (Expressed in thousands of Hong Kong dollars)
R ARAMBHREANZRREGENB The profit attributable to shareholders is dealt with in the financial
349,196,000/ 7T (ZZF —ZF : )& 168,742,000 statements of the Company to the extent of HK$349,196,000 (2010:
HBIT) ° profit of HK$68,742,000).
—E-—F —ZT-=F
AT Company 2011 2010
ENFHRES - % HER0.08%E T Interim dividend paid of HK$0.08
(ZZE—ZF : §R0.0757T) (2010: HK$0.07) per ordinary share 97,835 77,823
FRARERE - §REAAR0.20/%E T Proposed final dividend of HK$0.20
(Z=—ZF : §R0.20%7T) (2010: HK$0.20) per ordinary share 244,587 244,587
342,422 322,410
—E-—F =—Z-=F
2011 2010
BT ABIT
(HK$) (HK$)
HRE A Earnings per share
AR Basic 0.88 0.92

B Diluted 0.88 0.92
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(AR T ThLHR)

FRRERRF TR A F1,078,300,000% T (=
T—FT4 : 1,074,110,000/7T) RERNDBEITE
B (9 2 IR 15 801,222,934,755/% (—ZF —

T4 1 1,162,588,2780%) 5t & -

GRRESE RN T2 A8 £ 71,078,300,0007% 7T (=
T T4 1 1,074,110,000/870) K END BT E
AT A% (D 2 IN4E 19 %01,222,980,081 % (==& —
T 1 1,162,588,278%) W HL AT A ¥ LB AL B

BENTETUAHEE -

(Expressed in thousands of Hong Kong dollars)

shares in issue during the year.

potential ordinary shares.

The calculation of basic earnings per share is based on earnings of
HK$1,078,300,000 (2010: HK$1,074,110,000) and the weighted
average number of 1,222,934,755 (2010: 1,162,588,278) ordinary

The calculation of fully diluted earnings per share is based on earnings
of HK$1,078,300,000 (2010: HK$1,074,110,000) and the weighted
average number of 1,222,980,081 (2010: 1,162,588,278) ordinary
shares in issue during the year after adjusting for the effect of all dilutive

58 AT

Group Company
—E-——-F —Z-FTF ZEB--F =—IT-ITF
2011 2010 2011 2010
Be RERITHERS Cash and balances with banks 4,278,370 5,676,180 4,024 1,008,944
BN ESER Money at call and short notice 7,626,447 3,064,943 7,073 7,066
11,904,817 8,741,123 11,097 1,016,010
—E——-F —ZT—ZF
£H Group 2011 2010

ERT—EZ2+-@EANRN
B HR ) 77 5K

Placements with banks maturing

between one and twelve months

5,164,914 3,249,320
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(Expressed in thousands of Hong Kong dollars)

=E-——F —ZT-ZF
58 Group 2011 2010
FIEEERBNES Trading securities:
BEREF Debt securities:
— &AL - Listed in Hong Kong 533,415 781,231
— kLT - Unlisted 4,872,761 4,581,724
HIEEERZRNEHFBE Total trading securities 5,406,176 5,362,955
EENAAFEFEBEZEHFTA Financial assets designated
B emEE at fair value through profit or loss:
BEES Debt securities:
— BANINET - Listed outside Hong Kong 8,776 1,377
RIEEERBNBESRIEEUNRATEFE Total trading securities and financial
BEEZHFABSNEREELTE assets designated at fair value through
profit or loss 5,414,952 5,364,332
PIEEEKESFANE Included within debt securities are:
- BREEREFEEREERF ZBNES — Government bonds included in
trading securities 5,404,319 5,354,258
— A ERES — Other debt securities 10,633 10,074
5,414,952 5,364,332

RoB——ER-F-FET-A=+-A L
LT B 05 0 P A FE A A AR ARG

FEEBERBNELSREENATEFE8AE
Bt A BRI EEREITHERR DA
T~

As at 31 December 2011 and 2010, there were no certificates of deposit

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:

—E-—-F Z—ZT-FF

£E Group 2011 2010
— PR RIRTT — Central governments and central banks 5,404,319 5,354,258
— NERE - Public sector entities 1,433 4,114
— RITREAM S BEE - Banks and other financial institutions 424 4,583
— 1% — Corporate entities 8,776 1,377
5,414,952 5,364,332
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R-ZB——F+ - A=+—BRIHT

£TEE

(Expressed in thousands of Hong Kong dollars)

The notional principal amounts of outstanding derivatives contracts and

NzaBAeREATFEDT their fair values as of 31 December 2011 were as follows:
&8/
EESHE DFE
Contract/ Fair values
notional BE =L
£8 Group amount Assets Liabilities
1) HEEEREZITETR 1) Derivatives held for trading
a) JMELTAETAR a) Foreign exchange derivatives
REMBESYN Forward and future contracts 42,691,478 231,257 (89,675)
B Currency swaps 189,270 = (21,753)
B A\ ROt i AN B Currency options purchased and written 1,554,859 4,317 (4,299)
b) FIELTETA b) Interest rate derivatives
FEBE Interest rate futures 3,300,805 270 -
) & 4= 2 Interest rate swaps 9,735,389 7,297 (87,910)
c) ERMITETA c) Equity derivatives
B ROh R s I ER Equity options purchased and written S = =
BEEER®ZITETA Total derivative assets/(liabilities)
BE/ (AR &&f held for trading 57,471,801 243,141 (203,637)
2) ?%ME%WLZ@T;IQ 2) Derivatives held for hedging
a) IEEULTFEH a) Derivatives designated as fair value hedges
Z wifI A
7| R 4= 2 Interest rate swaps 15,288,995 366,613  (1,337,916)
FEERRB2ITETA Total derivative assets/(liabilities)
BE/ (AF) A held for hedging 15,288,995 366,613  (1,337,916)
3) e EAAFEIEL R 3) Derivatives not qualified as hedges for accounting
R - BEEENAFE purposes but which are managed in conjunction
STEEHEEFABEN with the financial instruments designated at
CRIAE—RERE fair value through profit or loss
ZHTETA
B Currency swaps = - -
F =45 5 Interest rate swaps 1,164,990 29,877 =
TEEES AR ZITETA Total derivative assets not
BESF qualified as hedges 1,164,990 29,877 =
ERRZITESMIA Total recognised derivative financial
BE/ (AR A assets/(liabilities) 73,925,786 639,631 (1,541,553)
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(Expressed in thousands of Hong Kong dollars)

RZZE—EFE+_A=+T—AKRIHITEIAS The notional principal amounts of outstanding derivatives contracts and
S % ERAEREQAFERAT : their fair values as of 31 December 2010 were as follows:
a8/
HELH
Contract/ Fair values
notional EE afE
e Group amount Assets Liabilities
1) FEEERGEZITETA 1) Derivatives held for trading
a) JMEPTAETR a) Foreign exchange derivatives
EHRBEEH Forward and future contracts 49,623,010 264,539 (114,276)
B Currency swaps 189,434 = (21,773)
BB\ R AN HR 4 Currency options purchased and written 389,362 1,225 (1,218)
b) FELTAETA b) Interest rate derivatives
MEHE Interest rate futures 8,161,965 533 (4,992)
) & 4= H Interest rate swaps 5,858,913 18,595 (142,617)
o) BmlMiT4TA c) Equity derivatives
B\ RO i 2 1 R Equity options purchased and written 2,809 43 (43)
FIEEER®ZITETLAR Total derivative assets/(liabilities)
BE/(BE) A held for trading 64,225,493 284,935 (284,919)
2) FHEEHRABRZITETA 2) Derivatives held for hedging
a) EEURFEH T a) Derivatives designated as fair value hedges
ZITHETA
A % 4 Interest rate swaps 14,132,574 149,620 (1,000,466)
FEERRB2ITETA Total derivative assets/(liabilities)
L&/ (BB &5 held for hedging 14,132,574 149,620 (1,000,466)
3) HEHEANFAIELR 3) Derivatives not qualified as hedges for accounting
R#% - BEEFENATE purposes but which are managed in conjunction
FrEHAEE ﬁ)\?ﬁ ] with the financial instruments designated
ST AE—FE at fair value through profit or loss
ZITETAR
Bk Currency swaps 395,603 112,779 =
Rl & d Hf Interest rate swaps 1,235,995 76,880 =
IEEEH AR ZTETA Total derivative assets not
BESF qualified as hedges 1,631,598 189,659 =
ERRZITEERIA Total recognised derivative financial
LE/ (AfE) A5 assets/(liabilities) 79,989,665 624,214 (1,285,385)
BEREOTETAEZ AFEREEREE R 2 &858 The effect of bilateral netting agreements has been taken into account
HETHNZE - in disclosing the fair value of derivatives.
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LREEEREAIGTE RRFTARKEET L2
BEFRBER 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 Group 2011 2010
PTAETA Derivatives

[ERAE %) Exchange rate contracts 435,921 417,812

FEEH Interest rate contracts 181,052 155,217

HieaH Other contracts - 92

616,973 573,121

WETAZENHBELRERBKEHRNR S The contract amounts of these instruments indicate the volume of

B U TMKRERREER -

EERBNESEI2EEESEREH Z(R
TEERN)RADMAE ZBE - FAEMBZH
BARFRZHEFREBENINBHEME

Bh AR G ERIE S AR K 2,905 B -

A& B R A AR R ig B = 2 A FE 4 R
BIETEER R EYGIEER 2 BFHIEE - A
EEBELFARBEITABEZBOHEETERAR -
0 T A~ 518 £143,529,0008 T (=T —F
4 : [B518 45154,709,00078 7T) © ¥ IEE EE Y
SRR 2 2k £82,150,000/8 T (ZE—F4F : g
# /396,089,000 7T) © WFHEE 25RHIES
ZIAAFEEAOEESRIT A ZFEERIA -

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$82,150,000 (2010: gains of HK$96,089,000). 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 C—ZT-ZF
£8 Group 2011 2010
EAER KB Loans and advances to individuals
- EAKR — Credit cards 4,261,547 3,793,409
— RIBER — Mortgages 23,017,708 21,904,593
— Hi — Others 4,338,395 3,945,998
TEERRBK Loans and advances to corporate entities
— BHER — Term loans 22,231,984 17,630,333
— RIBER — Mortgages 11,132,055 10,523,436
—B5mE — Trade finance 6,990,330 4,548,252
— =i — Others 10,662,014 10,402,967
REEREE Gross advances to customers 82,634,033 72,748,988
H & 2= (K13E36) Other assets (Note 36) 2,711,680 2,024,277
Bk REES Less: Impairment allowances
— {ERIFEE - Individually assessed (190,859) (92,044)
— fRERHE - Collectively assessed (193,994) (303,693)
(384,853) (395,737)
BREEER K ERFIELER Investments in securities included
ZBEHFIRE (H5E26) in the loans and receivables category
(Note 26) 6,799,300 7,717,760
ZHEHER MK EARE Advances and other accounts 91,760,160 82,095,288

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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(F) % P S0k S 3k = s 4R 1 M 3 IR (a)

#*

(Expressed in thousands of Hong Kong dollars)

advances to customers

HEERE - ERFE
Impairment allowances
- Individual assessment

Reconciliation of allowance account for losses on loans and

BEBEXN Hty

A

(=N
£8 Group Mortgages Others Total
BABRRBIHMELEE2EE  Movement in impairment allowances on loans

and advances to individuals
—E-ZFE-H-HNEH Balance at 1 January 2010 1,654 2,277 3,931
B BB 1R B Impairment losses reversed (2,061) (644) (2,705)
RELEBETMEE Loans written off as uncollectible (273) (1,811) (2,084)
WEIE R EEMSE 2 ER Recoveries of advances written off in previous years 1,485 772 2,257
—E-ZEF+-_F=1+—H At 31 December 2010 805 594 1,399
—E-—F5—-H-HHN&EH Balance at 1 January 2011 805 504 1,399
HEEE (&) /IR #& Impairment losses (reversed)/charged (1,777) 524 (1,253)
RAEEEE M Loans written off as uncollectible - (1,173) (1,173)
WEBREEREZER Recoveries of advances written off in previous years 1,364 672 2,036
—E——%4+-A=1+—H At 31 December 2011 392 617 1,009

HEERE - RETME
Impairment allowances
- Collective assessment
BERF REEN Hity a5

£8 Group Credit cards Mortgages Others Total
BABREBITREEE2EE  Movement in impairment allowances

on loans and advances to

individuals
“Z-TFE—F—HNEH Balance at 1 January 2010 35,045 3,177 44,564 82,786
BB B Impairment losses charged 50,067 2,382 3,193 55,642
RALEBE M HEE Loans written off as uncollectible (73,378) - (46,163) (119,541)
W Bl B R E M2 B Recoveries of advances written off

in previous years 14,326 - 34,433 48,759
BE 5 e E 5B Exchange and other adjustments (449) - (564) (1,013)
—E-E&F+-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
REEERE (B8) Impairment losses charged/(reversed) 51,794 (339) 23,892 75,347
KEEEEETMEE Loans written off as uncollectible (66,866) = (55,613) (122,479)
W Bl B R EMsE 2 B0 Recoveries of advances written off

in previous years 13,770 - 27,151 40,921
B 5 R E 5B Exchange and other adjustments - - 6 6
—2-——-5+=-A=+-~H At 31 December 2011 24,300 5,220 30,899 60,428
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(Expressed in thousands of Hong Kong dollars)

(H) &5 83k B Bk 2 Jis 18 4 A W JE SR (@) Reconciliation of allowance account for losses on loans and

7= () advances to customers (Continued)
HEERE - BRI
Impairment allowances - Individual assessment
BHEX EZRE
Term RBEX Trade Hit &%
58 Group loans Mortgages finance Others Total
TEERREBX Movement in impairment
HEEEZ2E allowances on loans and
advances to corporate entities
I s =10} =123 Balance at 1 January 2010 51,941 3,844 45,862 210,800 312,447
HEEE (&) /IR #& Impairment losses
(reversed)/charged (5,300) (3,294) 6,651 6,204 4,261
RELEEERMHE Loans written off as uncollectible (39,491) - (33,332) (173,218) (246,041)
W Bl E R EME 2 B Recoveries of advances written
off in previous years 3,591 266 2,354 12,935 19,146
fE & 8 Exchange adjustments 193 - - = 193
—Z-ZF+-_A=+—H At 31 December 2010 10,934 816 21,535 56,721 90,006
T ——5—-F—HNEH Balance at 1 January 2011 10,934 816 21,535 56,721 90,006
EEEERE (B 5E) Impairment losses
charged/(reversed) 4,609 (718) (3,769) 109,903 110,025
REEEEEFTMIERE Loans written off as uncollectible (609) - (7,915) (34,292) (42,816)
W Bl B R EEME 2 R Recoveries of advances written
off in previous years 2,214 204 5,062 24,258 31,738
fE & 8 Exchange adjustments 258 - - - 258
“Z——%+=-HA=+—H  At31December 2011 17,406 302 14,913 156,590 189,211
AEEE - GETMh
Impairment allowances - Collective assessment
EHEN BEZME
Term BBEN Trade Hit %
58 Group loans Mortgages finance Others Total
LEERRBH Movement in impairment
HEEEZ22S allowances on loans and
advances to corporate entities
—T-TF-A-BH4% Balance at 1 January 2010 33,678 66,370 29,210 146,013 275,271
HEEE (&) /IR #& Impairment losses
(reversed)/charged (831) (8,248) 4,488 (31,130) (85,721)
ReLEEETMEE Loans written off as uncollectible = = = (3,597) (3,597)
W Bl E R EEME 2 R Recoveries of advances written
off in previous years - - - 32 32
BE 5 o H At A & Exchange and other adjustments 29 = 2 1,044 1,075
—ZEF+-_A=+—H At 31 December 2010 32,876 58,122 33,700 112,362 237,060
“T——F—-F—HNEH Balance at 1 January 2011 32,876 58,122 33,700 112,362 237,060
B 1R 2 & Impairment losses reversed (12,295) (49,398) (13,783) (27,561) (103,037)
REERETMERE Loans written off as uncollectible - - - (771) (771)
W Bl E R EEME 2 ER Recoveries of advances written
off in previous years - - - 39 39
PE 5 R E At & 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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(Expressed in thousands of Hong Kong dollars)

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

MR T = e 48 1 5 HR TE S AR 3R advances to banks, and accrued interest and other accounts

LB 2E 1 - BB 2E 1 -

HARE 18 B FF 1

Impairment Impairment

allowances- allowances-

Collective Individual

assessment assessment

FESTRI 2 F

MITER HbBR1E

RB® Accrued

Loans and interest and

advances to other

5 Group banks accounts
RITERREBR > REGFASMERRIE Movement in impairment allowances

BEEHEZ2E2H 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) =

—2—ZTF+-_A=+—H At 31 December 2010 = 639

—E-——F—HA—HWN&ER Balance at 1 January 2011 - 639

LB 5 18 [ R Impairment losses reversed = =

—E——+=ZA=+-—H At 31 December 2011 - 639
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(W) BAG7EF P Bk J Bk 2 b L 15 HE

(Expressed in thousands of Hong Kong dollars)

(c) Loans and advances to customers include finance lease

WeHR R receivables as follows:
—E-—-F C—"ZT-ZF
£8 Group 2011 2010
REEMEME 2 B ARBEE - Gross investment in finance lease
receivable:
—F AR Not later than 1 year 2,200,221 2,083,170
—FUEERF Later than 1 year and not later than
5 years 3,109,630 2,699,269
BEFEMNE Later than 5 years 3,022,982 3,126,173
8,332,833 7,908,612
BEMRE 2 KRR @& WA Unearned future finance income on
finance leases (1,061,732) (1,010,590)
MEREREFE Net investment in finance leases 7,271,101 6,898,022
BEREREFHBR 2OWWOT ¢ The net investment in finance leases is
analysed as follows:
—F AR 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
AFEMNUE Later than 5 years 2,583,018 2,691,895
7,271,101 6,898,022

R-ZE——F+-_H=1+—H  Lap&EHEE

REBBAYEERANSKEE(CT-FTF:
) o

7

RS+ A=+ BZAEEEFRESE
BEETITKRDZBEHRSRERELNERS
: 42,550,000

51/4110,432,0008 7L (T E— =%
HIT) e

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).



Bt 55 3R 5= P =

(AR T ThLHR)

(Expressed in thousands of Hong Kong dollars)

—E-—-F C—ZT-ZF
58 Group 2011 2010
HAHEERENENS BB FRE Investments in securities reclassified
from the available-for-sale category
- R F R E R A AR — At fair value under
fair value hedge
(for hedging interest rate risk) 4,580,292 5,289,027
— IR ERBK R DI BR - At amortised cost 2,259,567 2,080,910
6,839,859 7,369,937
ks : BEER Less: impairment allowances
— (& R FT Al - Individually assessed - (78,221)
- R A — Collectively assessed (100,000) =
6,739,859 7,291,716
RYBERE S ERER Investments in securities classified
MEWFIE ZFHIRE as loan and receivables
upon initial recognition 59,441 426,044
6,799,300 7,717,760

“E-ZE+-A=+—BZENREERE R
— IR (£96,672,000/5 7T Z (B 7% 78 1% & M at
I’ ZERBAER-ZE——FALE -

Individual impairment allowances as at 31 December 2010 were

maintained in respect of an investment in debt security with a carrying
value of HK$96,672,000. The security had been disposed of in 2011.
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(Expressed in thousands of Hong Kong dollars)

Investments in securities included in the loans and receivables category

are analysed as follows:

—E-—F ZZZT-IFF
55 Group 2011 2010
BERES Debt securities:
-BBLEm — Listed in Hong Kong 667,871 737,579
- BB ETE - Listed outside Hong Kong 6,099,453 6,522,236
-JEETH - Unlisted 131,976 536,166
6,899,300 7,795,981
Wk - BEERE Less: impairment allowances
— (& RIET A — Individually assessed - (78,221)
o =R - Collectively assessed (100,000) -
6,799,300 7,717,760
twmEAHRZTWE Market value of listed securities 5,692,801 6,636,402

R_E——FR=—ZE—ZFTF+-_A=+—H Lt
MEBEHFEEEHANTEBIEREERE -

BREEERMERFIBERRNZESFRE
REBETHRBRMNONTAOT

- RITRE M S AR
-

As at 31 December 2011 and 2010, there were no certificates of deposit

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

Investments in securities included
in the loans and receivables
category are analysed
by categories of
issuers as follows:
— Banks and other financial institutions 3,614,285
— Corporate entities 3,285,015

4,127,967
3,668,014

6,899,300

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

Reconciliation of allowance account for losses on

&2 E AR RR investments in securities included in the loans and
receivables category
WEZEE
Impairment allowances
18 Bl S 15 RETE
Individually Collectively
assessed assessed
—E-TFE-A AR Balance at 1 January 2010 1,893 =
VERIEN SRt Impairment losses charged 76,465 -
b 5, 5 2 Exchange adjustments (137) =
—2-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
REEHRBESFRERTHEBE Allowance written off
upon disposal of
underlying investments
in securities (84,150) -
b 5, 53 2 Exchange adjustments 5,929 -
—E——f+=-HA=+—H At 31 December 2011 = 100,000
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(Expressed in thousands of Hong Kong dollars)

—E——-F —ZT-FF
£8 Group 2011 2010
BIEES Debt securities:
-&E L™ — Listed in Hong Kong 6,532,001 5,759,973
- BB AN TR — Listed outside Hong Kong 9,233,246 5,288,174
-3k - Unlisted 1,175,502 5,968,831
16,940,749 17,016,978
S EES Equity securities:
-BEEM — Listed in Hong Kong 110,572 867
- BB LA T - Listed outside Hong Kong 84,599 80,019
-3E kT - Unlisted 150,886 127,798
346,057 208,684
Al E AR Total available-for-sale securities 17,286,806 17,225,662
BREBSFES Included within debt securities are:
- BB NFRE — Certificates of deposit held 24,270 47,205
- H A B E 5 - Other debt securities 16,916,479 16,969,773
16,940,749 17,016,978
A H & 75 5 Available-for-sale securities are
RETHBENSTAT analysed by categories of issuers
as follows:
- PRI A A RERTT — Central governments and central
banks 5,814,123 9,530,291
- NEE — Public sector entities 199,393 88,278
- RIT R E A S B S — Banks and other financial institutions 4,874,427 3,221,041
-1 — Corporate entities 6,397,335 4,384,524
- HAtb — Others 1,528 1,528
17,286,806 17,225,662
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(Expressed in thousands of Hong Kong dollars)

—E—-—-F —T-FTF
55 Group 2011 2010
BISESH Debt securities

-BELE® — Listed in Hong Kong 263,814 193,973

- BB TR - Listed outside Hong Kong 5,734,221 6,643,580

-3E kT - Unlisted 2,173,952 2,039,019

8,171,987 8,876,572

rtmEAHRzTE Market value of listed securities 5,624,025 6,641,001
PIEEERES Included within debt securities are:

- BBENTFRE — Certificates of deposit held 6,126 =

- B ERES — Other debt securities 8,165,861 8,876,572

HEIHE S
RBETHRBRMNOTAOT
- P RBUT R RERTT

- REHE
-RITREMSREE
-

R-B——ER-F—TF  AREUEELH
BE T4 S ER B S B AR KR KR
7 -

HEER - E——E+_A=t+—HEFHEZ
CREE  ZEEFOBZERMEENR-T——
F+-_A=+—BAZ2AFEREEED A
5,760,063,0007% 7T (—Z —Z 4 : 6,207,061,000
# 7T) % 6,839,859,0008 7T (= T — T 4F ¢
6,721,259,000/8 7T) °

REFEERN—_E——F+-_A=1t—BHEHFHEZ
CREE  WEBTZFEALEEERMEER
AHEERERPERSEAERKEBRIELE
Al AIEEZBRERZEGHBEG 5N
1,082,370,000% 7t (=& — = & : & I
512,760,000 7T) °

8,171,987 8,876,572

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

banks 1,691,869 1,494,925
— Public sector entities 193,906 193,973
- Banks and other financial institutions 4,367,632 4,911,485
— Corporate entities 1,918,580 2,276,189

8,171,987 8,876,572

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)

—®-—F ~T-TF
568 Group 2011 2010
IR & EFE Share of net assets 1,616,742 1,214,168
EES Goodwill 344,623 344,623
i Total 1,961,365 1,558,791
—E——F —E-FF

£H Group 2011 2010
—H—H At 1 January 1,558,791 1,299,257
FEIEBRTR B4 Share of results, net of tax 353,404 249,001
R BREESHHER Share of investment revaluation

reserve, net of tax 8,507 (4,259)
B B Dividend received (24,278) (25,496)
ERER Exchange differences 64,941 40,288
+=-—A=+—H At 31 December 1,961,365 1,558,791
RIEBE——FR—_TE—FTF+_A=1+—H2ZH The following is the key information relating to the associate as at 31
ERRZEEZEEHMAT : December 2011 and 2010:

o R e it B FEEK FhERBE D
£18 Place of incorporation Principal Percentage of interest in
Name and operation activities ownership
BERTT HREE A RHEFE RIT 20%

Bank of Chongqging

People’s Republic of China Banking
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(Expressed in thousands of Hong Kong dollars)

—E-——F C—T-IFF

£H Group 2011 2010
JEEMARD - IRAKA Unlisted shares, at cost 20,000 20,000
BERT —HRAEGEE Loan to a jointly controlled entity 20,429 24,714
40,429 44,714

FEAG UL g1 R 1 Share of post-acquisition reserves 28,221 15,534
68,650 60,248

Rk =T ZF+_A=+—HHHER
THEREIT ¢

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

HEEREZADL

& /0 3t 25 FEEB RS 2 Percentage of

BB Place of Principal activities and effective interest

Name incorporation place of operation in ownership

IR AA R A A B BREER - BF 13.333%
Bank Consortium Holding Limited Hong Kong Investment holding, Hong Kong

IREEFEARA A B BIEEER  BE 13.333%
Bank Consortium Trust Company Limited Hong Kong Mandatory provident fund business,
Hong Kong

R RA R A A B BIEEER  BE 13.333%
BCT Financial Limited Hong Kong Mandatory provident fund business,

REEERBITERAR AR ZERBMEARKR
FIR1TIA - MBBERBRATRRBESRA
RABTREBERERARZEZEMB AR -

ERTHARZEGHERAFEMN  LR—RER
EEI LSt

Hong Kong

The Group’s interest in Bank Consortium Holding Limited is held by
DSB, a subsidiary of the Company. Bank Consortium Trust Company
Limited and BCT Financial Limited are the wholly owned subsidiaries
of Bank Consortium Holding Limited.

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

on normal commercial terms.

—E—-—-F —T-FTF

AT Company 2011 2010
JEETRRG  FRAAA Unlisted shares, at cost 5,450,282 4,450,282
N NGB Amounts due from subsidiaries 125,982 125,792
FEA B 8 A B3R Amounts due to subsidiaries (71,863) (25,000)
5,504,401 4,551,074

FEl R A T2 SRS BEIER - 28R
BBREHR -

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

repayable on demand.
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(Expressed in thousands of Hong Kong dollars)

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

AT : 2011:
FRiERBBE AL
Percentage of shares held
e B BRTEBRRA
ARER TEEHR Place of HiE %  Particulars of issued
Name of company Principal activity incorporation Directly Indirectly  ordinary share capital
AFRITERDA ®’17 B
Dah Sing Bank, Limited Banking Hong Kong 100% - HK$4,600,000,000
LRRITERLDA 17 BB
MEVAS Bank Limited Banking Hong Kong 100% - HK$400,000,000
NERE RBRAES
Channel Winner Limited Property Investment British Virgin Islands 100% = US$1
AFHBERAA TEex BE
Dah Sing Finance Limited Dormant Hong Kong 100% - HK$25,000,000
TEe® EBELES
South Development Limited Dormant British Virgin Islands 100% - US$1
EEe® RBRAES
Yield Rich Group Limited Dormant British Virgin Islands 100% - US$1
REZK BRE
D.A.H. Holdings Limited Investment holding Bermuda 75.5% - US$1,000,000
AERT (RE) BERAA R17 HEARAME
Dah Sing Bank (China) Limited Banking People’s Republic of China - 100% RMB1,000,000,000
REEERTRO BB AR ®17 RF
Banco Comercial de Macau, S.A. Banking Macau - 100% MOP225,000,000
AHERERERAA NERE B
Dah Sing Computer Systems Limited Property investment Hong Kong - 100% HK$20
AFRBRERER R &R BB
Dah Sing Insurance Brokers Limited Insurance broking Hong Kong - 100% HK$200,000
EEe® RBRIHS
DSLI (1) Limited Dormant British Virgin Islands - 100% US$1
BE EEBRAHS
Dah Sing MTN Financing Limited Financing British Virgin Islands - 100% US$1
AFEEERDA KB AR BB
Dah Sing Nominees Limited Nominee services Hong Kong - 100% HK$100,000
REZK BE
Dah Sing Properties Limited Investment holding Hong Kong = 100% HK$9,998
BE EEBRUHS
Dah Sing SAR Financing Limited Financing British Virgin Islands - 100% US$1
REZR BB
DSB BCM (1) Limited Investment holding Hong Kong — 100% HK$1
REZK BE
DSB BCM (2) Limited Investment holding Hong Kong - 100% HK$1
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(Expressed in thousands of Hong Kong dollars)

FRiERBBEAL
Percentage of shares held
s B BRTEERRA
AR ER TEEH Place of HE M  Particulars of issued
Name of company Principal activity incorporation Directly Indirectly  ordinary share capital
AHEFERDA EHHE B
Dah Sing Securities Limited Securities dealing Hong Kong - 100% HK$10,000,000
KBRS 0
MEVAS Nominees Limited Nominee services Hong Kong — 100% HK$50,000
REEHE (BE) ERAH Eex &k
Pacific Finance (Hong Kong) Limited Inactive Hong Kong - 100% HK$450,000,000
ZERBERAA & B
OK Finance Limited Money Lending Hong Kong - 100% HK$1,000
TEe® HBELES
Shinning Bloom Investments Limited Dormant British Virgin Islands - 100% US$1
HERERRAA NERE B
Vanishing Border Investment Services Property investment Hong Kong = 100% HK$20
Limited
BE RERS
D.A.H. Hambros (Channel Islands) Financing Guernsey - 75.5% US$15,000
Limited (formerly,
D.A.H. Hambros Bank
(Channel Islands) Limited)
NERE EBRAHS
Dragon Tiger Limited Property investment British Virgin Islands 100% - Us$2
NERE EBELES
Estoril Court Limited Property investment British Virgin Islands 100% — us$2
NERE RBRAES
Grandmart Investments Limited Property investment British Virgin Islands 100% = uss$2
HNBEEERAR NERE B
Modern World Holdings Limited Property investment Hong Kong 100% - HK$1
HNEERERAF NERE 0
Modern Bright Hong Kong Limited Property investment Hong Kong 100% — HK$1
EZEERAA NERE RERIHS
River Long Limited Property investment British Virgin Islands 100% = uss$2
NERE EBRUHS
Skill Sino Limited Property investment British Virgin Islands 100% - Us$2
HERRAA NERE EBELES
Solar China Limited Property investment British Virgin Islands 100% - us$2
NERE REBRUHES
Superb Future Limited Property investment British Virgin Islands 100% = us$2
NERE EEBRAHS
Talent Union Holding Limited Property investment British Virgin Islands 100% - Us$2
NERE EBELES
Well Idea Enterprises Limited Property investment British Virgin Islands 100% - US$1
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BAFIRITERATZARERAFSN - Lilpr
B RRIG BTN R RIS BB AN 7 M A
o HERBEFEEZMALZIARRERE
e

BRARFTERTT (R ED) BRAR] - RFIEERITER
A7} ~ D.A.H. Hambros (Channel Islands) Limited
([DAHCI)) K Lt 5| BAE R A ASNE M Z A A
AN - A RRIHERRKE -

REFERIT(PE) BRATR -_ZZENFLAER
BN MARS - ERIEHEARKMBEZER
AMARIERAR] (EHEE  FEIRMA 2L
RHE) °

DAHCIR 4 7 3 3 B 85 48 B P 8 2 8875
R WR=T——E N\ A=+ — BRI AR
7 o

(Expressed in thousands of Hong Kong dollars)

Except for Dah Sing Bank, Limited which is a public limited company,
all the above companies are private companies, or, if incorporated
outside Hong Kong, have substantially the same characteristics as a

Hong Kong incorporated private company.

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

companies operate in Hong Kong.

Dah Sing Bank (China) Limited was incorporated in Mainland China in
July 2008. It is registered as “Limited liability company (solely funded
by Taiwan, Hong Kong or Macau corporate body)” under the laws of

the People’s Republic of China.

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.
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(AB BT A7) (Expressed in thousands of Hong Kong dollars)
BUER  EFBR
&4 EBREE  BFEE
BREE Core  Customer Gk
&%  Contract deposit  relationship Trade Bt
&E Group Goodwill intangibles intangibles intangibles name Total
KA Cost
—Z—5-f-Bk At 1 January 2011
ZE——5tZA=1-H and 31 December 2011 811,690 26,499 80,583 40,777 58,252 1,017,801
ZRRE/ Accumulated impairment/amortisation
—2——%—-f—H At 1 January 2011 - 26,499 70,982 20,194 - 117,675
ERXI (HE10) Charge for the year (Note 10) - - 9,601 4,952 - 14,553
“Z——f+-f=1-H At 31 December 2011 - 26,499 80,583 25,146 - 132,228
REE Carrying value
“2——%+-A=+-H At 31 December 2011 811,690 - - 15,631 58,252 885,573
BOER  BPEBE
&0 EWEE W BWAE
BREE Core  Customer 5k
BE Contract deposit  relationship Trade Bit
£E Group Goodwill  intangibles intangibles intangibles name Total
XA Cost
ZE-ZE-f-HRk At 1 January 2010 and
“E-ZE+-fA=1—-H 31 December 2010 811,690 26,499 80,583 40,777 58,252 1,017,801
2HRRE/ B Accumulated impairment/amortisation
“2-ZF-f—H At 1 January 2010 - 26,499 54,229 14,951 - 95,679
ER (WE10) Charge for the year (Note 10) - - 16,753 5,243 - 21,996
“E-ZF+-f=1-H At 31 December 2010 - 26,499 70,982 20,194 - 117,675
REE Carrying value
—E-Ef+-A=1-H At 31 December 2010 811,690 - 9,601 20,583 58,252 900,126
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ERAHRZEBEVEERRALN  RUEREE
FRREVEESARBERERENTRE S
TEZARFHEE - ARAREAERYTES
FRAERBERE B RIAKATIRR RIEREERES
= o

REF  BEIEERIRESEREREMEBDR
ERACHSELBM (REELBEN]) ER
EFHE - T ——Fi - BEOEERERR
EERERE - BNEBHDECRAZREESE
B BmEOEMEZIWMT -

(Expressed in thousands of Hong Kong dollars)

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.

—E2-ZF+-A=t-HEK
—Z——f+=ZA=t+—H
As at 31 December 2010 and 31 December 2011

[EE3 ) 8 ASR1T
Commercial Personal BMEEK &5t
&8 Group Banking Banking Treasury Total
BB Hong Kong 196,478 122,189 = 318,667
R Macau - - 493,023 493,023
196,478 122,189 493,023 811,690

EEESFERENS  HHRENEZERAE
BEMEEsHEEELBMABKREE - x-tERE
AEEEBEEABMRS - LREE 28R
SR KEEBEAGFERRANEATFHERR
2% HEAEE AF B TR - AFTEHEEE
BABERHUABBRSELEN 2 XK REE
SR TERIEF AN BB VEIB IR 2 FLE FTAR ] - FTAE
Az R RTEERAEE 2 B A A INEFH
£12.50% (=T — T : 12.59%) °

EREFETIRENRAERLRBREESR
5 2. 3%Fi A BB R K DA HA 5T 8 2 78R Uk
A BUABEEEE R R2%HBERENEE XK
R FTEAZAARA1259% (2T —TF ¢
12.59%) TEERAEE 2 B AR MNEFH
%{ o

EFENEERRELARZAEBE (ZF—
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 weighted average cost of capital at
12.59% (2010: 12.59%).

For trade name, impairment testing is performed annually using pre-
tax royalty rate of 3% 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 of 12.59%
(2010: 12.59%) used is based on the Group’s weighted average cost of
capital.

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

A
RERAE
Furniture
equipment,
& and motor a5
&M@ Group Premises vehicles Total
BE-Z-ZF+-A=+-HLFE  Yearended 31 December 2010
FHREFE Opening net book amount 1,790,552 159,628 1,950,180
g Additions 63,201 94,140 157,341
ERpay s Revaluation surplus 436,341 - 436,341
EERESREKER Revaluation deficits taken to
income statement (161) - (161)
BN BEREMERTE Reclassification from investment
properties to premises 101,161 - 101,161
HE Disposals (99,347) (15,077) (114,424)
wEZH (FEE10) Depreciation charge (Note 10) (55,852) (56,247) (112,099)
FRIEEFE Closing net book amount 2,235,895 182,444 2,418,339
—E-EF+-HA=+-—H At 31 December 2010
A/ fhE Cost/valuation 2,236,149 467,740 2,703,889
ZRTE Accumulated depreciation (254) (285,296) (285,550)
IREFEE Net book amount 2,235,895 182,444 2,418,339
BE-_Z——Ff+-HA=+—-HLEE Year ended 31 December 2011
FOREFE Opening net book amount 2,235,895 182,444 2,418,339
i Additions 119,473 126,569 246,042
Efh AR Revaluation surplus 528,319 - 528,319
S EERE kR Revaluation deficits taken to
income statement (991) - (991)
ENHBREMERTE Reclassification from investment
properties to premises 117,000 - 117,000
& Disposals - (218) (218)
EH (HFE10) Depreciation charge (Note 10) (74,938) (66,621) (141,559)
FRERFE Closing net book amount 2,924,758 242,174 3,166,932
—E——54+-A=t—H At 31 December 2011
A,/ {5 1B Cost/valuation 2,925,062 552,584 3,477,646
Z2BHE Accumulated depreciation (304) (310,410) (310,714)
IRERE Net book amount 2,924,758 242,174 3,166,932
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(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

A& 4 ORFT) Professional Services) Limited for premises in Hong Kong and Mainland

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

WITEREBRKAZEEN R - E&FEOT ¢ If premises were stated on the historical cost basis, the amounts would
be as follows:

—E——-F Z—ZT—ITF

£H Group 2011 2010

B AR Cost 1,087,900 851,413

2EFE Accumulated depreciation (183,536) (165,117)

BREFE Net book amount 904,364 686,296

Rt-—A=1+—8  TEREMBEEEEZKA

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

SHEDWT ¢ is as follows:
-3 Group
&AW -
BRERAE
Furniture,
equipment
TE and motor B
—E——fF 2011 Premises vehicles Total
RR A At cost 435 552,584 553,019
BiEE-—2—& At valuation — 2011 2,924,627 - 2,924,627
2,925,062 552,584 3,477,646
R
HERAE
Furniture,
equipment
TE and motor B
—IT-TF 2010 Premises vehicles Total
B At cost 435 467,740 468,175
RhE-—T—ZF At valuation - 2010 2,235,714 - 2,235,714
2,236,149 467,740 2,703,889
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(Expressed in thousands of Hong Kong dollars)

TEZEREEDFERE The net book value of premises comprises:
—EBE——-F5 Z—ZE-ZF
£E= Group 2011 2010
TR e Leaseholds
EBEBFAZH ALY Held in Hong Kong on medium-term
(E+ERt+F2H) lease (between 10-50 years) 2,173,563 1,758,892
FEBBAINGE 2R HAHEL Held outside Hong Kong on medium-
(E+ZERT+F2MH) term lease (between 10-50 years) 751,195 477,003
2,924,758 2,235,895
—E——F5 ZZE-ZF
£H5 Group 2011 2010
—H—H At 1 January 718,913 657,235
it Additions 80,657 216,337
k= Disposals (27,100) (128,224)
BN Reclassification (117,000) (101,161)
EHEAFERS Fair value gains on revaluation 93,423 74,726
+=—BA=+—H At 31 December 748,893 718,913

AEBREVESH 2 EER_T——F+_A
=+ —HET  BFHERBLERSTREMSE
—ARFEAH (HEREXER) GRAR (B
RBEERTBEEANZYE) RE—KFEAEL OR
F)BERAE GHIRRFIZME) RARTISE
BEEETT -

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.

KEYFEZ RHFEERE The net book value of investment properties comprises:
—g——5 -—T-TF
£E= Group 2011 2010
Giski=p:i Leaseholds
EBEBFAZH ALY Held in Hong Kong on medium-term
(E+ERT+F2M) lease (between 10-50 years) 719,782 694,204
EBBAINGE 2R HAHEL Held outside Hong Kong on medium-
(E+ZERT+F2MH) term lease (between 10-50 years) 29,111 24,709

748,893 718,913
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(Expressed in thousands of Hong Kong dollars)

—E——-F —ZT-FF

£8 Group 2011 2010

FEU FRTE K TE IR B Accounts receivable and prepayments 1,734,043 1,262,397

s A Accrued income 656,685 525,075

Hb Others 320,952 236,805

2,711,680 2,024,277

—E——F Z—ZT—IZF

55 Group 2011 2010
HEREEREREEES Short sales of treasury bills and treasury

bonds 3,045,202 4,700,893

—E——-F Z—ZT—ZF

55 Group 2011 2010

EHATT R R ERGTR Demand deposits and current accounts 12,558,421 13,659,050

BEGFER Savings deposits 14,572,400 14,831,455

FEH O BANEESER Time, call and notice deposits 86,238,447 68,790,437

113,369,268 97,280,942

BEFO&BBSWIFEADEBETHEEE
G2 17556,017,0008 T (Z T —Z4F :
28,558,000/87T) °

BREHS - BAMREHRFERIN
BREEER -

B EME P TR

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)

—E——-F —ZT-FF
58 Group 2011 2010
EEARFEFEAHEFTABR Designated at fair value through

profit or loss - 465,726

RER R E RS AT EY R At fair value under fair value hedge
(for hedging interest rate risk) 2,676,942 3,684,849
RE SR ARSI AR At amortised cost 487,125 595,479
3,164,067 4,746,054

REZ——FR-_ZF-ZTFR AEEREGRY
R EEMNERITERERARTEFE
HEZE AR -

EEAAFEFEEREESTABRZZBEBITE
REABEINDTSERES (Hl : FIx -
HNE) RAEBEZEEMRREE 2 AFEEH D
A &M 439,000 T (ZE —TF « iz
3,252,000/ 70) K E51E314,0008 T (=T —F
4 : [5181,448,000/8 7T) °

REBE I S BITERED RS BN
SRR LY 2 BRE{E{K24,000,0008 7T (=
—Z4 : {£17,000,000/57T) °

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—IZF
£ Group 2011 2010
250,000,000% 0% 8 28 (7F () US$250,000,000 Floating Rate Notes
(Note (a)) 1,941,660 1,943,342
100,000,000 70)% B 24 (7£ (24.)) US$100,000,000 Floating Rate Notes
(Note (b)) 776,660 -
2,718,320 1,943,342
TR BR PR AN B BR At amortised cost 2,718,320 1,943,342
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() BTy RFRITIEBAFRIT Z BN TS P =%
BT WEMMER S A ([FRA) £z
250,000,000 0% B 21E ([RE]) - ZREA
EIEW - RRIBEA-T—=F+AtA &
ZEAMRINET  BER =T —FTF+AtA
#172175,000,000 X T kR =T —TF+—A
+ # B 7 .275,000,000% 7T °

(Z) WIHRFBIN_ZE——FWA=_+/N\BEBKX
FERITZ BN TS R AR IR ST BB AT - WAEHTR
Ffr £ 71,2100,000,000%70)% E R & ([R#E]) °
ZERAEER  RRINHAA-T—MFMA
—t+NH-

(Expressed in thousands of Hong Kong dollars)

Note

(@) 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.

—¥-—-F —F-FF

2011 2010

150,000,000E T = F —EF EI Hi#Y US$150,000,000 Subordinated Fixed

EERERR G (F)) Rate Notes due 2017 (Note (a)) 1,170,815 1,200,975
150,000,000 oA = F — N F 2 HA /Y US$150,000,000 Subordinated Floating

FEBEERE GE()) Rate Notes due 2016 (Note (b)) = 1,165,995
225,000,000% 7T & S 1& B {E 1 US$225,000,000 Subordinated

(5 (RA)) Fixed Rate Notes (Note (c)) 2,010,665 1,819,743
200,000,000 7T K A JE B & B ET US$200,000,000 Perpetual Subordinated

GECT)) Fixed Rate Notes (Note (d)) 516,130 497,651

e A FEEHE A KB B A

A R E R T A FE R

R R AT AR

R-B——5R-F—TFR - AEERERY
W RETARS HE R E T4 A TS AU A T BB AR
BB ARN -

3,697,610 4,684,364

Designated at fair value through

profit or loss 1,170,815 1,200,975
At fair value under fair value hedge

(for hedging interest rate risk) 2,526,795 2,317,394
At amortised cost - 1,165,995

3,697,610 4,684,364

During 2011 and 2010, the Group did not designate on initial recognition

any subordinated notes at fair value through profit or loss.
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el

B ARFBTR TS AFNAT+N\BETZ
150,000,0003 L& B5.451 % EERER ST £
MAWAEAMMERNEERERES ([E
Bl  WEBKER -_Z—tENA+N\BE
HeREMEERA-Z——F/\A+/\A M
BOTAEHBEEBEEEER  £EA5451% &
FEME—IK - B MEBREEEEEER
Bl - RO EEE] AERATFHERRE
EHFEERM-_E-T2T wESELESERE
SR - RFIRIT AT AR B8 A sk AR 518
HRFIENFBAEEEEERME GEHH) &
% o RETIRITINE B —BEBRRITRI VAR m &
ARG ERS B ETE A SRR AE TTIRTT R F 57 8
REROZEF S -

W RFEITR _EENFNA-_BETZ
150,000,000 7T 7£ ¥7 32 At & 7 30 48 57 5 4 B hn
§$m@_éﬁﬁﬁﬂﬁﬁb S EEER =

T NFAAZHEH - BEUEERA_ZF—
—%EXA=H KﬁﬁﬁEF—Tffiigﬁ
B EER ©

W ARHBTR-_E—ZTF_A+—RAHTZ

2%nmpm£mﬁﬁxﬁimﬂwﬁmﬁmm
ﬁ$migéﬁﬁﬁwﬁﬁnoﬁﬁﬁﬁ%m:
—TF-_A+—AHEH - F856.625% " &
¥$ﬁ%*mokﬁﬁﬁwaﬁfﬁ%ﬁﬁﬂﬁ
FZts B G 4016 ERS K Bl E A1 83 A AR TR
TREREAERNZEF SR -

WDARFBITR BB LF A TRNAETZ
200,000,000 7T F£ # 22 P L 1 30 42 5758 A =0 [
B INE AREYE BAKARBEER ([EH]) - hEE
BrEELEERAR T —tF_A++LBE

H-mBETHAZHEEHEER 84
6.253% ' B¥FNE—IK - Hi& - WEBRE

BEMEEAED  FRONSSEIA=MEHA
HETRITEEFESM—BNTHT - BESE
BeERBELMAE - RMRITAREEERER
FEARBEARMEN KA AREEEELRE
GERD) B - AFRITIHE B—BBRRITAI L
A2 4= B A #O S B TS 6 B E A SRR A K TR
TREFERERHT NS K -

RZZ—ZRZTZTNGFE « KIRITAREIEAER
SR R BEUTREEERE N EE S
71l £75,000,000% 7t X, 70,000,000 7T * 175
ZEERBEERESEASERZELIERLE
iEiH c ZABZEREAERENREZZREEA
FeEWRRz [BEEERE FREIET -

(Expressed in thousands of Hong Kong dollars)

Note:

(@)

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.

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.
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EENAFEFE B LS8 ABR 2 REER
A S AEINBTIISEAREE (Pl R - SNE) &
AEBEEMREE 2 AFESHREBEE=_S—
—F+_A=+—BLEFESR AR
55,494,000/8 7T (ZZF—Z 4 : If5520,203,000/&
70) K E51825,334,0008 T (ZE —F 4 : 18
72,547,000/ 7T) °

AEEENEREEFDHNEANEMNNSE
A A5 2 BR E{E1K.358,000,000/8 7T (- & —
T4 ¢ K176,000,00058 7T) °

RIEMIBEE R BENLHEREABGENITE
Y85 BN BARY 18 & = AN BN AR 18 & (B R RIBE R IE
B[R -G HE A A S A T - HIHZ 25
T~

(Expressed in thousands of Hong Kong dollars)

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.

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:

—¥-—-F -F-FF

55 Group 2011 2010
EEFIBEE Deferred income tax assets 8,896 5,406
RIERIBAE Deferred income tax liabilities (93,689) (77,744)
—E——F Z—ZT—ZF
55 Group 2011 2010
BEEFIBEAE - Deferred income tax assets:
-AE+ =B A%BKE ZELERIEEE — Deferred income tax assets to be
recovered after more than
12 months 234,386 199,458
FEERBEE : Deferred income tax liabilities:
-EET_EAREEZECRIEEE — Deferred income tax liabilities to be
settled after more than 12 months (319,179) (271,796)
(84,793) (72,338)
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(Expressed in thousands of Hong Kong dollars)

BT IRBEBT The gross movement on the deferred income tax account is as follows:
—EB-—F =—Z=-FF
£ Group 2011 2010
—H—H At 1 January (72,338) 70,299
U BR AR I 2 Tax charged to the income statement
(M5E17) (Note 17) (4,630) (46,478)
RRERBRAIE X i (i 5E46) Tax charged to equity (Note 46) (7,825) (96,159)
+=-—A=+—H At 31 December (84,793) (72,338)

BEERBEERABRANFE2EE)  TEER
HRTOAE SEE T IRE AT

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:

9% JE T8 JE A - Deferred income tax assets:
EER
HEEEREE REAM
Impairment REER Deferred
allowances BEEE  Investment expenses Bt
£8 Group and provisions Tax losses revaluation and others Total
—E-ZF—-H—H At 1 January 2010 50,409 - 229,439 13,666 293,514
AU BR A H Charged to the
income statement (8,919) - - - (8,919)
Rz IRAS H Charged to equity - - (71,588) - (71,588)
BN Reclassification - - 117 (13,666) (13,549)
ZZT—ZF+ZA=+—H  At31 December 2010
k=F——%—H—H and 1 January 2011 41,490 - 157,968 - 199,458
A U5 255 B A [e] 3¢ Credited to the
income statement 83 981 - 18,420 19,484
A 2 B 19 [ 2 Credited to equity - - 15,444 - 15,444
—E——%+-H=1+—H  At31December 2011 41,573 981 173,412 18,420 234,386
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(AB BT A7) (Expressed in thousands of Hong Kong dollars)
PE SR TE A AF - Deferred income tax liabilities:
MERERE REMEEL
Accelerated  TEEff Investment  REEf:
B tax  Premises  properties  Investment Hih ait
8 Group Provisions depreciation  revaluation  revaluation revaluation Others Total
“E-Z£-f-H At 1 January 2010 4217 13,060 169,289 36,239 183 167 223215
REERAS I Charged to the income statement 14,032 4,723 2,709 16,095 - - 37,559
REEREAT Charged to equity - - 24,517 - 54 - 24,571
BNAE Reclassification (13,666) - - - 17 - (13,549)
“E-ZE+-A=t-H At 31 December 2010
k=%——%-f-H and 1 January 2011 4,643 17,783 196,515 52,334 354 167 271,79
N Charged to the income statement 298 3,895 4,128 15,793 - - 24,114
RERERZ Y Charged to equity - - 23,149 - 120 - 23,269
“E--E+-B=1-H At 31 December 2011 4,94 21,678 203,792 68,127 474 167 319,179

T T FAREERRA (X H) /@82 RER

The deferred income tax (charged)/credited to equity during the year is

18 : as follows:
—E——F5 Z—ZE-ZF
] Group 2011 2010
PR R w2 A ERFE Fair value reserves in shareholders’ equity:
- 1772 (Mt 7%46) - premises (Note 46) (23,149) (24,517)
- A & #E 5 (FT5E46) — available-for-sale securities (Note 46) 15,324 (71,642)
(7,825) (96,159)
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IR KR AR B B4R EEE A R — R E
FETRXGMEL ZEHRFHIMT

(Expressed in thousands of Hong Kong dollars)

Included in the following statement of financial position captions are

balances with group companies arising from transactions conducted

on normal commercial terms:

—E-—F CZZT—IZF
55 Group 2011 2010
ER AR N B A #A Balances with the holding company
EPER Deposits from customers 8,942 458,089
B[R R B AR 2 &tk Balances with fellow subsidiaries
ZHEF K EAIRE Advances and other accounts 9,728 9,869
EPER Deposits from customers 1,731,232 696,212
HaBR B RTER Other accounts and accruals 4,450 19,790
BIEE Subordinated notes 43,123 40,172
—E——F Z—ZT—IZF
S| Company 2011 2010
HAffT B A B 2 AR Balances with a subsidiary
RITHE R Bank balances 11,097 1,016,010
) B AR (a) Capital commitments

R+ A=+—BEREAIRREERFHR
BEBABEEE  ERAEMNT

Capital expenditure in respect of projects and acquisition of fixed assets

as at 31 December but not yet incurred is as follows:

—E——-F Z—ZT-ZF
£E Group 2011 2010
BHEBRREFH 2R Expenditure authorised but
not contracted for 88,320 1,047
EENERERER 2FX Expenditure contracted but
not provided for 130,126 114,875
218,446 115,922
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) SR A

ARBEERBRIMERETERPZERT
BHeERECEERRIMERENT

(Expressed in thousands of Hong Kong dollars)

(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

—E——-F —ZT-FF

568 Group 2011 2010
BEEFERE® Direct credit substitutes 461,738 406,247
B P HAEE Transaction related contingencies 247,862 37,977
B8 S B AIER Trade-related contingencies 1,781,429 854,486

AR A EUH TR TR 2 38 A 2 A

Commitments that are unconditionally

cancellable without prior notice

50,057,972 44,732,958

H fth A HE Other commitments with an original
[RAHAR G maturity of:
- VPR —F —under 1 year 3,109,602 4,267,809
-—F kN E -1 year and over 1,112,384 1,685,241
EHTFER Forward forward deposits placed 5,760 6,982
56,776,747 51,991,700
EERKMESEE
Credit risk
weighted amount
—E-—F —ZT-=F
55 Group 2011 2010
SR A E MR Contingent liabilities and commitments 1,338,349 1,746,053

(W) ORI Z & B

FEPMBERGEESERZIINEESE

BRES

L]

TR RRAREEINERESBEBELFNEE R
5 4

(c) Assets pledged

Exchange Fund debts pledged with the HKMA to facilitate the Group’s

trading and market-marking activities in Exchange Fund debts are as

follows:

Group

—g-—-5 —2-TF
2011 2010

RIEEERZZH
ﬂ{/\&l%éﬂ

Trading securities

Available-for-sale securities

3,103,841 1,686,155
155 61,989

3,103,996 1,748,144
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(W) SR ZEE &)

TR REEGHER TIFRES REE 2 3
B ES

(Expressed in thousands of Hong Kong dollars)

(c) Assets pledged (Continued)

Non-government bonds pledged with unrelated financial institutions

under repurchase agreements are as follows:

—EB-—F =—Z-=F

£ Group 2011 2010

A EES Available-for-sale securities 428,356 -

BEEHES Held-to-maturity securities 37,896 =
BIEEER R EWFIE Investments in securities included in

HAlzEZHERE the loans and receivables category 65,655 85,152

531,907 85,152

(T) BREME RS

IAREEAEEA - HATEEMERLLEEM
MARRAX N 2 &EBENRATEMT :

(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 —ZT-FF
£H Group 2011 2010
—EUR Not later than 1 year 111,119 91,499
—FUERERF Later than 1 year and not later than 5 years 130,749 112,212
BENUE Later than 5 years 78,946 63,298
320,814 267,009

IARKESHEA - HATEEYERLLEEM
MARRAX N 2 REBENRATEMT :

Where a Group company is the lessor, the future minimum lease

payments under non-cancellable building operating leases are as

follows:
—E——-F Z—ZT-ZF
58 Group 2011 2010
—EUR Not later than 1 year 14,928 15,079
—FUARBRERF Later than 1 year and not later than 5 years 13,234 20,621
28,162 35,700
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(Expressed in thousands of Hong Kong dollars)

—E——-F —ZT-FF

2011 2010
SEERA Authorised:
1,500,000,000 f% & 3@ A% 1,500,000,000 ordinary shares of

FREE1ETT HK$1 each 1,500,000 1,500,000

—E——-fF —T-%F

2011 2010

[ & AR &L [N
ERTREBERE Issued and fully paid: Number of Share Number of Share
ZER SREE1ET Ordinary shares of HK$1 each shares Capital shares Capital
—H—H At 1 January 1,222,934,755 1,222,935 1,111,758,869 1,111,759
BITHRDFERIE Proceeds from shares issued - - 111,175,886 111,176
+=-—A=+—H At 31 December 1,222,934,755 1,222,935 1,222,934,755 1,222,935

R-B—ZTE+-_A-+=H AARTHUE
[%9.00/%8 7T 2 R I B I T 45100 AR (7D AT AL 1 AR AL AR
Bt 2 A% o KA TG FHE17111,175,886% #T AX

Bfn e

BRAN TR RIET S ([ZRRETED) @ 8
ZRIAETEIEITIAR - 6210 (T — T4 : 47
) R HE LA 889,590,590/ (— T — T4 -

790,5900%) B EE1E L2 AR EIRKD - BF
HNEEREENSRITRAL ° Bkt 85K
E-ZT——F+-A=+—HL 41/H (=
—Z4F 1 151)) RAXRELATREE1,790,590% (=&
T4 ¢ 700,000/%) FREBE1E T2 AR TR
DB RBEIE -

wH K ow
@:nw

On 23 December 2010, the Company completed a 1-for-10 rights issue
at the subscription price of HK$9.00 per share. A total of 111,175,886

new shares were issued.

Pursuant to the Company’s Share Option Scheme (the “Scheme”), 62
(2010: 47) options to subscribe for 9,590,590 shares (2010: 1,790,590
shares) of HK$1 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, 47 (2010: 15) options to subscribe for 1,790,590 shares (2010:
700,000 shares) of HK$1 each of the Company have lapsed or expired.
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AR BEE RERITHA B S 2 BB A
ATBRBHE LB :

(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:

RRER RO HE

Number of shares

in the options

—EB-—F —ZT-=F
2011 2010
—H—H At 1 January 1,090,590 1,500,000
RERNET Granted during the year 7,800,000 =
P A B Bk R 3 Expired or lapsed during the year (1,090,590) (450,000)
BLE A TERK 2 FEAR 1 5 Adjustment for rights issue completed
during the year - 40,590
+=-—A=+—8H At 31 December 7,800,000 1,090,590
RTZA=+—B{NRETE ZRRES A0 Particulars of the outstanding options as at 31 December are as follows:
T
ARETRAHE
AREHE Number of shares
Number of options in the options
“%--f -Z2-%Ff C%--f _T-%%
RFARGEE Date of grant and exercise price 2011 2010 2011 2010
“EEREN\AZTRA  BOFESR1386ET 25 August 2005, at an exercise price of HK$13.86 per share” - 20 - 571260
“EERET-R=TH  BOFEESRISI9ET 30 December 2005, at an exercise price of HK$13.79 per share* - 5 - 259,665
ZEStELATAR  BORESRITI8ET 19 July 2007, at an exercise price of HK$17.18 per share* - 5 - 059,665
“IT—#+-fBt-R RTEESRSET 12 December 2011, at an exercise price of HK$9.25 per share 15 - 7,800,000 =
15 30 7,800,000 1,090,590

© AREREER-T-TE+-ARRZHRY
L fEi A -

*

issue completed in December 2010.

the exercise price is restated to take into account the effect of the rights
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(AB BT A7) (Expressed in thousands of Hong Kong dollars)

TEEREE REEZHHE
KB %E GARE  Premises  Investment ERfE Rt REEA

~ Share Consolidation  Revaluation  Revaluation Exchange General Retained fit
£E Group Premium Reserve Reserve Reserve Reserve Reserve Earnings Total
“2-%£-R-A At 1 January 2010 3,351,776 (220,986) 953,217 (1,159,862) 65,140 700,254 5,972,342 9,661,881
EERERIENESR Fair value gains on revaluation of
PANSEL G premises and available-for-sale
securities - - 436,341 226,755 - - - 663,096
DTEFENEEBZETM  Fair value loss realised and
Hi FIRENHBRET  transferred to income statement
LEWZE iﬁfnw&ﬁﬂ‘% upon disposal of investments in
Bl E5RERER securities inclued in the loans
RERT kR and receivables category and
held-to-maturity category which
were previously reclassified
from the avallable-for-sale
category - - - 120,803 - - - 120,803
HEARLEES Disposal of available-for-sale
. o securities = = = (3,468) = = = (3,468)
TEB[ARABELHES Deferred income tax asset
MEkBERAEE,/ released/liabiltes recognised on
ERZETHASE (M42)  movements in premises
revaluation reserve and
investment revaluation reserve
o Note 42) - - s (160 - - - 9159
RREALENEMER Revaluation reserve realised on
) disposal of premises - - (19,676) - - - 19,676 -
RiEnEmEH Revaluation reserve transferred to
E R retained earnings
for depreciation of premises - - (16,496) - - - 16,496 -
BREENNEL R BRR Exchange difference arising on
MELZER translation of the financial
statements of foreign entities = = = = 73,696 = = 73,696
BTERBRRN Issue of ordinary shares 889,407 - - = = = = 889,407
EgRil Profit for the year - - - - - - 10740 1074110
“E-ZEPERE 2010 interim dividend - - - - - - (77,823) (77,829)
Z5-3E+-R=t1-H At 31 December 2010 and
k=%--%-f-H at 1 January 2011 4,241,183 (220,986) 1,328,869 (887,414) 138,836 700,254 7,004,801 12,305,543
TEBRERIENERS Fair value gains on revaluation of
AT ERR premises and available-for-sale
securities - - 528,319 9,140 - - - 537,459
DYEBERNHEBEEANE  Fairvalue loss realised and
HERPINENNBREH transferred to income statement
RIEWGREER Bz 254 upon disposal of investments in
Bhlz ERRERER securities incluced n the loans
S e and receivables category
and held-to-maturity category
which were previously reclassified
from the available-for-sale
category - - 36,054
HEARNEES Disposal of available-for-sale
securities - - (7,841)
NEERRREERRRES Deferred income tax asset/liabilities
MR, REREEE/ recognised on movements in
BRFEARE (i) investment revaluation reserve
and premises revaluation
e reserve (Note 42) (23,149) - (7,825)
IEfEMmSY Revaluation reserve transferred to
EfREERERT retained earnings for
depreciation of premises (24,945) 24,945 -
BRERNHEARNBER Exchange difference arising on
MELZR translation of the financial
statements of foreign entities - - - - 118,896 - - 118,896
EEGT Profit for the year - - - - - - 1078300 1,078,300
ZE-RERERE 2010 final dividend - - - - - - (44587)  (244,587)
i B2 2011 interm dividend - - - - - B I
“E--%£-B-A At 31 December 2011 4,241,183 (220,986) 1,809,094 (834,743) 257,732 700,254 7,765,624 13,718,158




Bt 55 3R 5= P =

(AR T ThLHR)

(Expressed in thousands of Hong Kong dollars)

[ Note:

@i AEBZBHBRTHBRT » KFRITREHR @i) The Group’s Hong Kong banking subsidiaries, DSB and Mevas, are
TANEE RGN ERRE AN B RE LR required to maintain minimum impairment provisions in excess of those
AN RARRER R - IR EERED AR required under HKFRS in the form of regulatory reserve. The regulatory
BBEBIRITEBROIRNREEE BB N2 REE reserve is maintained to satisfy the provisions of the Hong Kong Banking
ERE - ZEERMERBADRE TR #ES Ordinance and local regulatory requirements for prudential supervision
o BEERBCRHERTESERETEN purposes. The regulatory reserve restricts the amount of reserves which
W H R E R FEEAFER - can be distributed to shareholders. Movements in the regulatory reserve

are made directly through equity reserve and in consultation with the

HKMA.
R=ZF——F+=A=+—H KHRITEHETE As at 31 December 2011, DSB has earmarked a regulatory reserve of
1,158,201,000/% 7t (—Z — =4 : 538,474,000 HK1,158,201,000 (2010: HK$538,474,000) first against its general reserve;
BIL) LR BIEREERETEBRGS — R and for any excess amount, the balance is earmarked against its retained
B BEELHEREENTIETE - YHETER earnings. Mevas has earmarked a regulatory reserve of HK$4,279,000
HIRBBFFETE4,279,0008 L (=T —F4F : (2010: HK$3,701,000) in its retained earnings.
3,701,000 7T) 2  FIEREEHE

IR 13 %18 REEF
Share Retained A&t

N Company Premium Earnings Total

—E-ZTF—HF—H At 1 January 2010 3,351,776 102,960 3,454,736

BIT LA Issue of ordinary shares 889,407 = 889,407

F 2 Profit for the year - 68,742 68,742

—E-TERHRE 2010 interim dividend - (77,823) (77,823)

—E-ZFF+_-_A=+—H At 31 December 2010 4,241,183 93,879 4,335,062

—T——F—HF—H: Wkt At 1 January 2011, as above 4,241,183 93,879 4,335,062

FE A Profit for the year - 349,196 349,196

—TTFERAKRE 2010 final dividend - (244,587) (244,587)

T —FHRHRE 2011 interim dividend - (97,835) (97,835)

—2——%+=ZA=+-—8H At 31 December 2011

4,241,183

100,653

4,341,836



Bt 55 3R 5= P =

(AR T ThLHR)

() MERREBERRZZEENELLEESHR

(Expressed in thousands of Hong Kong dollars)

(@) Reconciliation of operating profit after impairment losses to net

EMAFEERRE cash flows from operating activities
—E——fF —T-%F
2011 2010
MR RERER 2 EERT Operating profit after impairment losses 797,192 1,049,471
NN Net interest income (1,919,234) (1,955,532)
% B U 2k Dividend income (7,027) (6,340)
EXREBEREMEERE Loan impairment losses and
other credit provisions 181,082 97,787
e Depreciation 141,559 112,099
B EE 2 EH Amortisation of intangible assets 14,553 21,996
ELBR B e 18 2 B S 8 5 BB Advances written off net of recoveries (92,505) (301,069)
B U F & Interest received 3,008,404 2,540,141
BARFE Interest paid (974,311) (531,175)
B U 8 Dividend received 28,877 29,287
HEBERBREH 2 EERT Operating profit before changes in
operating assets and liabilities 1,178,590 1,056,665

LEEENAGBZE
-REH BB = Z BN RREHFR

REH A BE=EA 2 ERITHOFH

-BIEEERENES

—ﬁi%@lﬂ

-EBENATEGFEBEZHFTABEN
@ﬂé?

-%ﬁga

-RITER

—ﬁm%ﬁ

- BEEER R ERIBLER
ZEFRE

- A EES

—ﬁﬁﬂﬂf”

-BRT—HREHER

= ﬁEﬁTm

-RBEEBERAENER

_EBREH

- HMBRE RHER

B 5, 3 B

BELEDRA (R MRS

XNEBTHEREZFE

EREENEH
ERBIERK

g%/ﬁ@/ﬁ)\/ Fﬁﬁﬁ Eﬁi/?gg

Changes in operating assets
and liabilities:
— money at call and short notice
with an original maturity beyond
three months (288,266) 967,549
- placements with banks with
an original maturity beyond

three months (895,611) (225,185)
- trading securities (406,479) 85,782
- derivative financial instruments 240,751 36,215
- financial assets designated at

fair value through profit or loss (7,399) 9,855
- advances to customers (9,885,045) (15,583,829)
- advances to banks - 150,000
- other accounts (555,792) (449,117)
- investments in securities included in

the loans and receivable category 824,867 913,221
- available-for-sale securities (60,516) (4,908,448)
- held-to-maturity securities 720,350 (370,353)
- loan to a jointly controlled entity 4,285 8,572
- deposits from banks 860,956 88,411
- trading liabilities (1,655,691) 2,632,593
- deposits from customers 16,088,326 7,708,738
- other accounts and accruals 313,319 89,953

Exchange adjustments 60,427 272,335

Cash generated from/(absorbed by)
operating activities 6,537,072 (7,517,043)

Interest paid on certificates of

deposit issued (61,716) (45,677)
Hong Kong profits tax paid (196,978) (1,192)
Overseas tax paid (12,394) (14,409)

Net cash from/(used in)
operating activities 6,265,984 (7,578,321)
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(2) EREREZFERA B RERARER
BEERBEE R E=[EAATIHZ
NoAERR - REEBEZCEEREARAR
BRERERERSBRIFR

(Expressed in thousands of Hong Kong dollars)

(b)  For the purposes of the cash flow statement, cash and cash

equivalents comprise the following balances with maturity of three

months or less from the date of acquisition, deposits that are

readily convertible to known amount of cash and which are

subject to an insignificant risk of changes in value.

—E——F Z—ZT—ZF
55 Group 2011 2010
e RERITHE R Cash and balances with banks 4,278,370 5,676,180
JREVHA B =18 A sk AN 238 A & 8 BifF 3K Money at call and short notice with
an original maturity within three months 7,338,181 3,064,943
REEHBAE=[A AT 2 ERITHFRK Placements with banks with an original
maturity within three months 1,548,648 528,665
FIEEER®RNES Trading securities 1,845,845 2,209,103
15,011,044 11,478,891

BREBNBEPIZE161BIE - ERXTRAA
BBWENT

]
N

Particulars of loans made to officers disclosed pursuant to section 161B

of the Hong Kong Companies Ordinance are as follows:

tTZA=t+—B#&&
Balance outstanding

at 31 December

FRERESE
Maximum balance

during the year

—EB——F T ZT-——fF —T-TF
2011 2010 2011 2010
K& MA B AR B Aggregate amount outstanding
in respect of principal
and interest 27,065 24,974 31,850 33,836
BREGBE Aggregate amount outstanding
in respect of guarantees 8,149 8,149 8,149 8,149
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BREALRZFALARNERXHELZF S
—7 0 B - HEERMBREERK T ET
EERTES - WEEMBTRALZE HKRZES
FHAEAFER > REALTRESBEEEA
it ¢

R-Z——FR_ZF-ZF  AEEEFEEA
TEREAEEZERAR REMBLRR - 2k
RAZBERAEFTERIEEEFHIEFEAT
BN RAETZERS - ARABEYIFNITE
EEREAEE 2 HBHEE - EHREFIIN
AT (F) YBRSEARE X SETERN -
ZEEERBERERBIERAEEE ZHMH - R
REMKEEMELRXZIREAEEZERE
% RS - —REFRGEKRES - ZATFHE
ABERMTAARARBRBRMEET

HBMEALZEARZNT !

(F) B4 e 2 ) J ] 2 i o 2 w1 B 52 5

RARKREEZENB AR NFEREZERA R &
ARMNBARZEI Z2FHBEEER S (ERREHE
BERSMARARZES EMAR ([ EfRA
F1AA4BR) B REE T ZRARZ T © %
EXGZHBERBANTERE EMAEAE
14A.35(2)E% & 14A.36(1)E% * BANALERE 2 F[E
LR -

(Expressed in thousands of Hong Kong dollars)

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, the Group entered into various transactions with
related parties including the holding company, fellow subsidiaries of
the Group, companies directly or indirectly controlled or significantly
influenced by the shareholders or directors of the holding company.
These, as described in Note (a) below and being continuing connected
transactions, had been reviewed by the Company’s independent non-
executive directors in their review of the financial statements of the
Group. Based on their review and enquiry with management, the
Company’s independent non-executive directors were satisfied that all
of the continuing connected transactions were conducted in the
ordinary and usual course of business of the Group, on normal
commercial terms, and in accordance with relevant agreements on
terms that are fair and reasonable and in the interests of the

shareholders of the Company as a whole.
Details of the significant related party transactions are as follows:

(@) Transactions with the holding company and fellow

subsidiaries

The Company and its wholly-owned subsidiaries within the Group
received and incurred the following income and expense from the
continuing connected transactions (within the definition of Rule 14A.14
of the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited (the “Listing Rules”)) entered into with the holding
company and fellow subsidiaries during the year. The aggregate values
of these transactions are within or consistent with the respective annual
caps applicable to the Group pursuant to Rules 14A.35(2) and 14A.36(1)
of the Listing Rules.
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(FF) B B 2 ] J% [v] 2% it Jeg 2 ] 9 22 53
()
REFEMBRRBEARRT - SHRT R

FIRT2EERTT &ju SEMBRRHEREAR
ARRN(MHED XG2 WAL HENNAT

(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with the holding company and fellow

subsidiaries (Continued)

Income or expense arising from transactions involving subsidiaries,

namely DSB, Mevas, BCM and another subsidiary of the Group,

Vanishing Border Investment Services Limited (“VB”) are as follows:

—E-——F —ZT-ZF
55 Group 2011 2010
2 LR GE() Interest paid (Note (i)) (10,687) (4,316)
BUERITFEE (51() Bank charges received (Note (i) 6,219 6,661
BERHERERAEEEERAX Rentals and related building management
(3 (i) fee and charges received (Note (i) 12,539 11,805
EffHeREEAEERE Rentals and related building management
KBSz (i) fee and charges paid (Note (i) (5,422) (4,522)
BUERE (F(v) Management fees received (Note (iv)) 16,315 15,656
BERRBRAS (GE(V) Insurance commission received (Note (v)) 40,934 23,831
AR RE (GE(vi) Insurance premiums paid (Note (vi)) (13,112) (10,586)
R Note:
(i) BERZERARRRARNEARREEERE (i) Arising from the extension of credit facilities and provision of deposit
B 217 KA R E A AR TR taking and other standard banking services to the holding company and

ENFENARBD=FRITHEAR - KFR
17 - BEERTTRORPIRERITER IHﬁQT&H
EMBARZFROFIB X o FRZFRER
O Lt 2 fiFE43 -

RFTERIT « BHHRITRBRPIREERITRIREER
IRITIRTS - PRXZEAE B8HEE XERR
IEHER « ERREP&RE - BRAMAS 2
BEARREEES  WHHRTTFESE - A%
ZRE - AHER - XZREFERES ZRTR
% TRBIE? ﬁﬁ&ﬁm%%&&vi%ﬁi
BRAREFAEEEMES 2R AR E
PRARREEAEBNBARZRRMBA
(GRIRHeHER]) - GARAPR m&%%
ERRZHEDRERESEES QW BRMIZIEE
RETFATAS - R FEFREZIZENSE
P EEE EFH - RSB ZRITHIBAE A A
EEAM T AR - REBEKH LR 2B
BERARTEE  REMERATHAERN—FH TR
DRANEAEEBMT AR - TEZFRITR
BREET —RTeRBETFHRE - Bt -
REERAFSEBEBEMZ BT - THIEER
EFHRE - AEERAHTSREERHEZFR
IR S AEE A REEZFRITRBEED X
R —HABUA -

fellow subsidiaries

Interest was paid by three banking subsidiaries, namely DSB, Mevas and
BCM, on deposits received from the holding company and fellow
subsidiaries. The balances of deposits outstanding as at the end of the
year are set out in Note 43 above.

Bank charges were levied by DSB, Mevas and BCM on the provision of
standard banking services including cheque clearing, autopay, cheque
and deposit bank accounts, credit card merchant facilities, co-branded
credit cards in respect of Dah Sing Life Assurance Company Limited
(“DSLA”) and investment dealing. The banking services in respect of
cheque clearing, autopay, cheque and deposit accounts are provided to
the holding company and fellow subsidiaries not being subsidiaries of the
Group (collectively the “DSFH Group”) in the same way as they are
provided to other customers of the Group under standard account
opening and other forms and on normal commercial terms. The credit
card merchant facilities and co-brand credit card arrangements are
provided to DSLA 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 to allow for termination at the option
of the banking subsidiaries of the Group by giving written notice. The co-
brand credit card arrangements between the Group and the DSFH Group
can be terminated after the first two years by either party giving not less
than six months’ notice in writing. All such banking services, by their
nature, are not normally provided for a fixed term. Accordingly, the banking
arrangement between the Group and the DSFH Group are not for a fixed
term. The provision of such banking services by the Group to the DSFH
Group enables the Group to earn reasonable income consistent with the
nature and types of the banking services.
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(ii)

XZAH HED:]

Transaction date

(0

(%)

RIRBIRTS - RFREAIE - K AT KRR
RERAAFTIRTT - HERRFIRERTEZEE
Koy i

RFTIRIT  BPIFERTRBBEECHER DA
TEENMBEMETAFTEREBZKE QA
BIRFRER RIS AR 2 B (TAHRERARTS]) ~ K
HMRBAREER AT (TRIRBRAIE]) - KEA
FRMRBRERAR (DRPIRERD EERAE
R o RETIRTT - RPIREERIT RIS BIRAES
ZEERAWRES =& AEEEERA
MARREER - B <HERDHREZHIIN
T

BEHFHK

Contracting parties Term of lease

(Expressed in thousands of Hong Kong dollars)

(a)

Transactions with the holding company and fellow

subsidiaries (Continued)

Note: (Continued)

(ii)

BEzM%

Property subject to lease

Lease and sub-lease of properties between DSIS, DSIA, DSLA and MIC
and DSB, VB and BCM

DSB, BCM and VB have leased and sub-leased certain of their owned
and rented properties to members of the DSFH Group, 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
and sub-| that

incurred. The following table summarises the |
have been entered into.

=Rk kA
(FEEERE
RAKEBEX )
Monthly rent
(exclusive of
management fees
and utility charges)

—ZEN\E ARBOBRTAHRREY —TTAE-A—HZE
TZA=tH “E-THtZA=t-A
30 Dec 2008 DSB leased to DSIS 1 Jan 2009 - 31 Dec 2010
—E-%% ARBOIRTARRREE —T——F—A—-HZ
+-AZtA —$-ZFt-AZt-B
30 Dec 2010 DSB leased to DSIS 1 Jan 2011 - 31 Dec 2013
—EEN\F ABBRIETATRREE —TTAF-HA-AZ
TZRA=+H “E-TFE+ZA=1-H
30 Dec 2008 DSB leased to DSIS 1 Jan 2009 - 31 Dec 2010
—T-%% AHBRITETATRRERY —T——F-H-AZ
+=ZR=+H e e e =
30 Dec 2010 DSB leased to DSIS 1Jan 2011 - 31 Dec 2013
ZEEN\F AFBRITETATRBARE

+=ZR=+H

30 Dec 2008 DSB leased to DSIA 1 Jan 2009 - 31 Dec 2010

The whole of the 18/F, Island Place Tower, 510 King’s Road,

The whole of the 18/F, Island Place Tower, 510 King’s Road,

A portion of the 20/, Island Place Tower with a lettable floor area

A portion of the 20/F,, Island Place Tower with a lettable floor area

A portion of the 13/F, Island Place Tower with a lettable floor area

RELBREESI0RBENET/\BRE -

AHBBEEER14426 AR ©
HK$375,076
North Point, Hong Kong with a lettable floor area of 14,426 square feet

ERIARSESI0RBEAET\EZE -

MEARHERER14,426 AR -
HK$447,206
North Point, Hong Kong with a lettable floor area of 14,426 square feet

BEANE-TEBHEE  THELETERS18TAR -

HK$220,941
of 8,183 square feet

BEANE-TEBHEE  THBACEEERG88T AR °

HK$192,654
of 5,838 square feet

REART=BBNER THEREEREANFIR -

HK$52,773
of 1,919 square feet
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(AB BT A7) (Expressed in thousands of Hong Kong dollars)
(FF) B B 2 ] J% [v] 2% it Jeg 2 ] 9 22 53 (@) Transactions with the holding company and fellow
(%) subsidiaries (Continued)
Z: (8 Note: (Continued)
(i)  ARIRBIRTS - RITIRBERIE - K37 AS RIRFT (i)  Lease and sub-lease of properties between DSIS, DSIA, DSLA and MIC
REBFAFIRTT  HE RRFIRERITRIZEE and DSB, VB and BCM (Continued)
Ko % (8)
=38k
(FEEERE
RAEBEXI)
Monthly rent
(exclusive of
REAH HEp) HERK HEz2N% management fees
Transaction date  Contracting parties Term of lease Property subject to lease and utility charges)
—E-%% AFRTAFAHRRAE —T——F—f—-RHZ BEAE-TRHNHER  TLREEEEA186TAR o
+=ZR=+H ZZ-=5+ZA=t+-H
30 Dec 2010 DSB leased to DSIA 1Jan 2011 to 31 Dec 2013 A portion of the 20/F, Island Place Tower with a lettable floor area HK$65,580
of 2,186 square feet
ZEIN\F HERTFARRBRARE “TENF-A-HZ RERYRIERROIMEHHER - BEEERAIREAK
+=ZR=+H “Z-Z5+ZA=1+-H
30 Dec 2008 VB leased to DSIA 1 Jan 2009 to 31 Dec 2010 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
—T-%F HERTFARRRAE “2-——%-A-HZ RERYRIERROIMERHER - BEEAERAIRTEAK
+=A=1H —E-—=4+ZA=t-H
30 Dec 2010 VB leased to DSIA 1Jan 2011 to 31 Dec 2013 A portion of Room 1504 of Shenzhen Development Centre, Shenzhen, HK$7,876
People’s Republic of China, with a gross floor area of 132 square metres
“E-%F AFMBAHET “EENFT=A-HE BREFELITEI8R AN ERFL=T BB ERE -
+ZA=1H AHIRER PR “E-—Et+-fA=1H AHARERERCM4T AR o
30 Dec 2010 DSB sub-leased to DSIS 1 Dec 2009 to 30 Nov 2012 A portion of 33/F., Dah Sing Financial Centre, 108 Gloucester Road, Wanchai, HK$20,355
Hong Kong with a lettable area of 604 square feet
it Y3 RPHERTATRIRR —TTAET-A—HZ RFRMEERTAETERT—22E -
+=A=tH “ET-ZF+tZA=T-H EAEHERERR4TAK o
30 Dec 2008 BCM leased to MIC 1 Dec 2009 to 31 Dec 2010 The whole of the 10/F. and 11/F., BCM Building, Macau with MOP109,000
a total lettable floor area of 924 square metres
—E-%% REFERTEATRARE —T-——%-A-BZ RFRMEERTAETERT—22E
+ZRA=+H “E=f+ZA=t-8 AHARERERAT IR o
30 Dec 2010 BCM leased to MIC 1Jan 2011 to 31 Dec 2013 The whole of the 10/F. and 11/F., BCM Building, Macau with a total MOP123,000

lettable floor area of 924 square metres
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(iv)

()
RIRITHEMETAFASRER

WMARBR_ZEZLF+_A+/\AZEBER
%~ﬁﬁﬁﬁﬁkﬁAﬁhJ¢&ﬁ@% o 1R
BAFBITEATABR=_ZZTLF+=_A+N
B 2HE Wz ATASHAETEHEFE
4AB25R R AB R EH TAASH R EAE H 5 E A& (7T
HHEEEEEA2,340 £ 5 R) FARIEET - E4
HEEAR=F BZZETLFt+=-_A=1+N
ARRE-_ZT—TF+-_A=t+tHIt BAHES
&375,000/8 7T °

N EZERBRHREERBLEMKLE - KFE
TER-ZZE—ZEF+-A=+HFITFALOH
%o RIMIBTTEMAMASHRZYE A=
F RHEZF+_A=-+/\HEEZZ—=
F+-F=-++tHIt - &AL H450,000%
T TREEERE  EZfM - BERTEFAE -

HAH S RERZ B RITBRB

R-FZNF+_A=1H  KFEREAFR
17 (REMBARSERAPIERIRT) R EMR
TBURE 1 - REHER _TTAF—A—R
AN - REME -

BRI RTE W% - AFRITAREAAT S RER
KB ARRMRE LT RITHRS o ILERH
BETIEIE

. ERRE BREEEREE - FIRIRALE - 2
BBER BRMXE - RRETRAEH
I8

. TH - ARAWE  REER - AR &
5 ERER KREAFEARMELE
K

. BB TEAM S B B AR H R (7
AR -

H@%

BEAFIRITBENRT 2 ERAEIRIINEEE
EEMBIRR R AR ER AT S REEE T H
A BHRMATHR R BIIRTS « IR B M AH
EREBRERZERY - AREHESREBK
B A &= B R PR % S RIS IS PREE AE Z IR ARS1 » 1
ASAEEEEETERERZERLE -

RZE—TF+ZA=+H  AKEETLHR
B MazBEFHA=F BT ——%F
—A—BREM-

(Expressed in thousands of Hong Kong dollars)

(a) Transactions with the holding company and fellow

subsidiaries (Continued)

Note: (Continued)
(iliy  Leaseback of property by DSB from DSLA

As disclosed in the Company’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 has been 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.

(iv)  Computer and Administrative Services Agreement with DSFH

On 30 December 2008, DSB (and its subsidiaries including BCM) entered
into a computer and administrative services agreement with DSFH. 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 DSFH Group with certain computer and administrative services.
These services principally consist of the following:

° computer services including data processing, printing and
enveloping, system development, technical support, disaster
recovery and contract management;

o administrative, company secretarial, internal audit, compliance,
operational, risk management, investment custodian and treasury
operations; and

o secondment of, and provision of services by, staff to the DSFH
Group (collectively, the “Services”).

With the stronger pool of resources and functional expertise of DSB which
historically has been operating to provide administrative and computer
services to other companies within the DSFH Group on a cost-recovery
basis, the provision of the Services to the DSFH Group at a fee enables
the Group to continue to expand its scale and operational capabilities
while costs incurred by the Group in providing the Services are recovered
from the DSFH Group.

On 30 December 2010, the service agreement was renewed for a fixed
term of three years with effect from 1 January 2011.
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()
BEAFRRIRTS - RHRBRAIE - BPIRER R
PFIASZEIT 2 HERE B

R_FZN\F+_A=1H  KFRRRB KK
IR AR AR IRTT R BRARITAI L 8 ek
SRR BEAHRITRERRTZN
TRRERRDIEABE —REBER

RBARFR G RIS B A IRIT R ERRIT R BE
sl EmE (TR R BRI 2 S fha&]) - K
RITRERARITHERE B 2ATTARK  HER
DB EEETHER TR 2 ABRRE

]
oo °

RIBARFIREIRTE D 1% - RFTIRIT R SRR
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(Expressed in thousands of Hong Kong dollars)

(a) Transactions with the holding company and fellow

subsidiaries (Continued)

Note: (Continued)
(v) Distribution and Agency Agreements with DSIS, DSIA, MIC and MLIC

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 DSFH Group 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 DSFH
Group through their respective branch networks.

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

2) 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.
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(Expressed in thousands of Hong Kong dollars)

(a) Transactions with the holding company and fellow

subsidiaries (Continued)

Note: (Continued)
(v) Distribution and Agency Agreements with DSIS, DSIA, MIC and MLIC
(Continued)

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.

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 the Group with insurance products
and services to be offered to the customers of the banking subsidiaries of
the Group. 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 DSFH Group will also
produce fee income which will be of benefit to the Group.

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 the holding company and fellow

subsidiaries (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
the Group and their respective customers are subject to renewal annually.
The group life assurance policies underwritten by DSLA and MLIC in
relation to the provision of insurance cover for the death and/or critical
illness of the employees of DSB and other members of the Group are
subject to renewal annually.

DSl and DSI (1976) underwrites general insurance policies in the name,
and for the benefit, of DSB and other members of the Group and their
respective customers including policies covering domestic motor,
property all risks, public liability, money, electronic equipment, employees’
compensation and group personal accident. Such policies are subject to
renewal annually.

DSLA underwrites insurance policies to cover the death and/or critical
illness of certain borrowing customers of DSB and Mevas and employees
of DSB and Mevas and other members of the Group. The provision of the
insurance cover for customers is set out in the terms and conditions of
the relevant bank borrowing arrangement. Such policies can be
terminated within two months in the event of non-payment of premiums.
MIC underwrites insurance policies in the name, and for the benefit, of
BCM and its customers including policies covering medical, personal
accident, employees’ compensation, motor fleet, properties, civil liability
and money. Such policies are subject to renewal annually.

MLIC underwrites life insurance policies to cover the death and/or critical
iliness of BCM’s pension plan members and such policies are subject to
renewal annually.

The premiums payable under such insurance policies are payable in
arrears on a monthly basis and are calculated by reference to the
outstanding credit balances in respect of each of the products to which
they relate.

The insurance policies are procured by the Group to enable certain of the
Company’s subsidiaries, namely DSB, Mevas and BCM, to comply with
relevant regulatory requirements in reducing the risks to the Group’s
assets, businesses and operations and/or to provide additional services
to the Group’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 DSFH pursuant to which members of the DSFH Group
will provide insurance services to DSB and other members of the 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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(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 members and
entities controlled by them. For the year ended 31 December, the

following balances were outstanding:

—E——-F ZZE-ZF
55 Group 2011 2010
ER KRB Loans and advances 11,073 224
T Deposit 379,852 232,979
REA 2 EREH Undrawn commitments 2,538 2,578
LN Guarantee 502 =
FAERRBARZ B Maximum aggregate amount of loans
and advances during the year 11,641 511

(i) FEEFHNEWE

ARREBEBAEBNITES -
ERE2HNRHFE12

HME B

(W) ST 2 w] S Ik [ e ) B A 2 2 5
B 5

FAN AEEARIEABERAEERT
24,278,000/ 7T (—Z —Z 4 : 25,496,000/ 7T)
BREBWA - FA - AEBEESE —HFEEHEER
BIEEBRARZEN KRZFT——F+=A
=t+— B X4 582,236,0005 L (=T —=F
3 10,110,000757T) ° ZKE@DT\?ET HEBRET—

HT %'J aﬁ“fﬁﬁw IHXEBE ﬁﬁﬁﬁj\‘\fﬁm ’
Wﬂwemw&ﬂ—?fiirmsmw®ﬂz
FEWA - RZE—F+-A=+—H ' 8
%8./520,429,000/8 7T (—Z—Z4F : 24,714,000
7o) °

(ii)  Remuneration of key management personnel

Key management personnel of the Company are executive directors

and their remunerations are included under Note 12.

(c) 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 “DSBG Scheme”) and the Share Option Scheme of its
holding company, Dah Sing Financial Holdings Limited (the “DSFH
Scheme”), is available to directors and senior executives of the Group.
Details of the share-based compensation paid to directors are disclosed
in Note 12.

(a) DSBG 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. The Company has
the intention to adopt this cash settlement practice in respect of the

existing share options issued.

The share options are granted in accordance with 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 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 SEHK and is determined as no less than the
highest of (i) 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 (jii) the nominal value of the Company’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.

(b) DSFH Scheme

DSFH issues to certain directors and employees of its subsidiaries share
options on terms that allow DSFH 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.
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(Expressed in thousands of Hong Kong dollars)

(b) DSFH Scheme (Continued)

The share options are granted in accordance to the terms and
conditions of the new Share Option Scheme approved by the
shareholders of DSFH on 28 April 2005. The exercise prices per option
share is concluded by the Nomination and Remuneration Committee
on behalf of the Board of DSFH 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 DSFH’s shares traded on the SEHK on the
date of grant; (ii) the average closing price of DSFH’s shares for the five
trading days immediately preceding the date of grant; and (iii) the
nominal value of DSFH 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.

With respect to the two option schemes described above, the Group
has recorded liabilities of HK$476,000 (2010: HK$13,943,000) 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$13,467,000 in 2011
(2010: a total reversal of expense of HK$12,892,000). The total intrinsic
value of the share options for which the grantees’ right to receive cash
had vested as of 31 December 2011 is nil (2010: HK$2,700,000).

The inputs into the Trinomial Option Pricing Model are as follows:

AFBITEEE
DSBG Scheme
—E——F —E-TF
2011 2010

—E——F —EEtHF —TTRF —ETRF

+t=ZA+=H tB+hB +=ZA=+H NA=+AHR

®FH Grant date 12 Dec 2011 19 Jul 2007 30 Dec 2005 25 Aug 2005
RRBR+=—A=+—8 Share price of the Company

Z BB (BT) as at 31 December (HK$) 6.63 13.20 13.20 13.20

1768 (B 7T) (&) Exercise price (HK$) (Note () 9.25 17.18 13.79 13.86

TR 08 (G (i) Expected volatility (Note (ii)) 43.55% 35.3% 35.3% 35.3%

FH8(F) Time to maturity (years) <6 <3 <1 <1

42 [ B 1) 2 (3 (Giii)) Risk free rate (Note (i) 1.11% 0.82% 0.36% 0.33%

TR 8 % ((v)

Expected dividend rate (Note (iv)) 1.54% 1.81% 1.81% 1.81%
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REemstEl
DSFH Scheme
—2--% —T-%F
2011 2010

—EEtE C—TTEF —ZTTHF
AB=+NB AA=+AR NA=+HA

®FH Grant date 28 Sep 2007 28 Sep 2007 25 Aug 2005
AFeRR+=—A=+—H Share price of DSFH

Z B (& (B 7T) as at 31 December (HK$) 23.25 50.85 50.85
1608 (Br) (GEG) Exercise price (HK$) (Note (i) 59.28 59.28 49.49
FEEE IR GG (i) Expected volatility (Note (ii)) 48.01% 32.09% 32.09%
FH (F) Time to maturity (years) <2 <3 <1
A 2B A = (G (i) Risk free rate (Note (iii)) 0.33% 0.89% 0.33%
FERHR B X (F(iv) Expected dividend rate (Note (iv)) 1.66% 1.79% 1.79%
At Note:

(i)

(ii)

(i)

(iv)

N_E-ZFEHRTZRBEZTEEESRAR
BAIRAHFEMN T —TF TR HRIELH

B’ o
=

EHREEERERGER ZAIBE—FARF
RAFremmeEAKREMRE - WRRBE
ARB BRI ERBEZ KR - HERBNBR
B2FHAZERE  UBREANZR o

BEERMNESEMFRIEEINEESREZ R

B

RHREEDIRBERSME °

(i)

(i)

(iii)

(iv)

The exercise prices of share options granted prior to 2010 were adjusted
for the rights issues concluded by both the Company and DSFH in 2010.

Expected volatility is determined by calculating the historical volatility of
the share price of the Company and DSFH, as applicable, during the one
year period immediately preceding the measurement date and is based
on the assumption that there is no material difference between the
expected volatility over the time to maturity of the options and the
historical volatility of the share prices of the Company and DSFH 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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Movements in the number of share options granted and their related

weighted average exercise prices are as follows:

A3 RATR B & A$i&msE
DSBG Scheme DSFH Scheme
“E--F —2-Z “E--F —2-Z
2011 2010 2011 2010
. mETs . mETs
RYTEE RYmEE TRE RTIBE BTARE i
AHRTEE MELY AHFTEE (B7T) A3ER mE¥H INiED (B7)
ARESR %@ ARESR G ARESR %@ ARESR ()
RGHE (B7) kir &8 Weighted RG#E (B7) Kkir& A Weighted
Number of Weighted Number of average  Number of Weighted Number of average
DSBG shares average DSBG shares exercise  DSFH shares average DSFH shares exercise
in share exercise in share price in share exercise in share price
options price options (HKS) options price options (HKS)
granted (HK$) granted (Note (i) granted (HK$) granted (Note (i)
—A—A At 1 January 1,090,590 14.63 1,500,000 15.77 2,194,005 50.42 2,100,000 52.68
HIRAE Adjusted for
rights issue - - 40,590 14.63 - - 94,005 50.42
BT Granted 7,800,000 9.25 = = = = = =
BAM Lapsed (259,665) 17.18 (100,000) 17.30 - - - -
B17fE Exercised - - - - - - - -
RE L Expired (830,925) 13.84 (350,000) 17.08 (1,985,055) 49.49 - -
TZA=+-H At 31 December 7,800,000 9.25 1,090,590 14.63 208,950 59.28 2,194,005 50.42
TZA=+—AU{f Exercisable at
31 December - - 986,724 14.37 167,160 59.28 2,110,425 50.07
R Note:
(i) RZZE—ZFRR T 2RBREZTEEERAR (i) The exercise prices of share options granted prior to 2010 were adjusted
AIRAF SR T —TF TR ZHRELH for the rights issues concluded by both the Company and DSFH in 2010.
B o

ZIK/‘*TE’\‘:?**$+_H:Jr*Eﬂi%ﬂ%Z%
B2 1TEEBA25B T (2T —2F : BERAR
AIF AR 1731”5&%%217@&‘3”%@13.79;%7&
F1718% L) - REMETHFBRENTERA
5954 (ZZT— T4 : 1.184F) - R AEEES
EEFITBA B EAZ K< S B RRE
RZBE——F+ZA=F+—BRTEZRHEa
RRRHE 7 ITH(BAR59.28B T (ZE—T4F : E5t
FARFTEMERBRDIEL AR ZITEEN T
49.49%8 7L E59.287T) + REIEFIHFIERE L)
TEHAR1.75F (— T — T4 : 0.85%F) o

RERNR T ZARRRZRARAE - HERE KRR
192 REIEZ METFHAFEAR.87HT (2T —
TFE ) c RFER - WEAHSHABRERT
AEBEZEZHRBRITHRAE (ZE—FF -
) o

The Company’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 the Company’s rights issue
in the year), and a weighted average remaining contractual life of 5.95
years (2010: 1.18 years). In respect of directors and senior executives
of the Group, their applicable DSFH’s share options outstanding as of
31 December 2011 have an exercise price of HK$59.28 (2010: in the
range of exercise prices from HK$49.49 to HK$59.28, adjusted for
DSFH’s rights issue in the year), and a weighted average remaining
contractual life of 1.75 years (2010: 0.85 years).

The Company’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). No DSFH’s share options were granted to directors and senior
executives of the Group during the year (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)

The following information relates to the Group and is disclosed as part
of the accompanying information to the financial statements and does
not form part of the audited financial statements.

The table below summarises the ratios and the composition of
regulatory capital of the Group. The individual entities within the Group
and the Group complied with all of the externally imposed capital
requirements by the Hong Kong Monetary Authority (“HKMA”).

—¥—-% "ZT-%F
+=A +=A
=t-8 =t-8
As at As at

31 Dec 2011 31 Dec 2010

BARF R E
- &

_ Rk as

1E g

BARFR L ETIRIRITAR AR ([RFRIT))
MER I (BRI AR IRITA AR AR (DR
FIRZRIRTT)) RRFIRTT (R B) BR QR ([RH
R17 (FED) D)) RBRARITER QR ([EARTT])
SE(RITE(BER) RADOEEEERNETERT
STENAHILLE - ZBEATRLENGEEER
BT 35 [ R AN AE LR o

RIBBBRITERD - EXREEFEEM 2 RT
MEARAETEBEAR L EREENK < &
FIRERITAETARRMRTEEENRER
RFRIT(PE) BETHABTEBITREENR
E o ARB LR RAERIHZ2E o

Capital adequacy ratio
— Core 10.5% 10.2%
— Overall 15.2% 16.3%

The capital adequacy ratio represents the combined ratio of the
consolidated position of Dah Sing Bank, Limited (“DSB”) (covering
Banco Comercial de Macau, S.A. (“BCM”) and Dah Sing Bank (China)
Limited) (“DSB China”)) and MEVAS Bank Limited (“Mevas”) computed
on Basel Il basis with reference to the Banking (Capital) Rules. This
capital adequacy ratio takes into account market risk and operational
risk.

Only the Hong Kong incorporated banking subsidiaries within the Group
are subject to the minimum capital adequacy ratio requirement under
the Hong Kong Banking Ordinance. BCM is subject to Macau banking
regulations and DSB China is subject to China banking regulations.

The above ratios of the Group are calculated for reference only.
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(Expressed in thousands of Hong Kong dollars)

The capital base after deductions used in the calculation of the above

capital adequacy ratios as at 31 December 2011 is analysed as follows.

—E——-F —ZT-FF
+=A +=A
Er=F =+—H
As at As at
31 Dec 2011 31 Dec 2010
LA R Core capital
R IR R 3 AR AR AR Paid up ordinary share capital 5,000,000 4,007,749
A&t 5= (B Share premium - 55,519
f# Reserves 5,715,673 5,776,580
o B Less: goodwill (811,690) (811,690)
W EMEREE Less: other intangible assets (73,883) (88,436)
W FRERIEE E Less: net deferred tax assets (9,877) (4,648)
9,820,223 8,935,074
W EMRIEERBE s A2 E T Less: 50% of total amount of
deductible items (457,803) (454,103)
AR Core capital 9,362,420 8,480,971
Bt hn & A Supplementary capital
BETHMERMEEESHNFE Reserves on revaluation of holding of
land and building 238,403 238,403
AT AZRBEEE A RBEEEBR Eligible amount of collective
BB AR impairment allowances for impaired
assets and regulatory reserve 1,130,931 845,869
A HEEFNEGER Revaluation reserve for
available-for-sale investments 949 514
EHRZEEE Perpetual subordinated debt 427,163 427,532
BEHREER Term subordinated debt 2,912,475 4,079,467
B AnE A 42 %8 Total Supplementary capital 4,709,921 5,591,785
W EIRIBEAE AN ZA T Less: 50% of total amount of
deductible items (457,803) (454,104)
Bt hn & A Supplementary capital 4,252,118 5,137,681
B AEE 42 FE Total capital base 13,614,538 13,618,652
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(Expressed in thousands of Hong Kong dollars)

—E——-F —ZT-FF
2011 2010
MBE S X Liquidity ratio 44.7% 45.7%

RBESLLESAREERTHMBRRANEEEN
+f1lﬂtflfﬂE’P’H’M&Uﬁéttfé’ﬁﬁﬁ
HE - ZnBDERLEREL2ERITEGKRANED
RN TR -

B

RIBRITHRIGD] - BAKEAR D EM 2 RITHIE
REIBETRYEZ L EHREENR - AEH Lt
ML REFFHERHBE -

HISF 1 H # # o0

TIRAEEE—_T——F+-_A=+—HZx
TEAE T AR E % 2 IMNEFHR (5 B 2 51 E 3R
FRIBL AT SMNEIERE10%) - R EMERE Z IR E
B e

The liquidity ratio is calculated as the simple average of each calendar
month’s average liquidity ratio of the Group’s banking subsidiaries for
the twelve months of the financial year. The liquidity ratio is computed
with reference to the methods set out in the Fourth Schedule of the

Hong Kong Banking Ordinance.

Only the locally incorporated banking subsidiaries within the Group are
subject to the minimum liquidity ratio requirement under the Hong Kong
Banking Ordinance. The above ratios of the Group are calculated for

reference only.

Equivalent in HK$ millions

The following sets out the Group’s net foreign exchange position in
USD and other individual currency that constitutes more than 10% of
the total net position in all foreign currencies as at 31 December 2011

and the corresponding comparative balances.
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(Expressed in thousands of Hong Kong dollars)

FH AR H #HoT (8D Equivalent in HK$ millions (Continued)
BEWS O HEME  MEEH
LSk B HmEn South Other Total
EY AR# Macau  Australian  Singapore African foreign foreign
“E--F+AZt-8 As at 31 December 2011~ US dollars  Renminbi pataca dollars dollars Rands  currencies  currencies
REEE Spot assets 36,984 18,698 5,008 1,198 5 5 6,741 68,729
RAEaf Spot liabilities (23,693)  (18,627) (6,190) (4,750) (90) (317) (469)  (58,363)
EHEA Forward purchases 15,900 3723 - 4,121 85 346 3,672 27,853
EHE Forward sales (28,220) (3,611) - (604) (1] - (5,725) (38,168)
k/(R)&3E Net long/(short) position M 183 (1,092) (29) ) 34 8 51
ERMREFE Net structural position = = - = - - - -
H o A%
RPE Other Total
XL AR ¥ Macau foreign foreign
—E-EET-A=1—H As at 31 December 2010 US dollars Renminbi pataca currencies currencies
REEE Spot assets 28,966 12,354 4,176 7,327 52,823
REAE Spot liabilities (21,425) (12,043) (5,628) (9,965) (49,061)
BHEA Forward purchases 22,551 255 - 9,138 31,944
RPEL Forward sales (29,492) (285) - (6,542) (36,319)
/() 8BFE Net long/(short) position 600 281 (1,452) (42) (619)

ERUERRFR

Net structural position - 118 - -

118
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(Expressed in thousands of Hong Kong dollars)

() AT B2 % PR A (DA s (a) Gross advances to customers by industry sector classified
W4y 88 B V) 2 KA R R Y 4 e 4y according to the usage of loans and analysed by percentage
#r) covered by collateral
Z2——f+ZA=t-B —Z-ZTHF+-H=+—H
As at 31 Dec 2011 As at 31 Dec 2010
BEREE S aE
ZEAMRE ZHEADRE
ZBETH ZADL
% of gross % of gross
REBEER advances  REEHAH advances
Outstanding covered  Outstanding covered
balance Dby collateral Balance by collateral
EEBERNER Loans for use in Hong Kong
IHER Industrial, commercial and financial
-MEER - Property development 902,519 46.2 646,018 39.2
-MEKRE — Property investment 14,857,643 94.6 14,418,054 94.7
- E - Financial concerns 916,269 32.2 596,330 47.9
-BREEL - Stockbrokers 31,372 52.2 116,122 62.1
-HEETEXE - Wholesale and retail trade 2,020,735 97.1 1,026,092 95.1
-BUEHE - Manufacturing 1,647,656 96.7 725,323 94.7
- BRLEGRE — Transport and transport
equipment 4,192,698 96.7 4,173,376 96.3
-REED - Recreational activities 302,656 - 246,262 -
- BB - Information technology 2,864 75.8 2,721 78.8
-Hfh - Others 2,678,926 95.9 2,592,101 96.2
27,553,338 90.6 24,542,399 91.5
(EUN Individuals
-BEIEEEEEE - - Loans for the purchase of
[FAAZEEREE & flats in Home Ownership
[(HEBEEEIET Scheme, Private Sector
¢ Participation Scheme and
Tenants Purchase Scheme 1,147,664 100.0 1,264,406 100.0
-BEBEEMEENEER - Loans for the purchase of
other residential properties 15,935,118 99.9 15,372,119 99.9
-ERFEX — Credit card advances 4,107,677 = 3,654,569 =
- H GE(F)) - Others (Note (a)) 4,413,867 28.1 3,990,957 30.5
25,604,326 71.5 24,282,051 736
EREFEANER Loans for use in Hong Kong 53,157,664 81.4 48,824,450 82.5
BHRE (F(2)) Trade finance (Note (b)) 6,851,646 46.2 4,042,434 63.4
EEBUIIMEAMWET (£ (A))  Loans for use outside Hong Kong
(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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() AT B2 % PR A (DA s
38 5 A B DL 3 R b DR e B 43 L oy

Hr) (#D
it
(F) #®mHEH  BESFEMEA — Hil

BTZAERBEFNERERKZ2HK
MAA —BEEMEEMEERIET
LB BRI ER B -

FThBESRmEFTBEESHER
1,766,805,0008 ot (=& — & F
849,125,000/ 7T) °

EEBAIMEANERBIER TEARS
BERBBMIMERZER - TEREEZ
S & B3 4(E138,684,0008 L (=F
—Z4F : 505,818,000/5 7T) 2 AR [1E
BEBUIMERHERIET -

(Expressed in thousands of Hong Kong dollars)

(a)

Gross advances to customers by industry sector classified
according to the usage of loans and analysed by percentage

covered by collateral (Continued)

Note:

(@) 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 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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(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:

BEREE
BHREE
BB=@EA 18 B 5214 mETME
Gross WEEE HEEE
advances Individually  Collectively
REEBEH HWEER  overdue for as d assessed
Outstanding Impaired over3 impairment impairment
—E——H+=-HA=+—H Asat31Dec 2011 balance loans months  allowances  allowances
EEBERNER Loans for use in Hong Kong
ITEER Industrial, commercial
and financial
-MERE — Property investment 14,857,643 - - - 7,531
A Individuals
-BEHMAEEMEER - Loans for the
purchase of other
residential
properties 15,935,118 - 649 - 808
ERmsE
BHREER
BA=EA bR fRE R
Gross HEZERE B
advances Individually Collectively
REEREH MEEZ  overdue for assessed assessed
Outstanding Impaired over 3 impairment impairment
—“ZT—-ZFTF+-_F=+—H Asat31Dec2010 balance loans months allowances allowances
EEEFRNER Loans for use in Hong Kong
IEeR Industrial, commercial
and financial
-MERE - Property investment 14,418,054 - - - 50,394
A Individuals
-BEEMEEMEER — Loans for the
purchase of other
residential
properties 15,372,119 1,520 893 104 6,460
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(AR T ThLHR)

(Expressed in thousands of Hong Kong dollars)

() AT B2 % PR A (DA s (a) Gross advances to customers by industry sector classified

38 5 A B DL 3 R b DR e B 43 L oy

M) (&)
TREBFANERGSRER 2 ML EFIREES
BB MBI -

covered by collateral (Continued)

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.

WEEREE
REEEER MHEZEX
#M$%% Recoveries of
Loans advances
ZEEE & written  written off in
Allownaces off as previous
—E——F 2011 written back uncollectible years
EEBERNER Loans for use in Hong Kong
IEeR Industrial, commercial and financial
-MERE - Property investment = = =
& A Individuals
-EEHME — Loans for the purchase of other
residential properties - - 884
- = 884
WEBRESE
REEEEER  MEZER
#i$5% Recoveries of
Loans advances
A o written  written off in
Allowances off as previous
—T-TF 2010 written back  uncollectible years
EEEFRNER Loans for use in Hong Kong
ITEER Industrial, commercial and financial
-MERE - Property investment ) = =
A Individuals
-BEEMEEMEER — Loans for the purchase of other
residential properties (60) - 427

427
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(Expressed in thousands of Hong Kong dollars)

(&) H K BEIERAIT R P AR E (b) Non-bank Mainland exposures
—2-—f+=ZH=+—H
As at 31 Dec 2011
18 Bl S 15
EEEER BESEX WAE R
A ERER SN BREE Individually
On-balance Off-balance assessed
sheet sheet #EXEE  impairment
RBZEFEE Type of counterparties exposure exposure Total allowances
B AR E Mainland entities 8,610,976 1,219,140 9,830,116 42,497
¥R B K BE LASNA B &2 Companies and individuals
BA - mF REER outside Mainland where the
AR B K B {5 A credits are granted for use
in the Mainland 12,183,169 345278 12,528,447 131,514
H h 32 5 T A = b Other counterparties the
WRE BB NIERTT exposures to whom are
HEPRR considered by the Group
to be non-bank Mainland
exposures 160,624 - 160,624 -
—E-ZF+-A=+—H
As at 31 Dec 2010
(ERIEE R
BEERBR AEBRER B
N EARE SN ERRE Individually
On-balance Off-balance assessed
sheet sheet #FREE  impairment
R ¥ FEH Type of counterparties exposure exposure Total  allowances
B R R Mainland entities 5,574,796 215,605 5,790,401 5,418
R B K B ASNA B K Companies and individuals
A - md REER outside Mainland where the
AR B K B {5 AR credits are granted for use
in the Mainland 8,549,542 458,733 9,008,275 35,582
H 32 5 5 F i H = Other counterparties the
HWRTE BB AIERTT exposures to whom are
EEPRK considered by the Group
to be non-bank Mainland
exposures 197,026 - 197,026 -

it EERBEeRRPEREEREMET,ER

BZEHE -

other balances of claims on the customers.

Note: The balances of exposures reported above include gross advances and
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REERZEHSTRRE S EARBEE 2
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BEFPEREER MiRAFEREERRRED
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—E——f%4+-HA=1+—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 Bl & 18 Bl 74 mE T

BEFER BB BB R

EFEEBHMAE  Individually BEEFEFR  Individually Collectively
Gross impaired Overdue assessed assessed

advances to advancesto advancesto 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
HAh Others 1,176,964 5,166 5,166 2,847 3,324
82,634,033 372,032 382,844 190,220 193,994

{E R E (bR E fREFHE

BEFER BB EE AR

XEFEF#E  Individualy #HEFEZF  Individually  Collectively

Gross impaired Overdue assessed assessed

advancesto  advancesto  advances to impairment impairment

—T-TF+-A=1+—H 31 December 2010 customers customers customers allowances allowances
B 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
R Macau 6,699,625 24,422 42,352 10,326 36,068
HAth 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)

(d) Credit commitments and contingent liabilities analysed by

percentage covered by collateral

—2——fF =2
2011 2010
K m ZHEAm
BHNEHE RENEIL EReE RENED L
Contract % covered Contract % covered
amount by collateral amount by collateral
HBEREEMEERB 2 Financial guarantees
LABE and other credit related
contingent liabilities 2,491,029 84.79% 1,298,710 34.35%
EFEREREMEERAZ Loan commitments
A and other credit related
commitments 54,285,718 6.69% 50,692,990 8.26%

RIHIREZ —E——F+-A=+—B&K
R EIRFRTOEA KRR (BIERMRE
PARAFERST (FE)) RURRTLERTE
CA7) AN 51 2 77k D R A A Fr it
HHAGHLE - A RED M BIMANE2.25
REGEZ A -

56,776,747 8.71% 51,991,700 8.79%

The capital adequacy ratio as at 31 December 2011 disclosed in Note
1 above represents the combined ratio of the consolidated position of
DSB (covering BCM and DSB China) and Mevas computed on Basel Il
basis with reference to the methods set out in the Banking (Capital)
Rules. For accounting purposes, the basis of consolidation is described

in Note 2.2 to the financial statements.



REEZHEMHER

(AB BT A7) (Expressed in thousands of Hong Kong dollars)
FHERRER 2 EREREMMAT - The capital charge for each class of exposures are summarised as
follows:
() ARk EARZR (i) Capital charge for credit risk
—E——-F Z—ZT-=F
2011 2010
T RS R AR Sovereigh exposures 20,586 1,386
NV TS Public Sector Entity exposures 33,322 31,198
RITR AR Bank exposures 787,350 636,776
B 2 7 R g A Securities firm exposures 2,124 3,881
v [ [ B A I Corporate exposures 3,104,935 2,833,555
HETEE Cash items 44,626 7,064
EETERBAE Regulatory retail exposures 707,896 665,000
FEZRBER Residential mortgage loans 900,231 866,778
H th 7R 180 HA & B AR Other exposures which are not past
due exposures 937,190 829,531
780 5 B B A 2 Past due exposures 17,416 66,833
BEABRARRAEZERNERE Total capital charge for
on-balance sheet exposures 6,555,676 5,942,002
HEEFERE R Direct credit substitutes 10,354 22
B ZHEzABER Transactions-related contingencies 6,081 8,174
RE S ME 2 kAIEER Trade-related contingencies 13,098 10,824
REHTEXK Forward forward deposits placed 92 7,787
H A HE Other commitments 77,444 1,143
[EREL Exchange rate contracts 34,874 111,695
FEEHL Interest rate contracts 14,484 33,179
% =EEH Equity contracts - 11,425
SEMTETESD Credit derivatives contracts - 7
AEBBERINEAE 2 ERERKETE Total capital charge for
off-balance sheet exposures 156,427 184,256
EERB 2 EAREKERE Total capital charge for credit risk 6,712,103 6,126,258
R T AE B A BT E 5 AE B 2 Bk hniE This disclosure is made by multiplying the Group’s risk-weighted
HREFUBUMEE - WHARE L EREEER amount derived from the relevant calculation approach by 8%, not the

7K o institution’s actual “regulatory capital”.
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AEBRAREFELFETMSRER -

(Expressed in thousands of Hong Kong dollars)

(i) Market risk capital charge

The Group uses the Standardised Approach for calculating market risk.

—E——f+-HA=1+—H
As at 31 Dec 2011

—EZ-FF+ZHA=1+—H
As at 31 Dec 2010

[ B 0 & B 5E EARER B e nsEEEE BARER
Risk weighted Capital Risk weighted Capital
amount charge amount charge
=R g (B4 BE) Interest rate exposures

(including options) 860,613 68,849 989,475 79,158

HNPE [ B A R Foreign exchange exposures
(BiE=E< ki) (including gold and options) 1,104,125 88,330 1,496,416 119,713
1,964,738 157,179 2,485,891 198,871

2\ e AN BURR B 4R R P R SRR 1T R R HTER 1T (Fh
B) 2RI 2 0TE A KB -

(iii) H5e 1 R B 2 A TR
AEBHAEREEGFE LA ERERRE -

The risk-weighted amount included those amounts arising from
derivative contracts executed by BCM and DSB China.
(iii) Operational risk capital charge

The Group uses the Basic Indicator Approach for calculating operational

risk.

—EBE-——F —T-ITF
2011 2010
BRIEERBRZERELK Capital charge for operational risk 368,674 389,601

AEEREZBRRE MEHE R E BT
ENEERBIEAURERE

ReEREINEERR - miHER - FER
% RBETRR - BRERER - BEER MK
Rk - EERRZELTIZRNAREZEE
HE - ERmeEEE  HENMTEEE - #m
HERELRVEBNEREERF MO ERLE
& o

The Group recognises the changing nature of risk and manages it

through a well-developed management structure.

Risk management is focused on credit risk, market risk, interest rate
risk, liquidity risk, operational risk, reputation risk and strategic risk.
Credit risk occurs mainly in the Group’s credit portfolios comprising
commercial, wholesale and retail lending, equipment and hire purchase

financing, and treasury and financial institutions wholesale lending.
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(Expressed in thousands of Hong Kong dollars)

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.

Apart from the description of financial risk management disclosed in
Note 3 to the financial statements, the other risk management aspects

are disclosed below.
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(@) 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.

(b) 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.
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(b) Group risk function (Continued)

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.

(c) 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.

(d) Credit risk
(i) Credit risk exposures

Standard & Poor’s Ratings Services (“Standard & Poor’s”),
Moody’s Investors Services (“Moody’s”) and Fitch Ratings are the
external credit assessment institutions (“ECAIs”) that the Group
uses for the assessment of its credit risk exposures to banks,
sovereigns, public sector entities, and collective investment
schemes as well as securitisation exposures and exposures to

corporates that do not qualify as regulatory retail exposures.

The process it uses to map ECAI issuer ratings to exposures
booked in its banking book follows the process prescribed in Part
4 of the Banking (Capital) Rules.
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(d) Credit risk (Continued)

() EERREFAEE) ()  Credit risk exposures (Continued)
SATERR
g7
EEfEIR
2HREZ
BRARAE
Total
ERREERERE exposure
ZBRAE RRTERR covered by
Exposures after BRMEHE REZER recognised
recognised credit Risk-weighted RESE guarantees
risk mitigation amounts ERNES Total or
BRREE R REFR B RETR 4% exposure recognised
ag (2 (3) (2 (33) Total risk- covered by credit
g--f 2011 Total Rated Unrated Rated Unrated weighted recognised derivative
BREH Class of exposures Exposures (Note 2) (Note 3) (Note 2) (Note 3) amounts collateral contracts
%R The Group
B, EEEERM A On-balance sheet
1. IE#E 1. Sovereign 13,572,899 13,571,912 453,834 257,321 - 257,321 - -
2, DEEf 2. Public Sector Entity 832,011 2,040,093 131,317 390,271 26,263 416,534 - -
3. ZBEESRT 3 Multilateral
Development
Bank 544,804 544,804 - - - - - -
4 B 4. Bank 2,113,111 24,996,134 439,941 8,739,773 1,102,096 9,841,869 - -
5 B5E 5, Securities firm 53,099 - 53,099 E 26,550 26,550 E =
6. %M 6. Corporate 48,413,939 12,480,828 29,713,857 9,122,448 29,689,240 38,811,688 5,921,320 332,514
7. BE%EH 7. Cashitems 1,562,226 - 4,834,961 - 557,828 557,828 - -
8 EEEE 8. Regulatory retail 12,057,070 - 11,798,273 - 8,848,705 8,848,705 147,885 120,333
9. ZBE 9. Residential
mortgage loans 25,855,976 - 24,555,536 - 11,252,890 11,252,890 - 1,330,440
10, At REH 10. Other exposures
BREE which are not
past due
exposures 11,742,768 148,820 11,567,095 148,820 11,567,095 11,715,915 8,853 -
11 QBERAE 11, Pastdueexposures 152703 - 152,703 - 217,698 217,698 18430 1428
7. BEEERD  B. Off-balance sheet
1. BEMTE 1. Off-balance sheet
IER5E exposures other
fREfTE than OTC
SHIEH derivative
LEEBRR transactions or
MERAE credit derivative
contracts 1,675,155 14111 1,660,384 3,341 1,335,008 1,338,349 120,543 -
2, BMIEIARE 2 OTC derivative
transactions 1,283,714 1,010,734 212,980 363,860 253,114 616,974 444 22,456
REABENHZ  Exposures deducted
BRAE from capital base 1,812,980
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(d) Credit risk (Continued)

() EEREFAEGE) (i)  Credit risk exposures (Continued)
RATEAR
EEE
EEfTEIA
AhREZ
BlBAESE
Total
ERREERARK exposure
CEREE RATERR covered by
Exposures after ERIERE REZER recognised
recognised credit Risk-weighted REES Quarantegs
risk mitigation amounts BRINES Total or
Bl R RETR Bk RETR g% exposure recognised
4% (i) (i) (i) (i9) Totalrisk- covered by credit
“3-%% 2010 Total Rated Unrated Rated Unrated weighted recognised derivative
BE7 Class of exposures Exposures (Note 2) (Note 3) (Note 2) (Note 3) amounts collateral contracts
A58 The Group
B EEBEAM A On-balance sheet
1. TREE 1. Sovereign 13,887,181 13,882,965 42,854 17,324 - 17,324 - -
2 DEEf 2. Public Sector Entity 589,154 1,981,580 56,308 378,708 11,261 389,969 - -
. SEERRGT 3 Multlateral
Development
Bank 546,582 546,582 - - - - - -
4 4. Bank 20,097,241 19,431,638 702,423 7,193,028 166,679 7,959,707 - -
5 BHE 5. Securities fim 97,019 - 97,019 - 48,510 48510 - -
6. AE 6. Corporate 38,991,459 11,091,051 26,757,492 8,711,545 26,707,893 35,419,438 869,408 306,442
7. BeER 7. Cash items 1,608,552 - 2,550,555 - 88,295 88,295 - -
8 EETE 8. Regulatory retail 11,308,960 - 11,083,337 - 8,312,503 8,312,503 144,218 102,196
0. 2B 9. Residential
mortgage loans 24,791,753 - 23,344,016 - 10,834,722 10,834,722 - 1,447,736
10, EfprEH 10. Other exposures
Rl which are not
past due
exposures 10,394,059 132,063 10,237,076 132,063 10,237,076 10,369,139 24,920 -
11, BEERAE 11. Past due exposures 567,788 - 567,788 - 835,408 835,408 21,815 1,578
0. BEBER)  B. Off-balance sheet
1. BEMiE 1, Off-balance sheet
IAR5% exposures other
FEfEIR than OTC derivative
AN EE transactions or
BERER credit derivative
RfE contracts 2,006,384 36,105 1,970,219 17,025 1,729,028 1,746,063 111,800 -
2. BOMIEIE 2. OTC derivative
25 transactions 1,417,196 1,285,514 181,682 399,957 157,183 557,140 110 20,288
WERERNAZ  Exposures deducted
Blard from capital base 1,812,981



REEZHEMHER

(AR T ThLHR)

(T) 15 U Bg ()

() EERREFAEE)

1. A2EEHEEFEHREWER - 1k
&R FFHERE L) -

2. CSREEFEAMGEERBEEETIRZAE
B o o e SR AT AR 2 BB AR (BN R A 7T
BB EERITHR RS - BER
EARRRNTER 2 BB INEED2ER TE
BABBERAEZ R EEERTA
PR R BT A Bt L A 2 (5 R G
BT 2R -

3. KRR BER T LR SR TR R
FRHE o

(i) XBHFIEEEBRAE

AEBEBREEHNERITEREERAZS
SMBIND TTER S - MBRAR S RE
ENTERGANERRFRIFHRNRE
HRENEE - B EANERZEER
BRAETIEZENFEWHRAEE 2T
BEELERE) @ ZEERRAEERRAT
BEBBERBREAERREAR TR S Y
FOEBREEERE 2 —MHMER - E
=B R A — R R A AR o

HERREXNREARKESFIBREL
BHAKREOERREXELFIRERE
£ ARERERZFUTFEARRLZEER
BEREBREERREREEERR o &
KENRFRGEERY - RNEERIZ
W EEEE o

(Expressed in thousands of Hong Kong dollars)

(d)

Credit risk (Continued)
(i) Credit risk exposures (Continued)

Note
1. principal amount or credit equivalent amount, as applicable, net of
individually assessed impairment allowances.

2. including exposures with ECAI issue-specific rating and exposures
which have an inferred rating (i.e. exposures which do not have an
issue-specific rating but whose risk-weights are determined under
the Capital Rules by reference to an ECAI issuer rating assigned to
the obligor of the exposure or to an ECAI issue rating of any other
exposures of the obligor).

3. exposures which do not have ECAI issue-specific rating, nor
inferred rating.

(i)  Counterparty credit risk exposures

The Group exercises strict control limits in tenor and outstanding
amounts on net open positions arising from over-the-counter
(“OTC”) derivative transactions, repo-style transactions and credit
derivative contracts booked in its banking book or trading book.
The credit risk exposures associated with these contracts are
predominantly their fair values (i.e. the positive marked-to-market
values favourable to the Group). These credit risk exposures
together with potential exposures from market movements are
managed as part of the overall lending limits allowed to
counterparties. Collateral or other security is generally not

obtained for such credit risk exposures.

Settlement risk arises in situations where a payment in cash or a
delivery of securities or equities is made in expectation of a
corresponding receipt in cash, securities or equities. To mitigate
settlement risk, daily settlement limits are established for
individual counterparty on the aggregate of all settlements on any
day. The Group will also enter into netting arrangements and make
settlement on the basis of delivery against payment as

appropriate.



REBEBERGER

(AB BT A7) (Expressed in thousands of Hong Kong dollars)
(T) f&5 &R B ) (d) Credit risk (Continued)
(i) XEBEHFEERBGAEE) (i) Counterparty credit risk exposures (Continued)
TEBRAREERESIMIER G ZEE The following table summarises the Group’s main credit
EERBEE - exposures arising from OTC derivative transactions.
—E-—F —ZT-=F
+=A +=A
=t+-—H ==
As at As at
BIMTERS OTC derivative transactions 31 Dec 2011 31 Dec 2010
& Group
NFEEIESEREE Gross total positive fair value 740,274 746,682
EESEHE Credit equivalent amount 1,283,715 1,449,157
RAEFMEE - HER Value of recognised collateral by type
- B E 5 - debt securities = =
— HAty - others 444 110

[\ e hn A8 24 RE Risk weighted amounts 616,974 573,121
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(d) Credit risk (Continued)

(i)  Counterparty credit risk exposures (Continued)

An analysis of the credit equivalent amounts or net credit

exposures, and the risk-weighted amount is summarised as

follows.

—E——F Z—ZT—ZF
+=A +=A
=t+-—H =+—H
As at As at
31 December 31 December
BMTERS OTC derivative transactions 2011 2010
& Group
BEEE Notional amounts:
SN} — Public sector entities - 35,408
- iR17 — Banks 48,946,700 68,185,924
-% - Corporates 10,711,543 3,195,467
- Hfh — Others 769,663 336,780
60,427,906 71,753,579
EEEEHE/ Credit equivalent amounts/
EERBEE net credit exposures:
- REER — Public sector entities - 1,027
- R1T - Banks 1,002,144 1,264,771
-& — Corporates 125,533 87,424
- Hfh — Others 156,036 95,994
1,283,713 1,449,216
2P AN BUER Risk-weighted amounts:
- RNEBEA — Public sector entities = 205
- iR17 — Banks 359,565 414,550
-& - Corporates 111,457 62,371
- HAh — Others 145,951 95,995
616,973 573,121

RZB——F+-_A=+—HR-_Z-F
FH-A=1+—H " YBRERBEAR
HREENERSGENZEERR -

There were no credit exposures arising from repo-style

transactions and credit derivative contracts at 31 December 2011

and 31 December 2010.
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(d)

(e)

Credit risk (Continued)
(iii)  Credit risk mitigation

The credit risk mitigation techniques used by the Group are
generally those recognised by the Banking (Capital) Rules for
reduced capital weighting. Common types of collateral obtained
are cash deposits, real estate properties, as well as taxi and public
light bus medallion. For certain types of advances to customers,
the Group also places reliance on guarantees issued by
governments, public sector entities and corporates with

acceptable credit rating.

Real estate properties taken as collateral are evaluated before
the loan can be drawn. For property collateral supporting problem
accounts, their open market values are appraised at least every
six months. For property collateral that has been repossessed,
the Group’s policy is to arrange for realisation as soon as

practicable.

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.

(f)

Asset securitisation

The Group uses the standardised (securitisation) approach to calculate

the credit risk for securitisation exposures. The Group is an investing

institution for all classes of exposures below.
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(©) HERBZH (#H) (f)  Asset securitisation (Continued)
BELERRBBEE RSB[R R2EE Standard & Poor’s and Moody’s are the ECAIs that the Group has used
Az BEHERBAERRA 25 AT E#E - in relation to each and all classes of the securitisation exposures below.
—2--F 2011
-3 Group
2L Bk pn B RS R B
KEE £ L] Exposures deducted from
BhEE Risk- EARRE BOER Tt 0 & 2
FH Securitisation Outstanding weighted Capital Core Supplementary
BB E exposures amounts amount requirements Capital Capital
BHELER Synthetic securitisations
-REEMERETIR - Structured investment
vehicles 8,775 - - 4,388 4,387
—E-%F 2010
£ Group
3Bz on 7 BB AR B
AEE ] Exposures deducted from
EAER Risk- N RLER B an & A&
FEHl Securitisation Outstanding weighted Capital Core Supplementary
2 B A R exposures amounts amount  requirements Capital Capital
EHEK Synthetic securitisations
-HERMERETA - Structured investment
vehicles 1,377 - - 689 688
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(g) Equity exposures in banking book

The Group distinguishes its equity holdings between those taken for

strategic reasons and those taken for capital appreciation purposes at

inception of the acquisition. Equity holdings identified for capital

appreciation purpose is evaluated based on rigorous investment

analysis and is subject to internal guidelines on stock selection,

marketability, valuation, position limit, management action trigger, and

various other control guidelines specified in the Treasury Policy Manual.

Listed equity holdings are valued on the basis of market bid prices.

i
55 Group 2011 2010
HE /ERMER 2 K Realised gains from sales/liquidations = 5
REI 2 Eih ke Unrealised revaluation gains
-EEESERERERERNIBER 2 85 — Amount included in reserves but not
through income statement 30,886 29,973
- HUBK & A 2 &8 - Amount deducted from
supplementary capital 962 511
() SRAT IR Z 2% ) Fig (h) Interest rate risk exposures in banking book
g%
Currency
BT EPH BT HAth &t
—E——F 2011 HK$ uUs$ EUR Others Total
) = 2 i 1 &2 Interest rate risk shock
R AT +200 pips
- BF CRD) /1 — (Decline)/Increase
in earnings (195,000) 91,000 56,000 (172,000) (220,000)
=g
Currency
ST ET BT HAh A&
—E-FF 2010 HK$ us$ EUR Others Total
) = 2 i 1 &2 Interest rate risk shock
R AT +200 pips
- BF CRD) /1 — (Decling)/Increase
in earnings (48,000) (29,000) 73,000 (144,000) (148,000)
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(i) 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.

() 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.

(k) 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.
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(I) Implementation of the Basel II 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 I, 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 I” 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.

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.

(m) 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 BANKING GROUP LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of Dah Sing
Banking Group Limited (the “Company”) and its subsidiaries (together,
the “Group”) set out on pages 55 to 219, 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
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i 3t Address

Dah Sing Bank, Limited

BB
Aberdeen
SEBEFROLDIT
Admiralty Centre

h 2 5 17
Causeway Bay
FEST
Central
BEWLDT
Fortress Hill
ETHEDT
Gloucester Road
BWEi DT
Happy Valley
BRWDT
Heng Fa Chuen

HETHESHT
Johnston Road
tBD1T

North Point
B D 1T
Quarry Bay
LEEDT

Shaukiwan
AEE DT
Shek Tong Tsui
EBH1T
Sheung Wan

EH BRI E205%

20 Wu Pak Street, Aberdeen
CHEEBRBISHEET LES 1B105RH

Shop no. 10, 1st Floor of the Podium, Admiralty Centre,
18 Harcourt Road, Admiralty

3 8 /2 8T JE FFiE 4825%

482 Hennessy Road, Causeway Bay
EEHER19IRKAEH T

G/F., Worldwide House, 19 Des Voeux Road Central
B 278268-2705% BF R E i T

G/F., Sunny House, 268-270 King’s Road

HTITE1085F AFT & /T O T
G/F., Dah Sing Financial Centre, 108 Gloucester Road

S A A 135 @ AR H T AT

Shop A, G/F., Kam Yuk Mansion, 13 Yuk Sau Street, Happy Valley
SeIE X R 1005 A IR A (EFT ML T GHO5R 4

Unit G59, G/F., Heng Fa Chuen Paradise Mall,

100 Shing Tai Road, Chaiwan

BT H T BB 1645

164 Johnston Road, Wanchai

B2 EA33- 437 RGN E M T

G/F., Chu Kee Building, 433-437 King’s Road

) £ 8 5 2 75 96357 1 T~ A4S 4

Flat A4, G/F., 963 King’s Road, Quarry Bay

G HEEEET-87 9 A LB i T GBI 4

Shop no. G8, G/F., Tai On Building, 57-87 Shaukiwan Road
2 AR EPH443-4535F 11 T 15-1657 48

Shop nos. 15-16, G/F., 443-453 Queen's Road West
LIRBEHET288R FEMEAEM B2 FE1/FBE
G/F & 1/F., no. 288 Des Voeux Road Central, Sheung Wan

E5E Tel

2554 5463

3110 1886

2891 2201

2521 8134

2922 3389

2507 8866

2572 0708

2558 7485

2572 8849

2561 8241

2884 4802

2568 5271

2857 7473

2851 6281

£ 5 Fax

2554 0843

3110 2818

2591 6037

2526 9427

2887 7604

2507 8654

2572 0718

2889 2520

2891 3743

2811 4474

2884 3151

2567 5904

2108 4539

2581 2216
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41T Branch

RHFBRITERAA

- TITa R

i 3t Address

Dah Sing Bank, Limited

BMREDT
Hoi Yuen Road

AWD1T
Hunghom
ERDT
Jordan
BEST
Kwun Tong
BEST
Lok Fu
EZHWHIT

Mei Foo Sun Chuen

HEADT
Mongkok
FERE DT
San Po Kong
WK 51T
Sham Shui Po
EREEST
Telford Gardens
TRES1T
Tokwawan
BERDT

Tseung Kwan O

B R
& PO DT
Tseung Kwan O
Metro City Plaza
RPE T
Tsimshatsui
JH il it 2 1T
Yaumatei

Bz RIRB625 5K SER R E 5 — B N A4
Portion 2 of Factory A, G/F, Block 1, Camelpaint Buildings,
62 Hoi Yuen Road, Kwun Tong

AR AT 4-65R FE A B b T AR

Shop no. A, G/F., Tak Yue Mansion, 4-6 Dock Street, Hunghom

{2 20 R 2B 33555k
335 Nathan Road, Jordan

VR R B B4 E L P M T 7-957 8

Shop nos. 7-9, G/F., Yee On Centre, 45 Hong Ning Road, Kwun Tong

M E ES — 11012110255 &

Shop nos. 1101 and 1102, 1/F, Lok Fu Plaza, Wang Tau Hom
EZHUEEEES12175 —ENISHCH

Portion C of Shop no. N95, 1/F, 1-17 Mount Sterling Mall,
Mei Foo Sun Chuen

AT A 5 28 697 5%

697 Nathan Road, Mongkok

e

1 5F R R AL 1055%

10 Choi Hung Road, San Po Kong
RIKIT IR ET 1245530 T

G/F., 124 Fuk Wing Street, Shamshuipo
FLEEE R RS — B — 12 F5A-F6ATR

Units F5A-F6BA, Level 2, Telford Plaza |, Kowloon Bay
4 &8 237A5 55 D K 5

|I-Feng Mansion, 237A Tokwawan Road

16 ERE R 95 A & 53 T G31-325% B 4
Shop nos. G31-32, G/F., The Edge,

9 Tong Chun Street, Tseung Kwan O

1SR E AR DS =B 1212754
Shop no. 127, Level 1, Metro City Plaza lll, Tseung Kwan O

RN FBEE6-705 & T AE
Golden Crown Court, 66-70 Nathan Road, Tsimshatsui

e i Hh 52X 2B 5611 5%
561 Nathan Road, Yaumatei

E5E Tel

2191 8103

2365 8110

2385 0161

2389 3911

2337 6300

2370 2660

2394 4261

2326 5165

2361 0951

2927 4130

2365 9035

2752 1223

2927 2101

2366 9121

2782 1339

£ 5 Fax

2191 8723

2363 5917

2782 0993

2341 4638

2337 6922

2370 2006

2391 9104

2350 0894

2958 0985

2755 4967

2363 5696

2752 1098

2702 2305

2311 1491

2385 9285
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41T Branch

RHFBRITERDF
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i 3t Address

Dah Sing Bank, Limited

REDT
Cheung Fat

BEEHAT

Kwai Fong

BRLESST
Ma On Shan Plaza

BERHEDIT
Maritime Square
BB 21T
Ocean Walk
DHEBERT

Sha Tsui Road
YRS
Shatin

Exkz4T
Sheung Shui

KRBT

Tai Po

RE ST

Tai Wai

RKEEEDT

Tin Shui Wai Chung Fu

EEH1T

Tsuen Wan

HAHES DT

Tuen Mun Town
Plaza

BT

Tung Chung

EHWHIT

Wah Ming Estate

DT

Yuen Long

B ILEST

Yuen Long Castle
Peak Road

RN 21T
Shenzhen

FRIEAT L BB 658 = 2 E 35 = £ 302A K 302BR &4
Shop nos. 302A and 302B, Level 3, Cheung Fat Plaza,
6 Tam Kon Shan Road, Tsing Yi

OB FIEEF ACEM T

Block C, G/F., Podium Level, New Kwai Fong Gardens,

Kwai Chung

Y H BRI 780 3R 6085% 5 82 1L B 5 = 18 3355k 4

Shop 335 on Level 3, Ma On Shan Plaza,

608 Sai Sha Road, Ma On Shan, Shatin

B R BB 335% 5 7K 108 D-E5% i

Shop nos. 108D-E, Maritime Square, 33 Tsing King Road, Tsing Yi

P9 789 22 2% 168-23657% /& 1 7 93-955% &

Shop nos. 93-95, Ocean Walk, 168-236 Wu Chui Road, Tuen Mun
S8 Y 18 3828855 i T

G/F., no. 288 Sha Tsui Road, Tsuen Wan

b B A E RO M 95R A

Shop no. 9, G/F., Lucky Plaza, Shatin

_EoKER 8 B4 55-595F JK BUE 1 T BSR4

Shop no. B, G/F., Siu Kai House, 55-59 San Fung Avenue,

Sheung Shui

KB Z 25 1 A5 5 10 T 539 54348

Units 53-54 on Level 1, Tai Po Plaza, No.1 On Tai Road, Tai Po

REKEES ILEMT55

Shop no. 5, G/F., Kam Shan Building, Tai Wai Road, Tai Wai

ROKE M E 45 — HA1325% i

Shop no. 132, Chung Fu Shopping Centre Stage 2, Tin Shui Wai

EEXTE14-165 5B RNE

Dang Fat Mansion, 14-16 Tai Ho Road, Tsuen Wan

BRI ESE — e E i T 1655 &

UG Shop 16, Tuen Mun Town Plaza Phase 2, Tuen Mun

R U | L) BROF BE SR AT 1 SR SR AR VE Y 3 TN 235R 4

Shop 283, G/F., Tung Chung Crescent, 1 Hing Tung Street,

Tung Chung, Lantau Island

) 28 55 B P 2E B 75 5, 201 57 4

Shop no. 201, Wah Ming Shopping Centre, Wah Ming Estate, Fanling
TR E K 59BY: A &1&

Tung Cheong Mansion, 59B On Ning Road, Yuen Long

TCRAE LA B8 7T BA B 162-16855 B F 1 4 N C5R 4

Shop C, G/F, Len Shing Mansion, 162-168 Castle Peak Rd,

Yuen Long

R BRI & R A R 20105%0 R IR P O KRE +HE1504BE

Unit 1504B, 15/F, Shenzhen Development Center Building,
2010 Renminan Road, Shenzhen, China

E5E Tel

2436 1866

2487 8033

2929 4137

2435 1368

2404 6931

26151510

2606 3533

2671 5030

2667 2588

26911272

2448 9008

2492 8102

2441 6218

2109 3484

2677 8830

2479 0167

2479 4555

(86-755)
8223 2284

£ 5 Fax

2436 1505

2489 1253

2633 3432

2435 1582

2404 7130

2615 1099

2601 2413

2672 1533

2664 3637

2606 1531

2448 9112

2415 0984

2441 6613

2109 4353

2669 9950

2474 8498

2479 4522

(86-755)
8223 2279
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DAH SING BANKING GROUP LIMITED

MAJOR BANKING SUBSIDIARIES - LISTS OF BRANCHES

41T Branch i 3t Address E5E Tel

REEERTROBRAF

Banco Comercial de Macau, S.A.

B 51T

Macau Branches

[)-E:Xh) V& K 55 K 57258

Main Branch Avenida da Praia Grande, No. 572 (853) 8791 0000

RERT 7 LE 3R B K5 B8R 43958

Almirante Lacerda Avenida Almirante Lacerda, No. 43-B (853) 2831 6191

EDBEAT BNIR 55818 K5 K 30-30E5%

Areia Preta Estrada Marginal do Hip6dromo, Nos. 30-30E (853) 2837 8262

STEST JRPIE 1B KB B 53-5957 1 TN i ¥ S #TA,B, D4

Horta e Costa Avenida Horta e Costa, Nos. 53-59, R/C, (853) 2821 6523
Edf. Grand Oceania, Lojas A,B,D.

BEST BORGETREENME B T A"

Kin Wa Estrada Marginal da Areia Preta, S/N, (853) 2845 0759
Edif. Kin Wa, Bloco 13, R/C, Loja “A”

& it 2 17 &b K 40-425R AL T

Mercadores Rua dos Mercadores, Nos. 40-42, R/C A (853) 2857 2610

EH51T R & 4 & 45315-3635% 1 2% FI| R O iy T~ O

Nape Alameda Dr. Carlos D' Assumpc¢éo, Nos. 315-363, (853) 2872 2515
Edificio “Hot Line”, R/C, Loja “O”

BEE ST & E I 4-65%

Palha Rua da Palha, Nos. 4-6 (853) 2837 3762

ATOD1T A4T M 2957

Ponte e Horta Praca Ponte e Horta, No. 29 (853) 2837 8704

BHRBEDIT B = 3T B 1540255

Ribeira do Patane Rua do Visconde Pago d’Arcos, No. 402, R/C (853) 2895 2942

T2 REH ST T AT RS 6955 A

Sidonio Pais Avenida Sidonio Pais, No. 69-A (853) 2857 3637

AlniT AWERAHE T —EEEmEEE 18/ “CC

Toi San Rua Onze Bairro Tamagnini Barbosa, S/N, (853) 2823 8483

Jardim Cidade Nova, Bloco 18, R/C Loja “CC”

&F DT

Taipa Branches
RKFREHBDIT
Prince Flower City

EREST
Tak Fok

RRNERTFIEW — B TIA

Rua de Evora, Prince Flower City, Lai San Kok, R/C |

ERAGREREESIEEFH

Avenida de Kwong Tung, S/N, Edificio Tak Fok Seaview Garden,

R/C, Loja “F”

(853) 2884 2788

(853) 2882 1308

BREBDIT

Coloane Branch

BEBAIT
Coloane

B35 A 95D
Largo do Matadouro, No. 9-D

(853) 2888 2374
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i 3t Address

REFRIT (FE) BRAT
Dah Sing Bank (China) Limited

BT
Head Office

YR FE X 1T
Shenzhen Zhenye
Sub-Branch
BMD1T

Guangzhou

EEH1T
Shanghai
MES1T
Nanchang
EIDTT
Zhenjiang

RN 288 1R R B SR B 50475 R VI B R IR1T K E 1612

16/F, Shenzhen Development Bank Building,

5047 Shennan Dong Road, Luo Hu District, Shenzhen
RN R E L EK201458 IR E RN EAR S B 5 Bz

G/F, Block A, Zhenye Building, 2014 Baoan Nan Road, Shenzhen

EMNTHERARILEKE04E Y " HEBEG0IET  —BEHE01ET
G/F 01 Unit, 1/F 01 Unit, No. 604-2, Renmin Bei Road,

Yuexiu District, Guangzhou

LAmRERE XI5 1/EBE

Room B, 1/F, 86 North Cao Xi Road, Xu Hui District, Shanghai
HamaILUK1365EFE1-2E

1/F & 2/F, 136 Dieshan Road, Nanchang

T T % PR 5955

59 Jiefang Road, Zhenjiang

E5E Tel

(86-755) 2519 9033

(86-755) 2238 5505

(86-20) 8116 0888

(86-21) 2411 3388

(86-791) 8688 7333

(86-511) 8530 9999






