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Founded in 1933, Hang Seng Bank is one of Hong Kong’s largest listed
companies and among the 50 largest listed banks in the world in terms of market
capitalisation (HK$226.9bn as at the end of December 2012).

In Hong Kong, we serve over half of Hong Kong's adult population through
about 220 service outlets. We also maintain a branch in Shenzhen for foreign
currency wholesale business, branches in Macau and Singapore, and a
representative office in Taipei.

Established in 2007 and headquartered in Shanghai, wholly owned mainland
China subsidiary Hang Seng Bank (China) Limited operates a network of 46
outlets in Beijing, Shanghai, Guangzhou, Shenzhen, Dongguan, Fuzhou,
Nanjing, Hangzhou, Ningbo, Tianjin, Kunming, Foshan, Zhongshan, Huizhou,
Xiamen, Zhuhai and Jiangmen.

Hang Seng is a principal member of the HSBC Group, one of the world’s largest
banking and financial services organisations.

80 Years of Service Excellence
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HANG SENG BANK

Results in Brief

FOR THE YEAR

Operating profit excluding loan
impairment charges

15,992 Hk$m

2011 : 14,621 HK$m

# 9%

Profit before tax

22,113 Hksm

2011 : 19,255 HK$m

(restated)

#15%

Earnings per share

10.16 Hks

2011 : 8.83 HK$

(restated)

#15.1%

AT YEAR-END

Shareholders’ funds

92,323 HK$m

2011 : 79,634 HK$m

(restated)

#16%

Operating profit

15,606 Hksm

2011: 14,181 HK$m

#10%

Profit attributable to shareholders

19,426 Hksm

2011 : 16,885 HK$m g
(restated)
Dividends per share
5.30 Hks
0,

2011 : 5.20 HK$ #1.9%
Total assets
1,077,096 HKk$m

#10%

2011 : 975,665 HK$m
(restated)



RATIOS FOR THE YEAR
L]

Return on average
shareholders’ funds

22.9%

Cost efficiency ratio

34.4%

2011 :22.7%

2011 : 35.0%

(restated)

Average liquidity ratio

36.9%

2011 : 33.6%

RATIOS AT YEAR-END

Capital adequacy ratio*

14.0%

2011:14.3%

Core capital ratio*

12.2%

2011:11.6%

* Capital ratios at 31 December 2012 were compiled in accordance with the Banking (Capital) Rules (the “Capital Rules”) under section 98A of
the Hong Kong Banking Ordinance for the implementation of Basel Il. The Bank used the advanced internal ratings-based approach to calculate
its credit risk exposure. The standardised (operational risk) approach and internal models approach were used to calculate its operational risk and
market risk respectively.

The basis of consolidation for calculation of capital ratios under the Capital Rules follows the basis of consolidation for financial reporting with
the exclusion of subsidiaries which are “regulated financial entities” (e.g. insurance and securities companies) as defined by the Capital Rules.
Accordingly, the investment costs of these unconsolidated regulated financial entities are deducted from the capital base.

ANNUAL REPORT 2012
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Five-Year Financial Summary

2008 2009 2010 2011 2012
(restated) (restated) (restated) (restated)
e e e e e e
Operating profit 13.6 13.2 14.1 14.2 15.6
Profit before tax 15.7 15.4 17.4 19.3 22.1
Profit attributable to shareholders 13.9 13.2 15.0 16.9 19.4
B e e e e e
Shareholders’ funds 55.5 62.7 70.7 79.6 92.3
Issued and paid up capital 9.6 9.6 9.6 9.6 9.6
Total assets 766.2 830.8 917.1 975.7 1,077.1
Total liabilities 710.7 768.1 846.4 896.0 984.8
e s e o e o o
Earnings per share 7.29 6.90 7.85 8.83 10.16
Dividends per share 6.30 5.20 5.20 5.20 5.30
e PR PR PR PR -
Post-tax return on average
shareholders’ funds 24.1 22.7 22.7 22.7 22.9
Post-tax return on average total
assets 1.8 1.7 1.7 1.8 1.9
Capital adequacy ratio* 12.5 15.8 13.6 14.3 14.0
Core capital ratio* 9.5 12.8 10.8 11.6 12.2
Cost efficiency ratio 29.6 32.6 33.7 35.0 34.4

................................................................................................................................................

* Capital ratios at 31 December 2012 were compiled in accordance with the Banking (Capital) Rules (the “Capital Rules”) under section 98A of the Hong Kong Banking
Ordinance for the implementation of Basel Il. The Bank used the advanced internal ratings-based approach to calculate its credit risk exposure. The standardised
(operational risk) approach and internal models approach were used to calculate its operational risk and market risk respectively.

The basis of consolidation for calculation of capital ratios under the Capital Rules follows the basis of consolidation for financial reporting with the exclusion of

subsidiaries which are “regulated financial entities” (e.g. insurance and securities companies) as defined by the Capital Rules. Accordingly, the investment costs of
these unconsolidated regulated financial entities are deducted from the capital base.
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HANG SENG BANK

Chairman’s Statement

Amid continuing uncertainty in the global economic
environment, Hang Seng remained focused on its
long-term strategy for enhancing its position as the
leading domestic bank in Hong Kong and achieved
good results in 2012.

Our excellent time-to-market capabilities, extensive distribution network and solid financial

fundamentals were effective in supporting customers facing challenging market conditions while
strengthening our platform for growth.

Assisted by our trusted brand, we increased our penetration of market segments with good long-
term business potential and won more clients among target groups with the timely launch of new
wealth management and trade-related products. The resulting increase in the customer base helped
drive solid growth in deposits.

Innovative services and our tightly interconnected network across Hong Kong and mainland China
enhanced our position as a preferred bank in the rapidly developing cross-border trade and
renminbi-related sectors.

We continued to expand Hang Seng Bank (China) Limited's service proposition by adding outlets
and leveraging our strong Hong Kong franchise — leading to increases in the number of customers

and deposits.

Profit attributable to shareholders rose by 15% to HK$19,426m. Earnings per share were up 15%
at HK$10.16.

Return on average shareholders’ funds was 22.9%, compared with 22.7% in 2011.



The Directors have declared a fourth interim dividend of HK$2.00 per share. This brings the total
distribution for 2012 to HK$5.30 per share — up from HK$5.20 in 2011. We remain committed
to a dividend policy that strikes a good balance between annual distributions and investment in
future growth.

Economic Outlook
Concerns over the continuing financial difficulties in the eurozone and the US fiscal cliff in the
second half of 2012 put significant downward pressure on international economic activity.

Weak global export demand constrained Hong Kong's externally oriented economy, resulting in
total GDP growth of just 1% for the first three quarters of the year — the lowest level since 2009.
Buoyed by investment in large-scale public projects, the favourable employment market and vibrant
property sector, robust consumer and investment spending cushioned the impact of subdued
international trade, driving a solid rebound in economic expansion during the fourth quarter,
resulting in overall growth of 1.4% in 2012.

GDP growth on the Mainland was 7.8% in 2012 — the slowest rate since 1999. External conditions
remain a significant obstacle, but Central Government investment in infrastructure and other
stimulus measures are driving domestic sector activity. Recent signs indicate that the economy may
have bottomed out. GDP growth in the fourth quarter was 7.9% — up from 7.4% in the preceding
quarter. We expect further recovery to 8% in 2013, given the moderating effects of global economic
headwinds and government concerns over speculation in the property sector.

With the eurozone debt crisis still unresolved and the fragile state of economic recovery in the US,
challenging operating conditions will persist in 2013. However, the Mainland is likely to maintain
a steady pace of growth. Increasing economic integration in the Greater China region and Hong
Kong's continuing development as a leading centre for offshore renminbi financial services will
boost business expansion.

We will take full advantage of these opportunities by further leveraging our competitive strengths
—including our well-respected brand, diverse range of service channels and excellent cross-border
capabilities — to enhance our strong position in key areas of business and acquire new customers
to support sustainable growth.

On behalf of the Board, | would like to thank staff at all levels for their hard work, commitment
and contribution. | also wish to express the Bank’s sincere appreciation to our customers and
shareholders for their long-standing support.

This year sees Hang Seng reach its 80th anniversary. As we celebrate this major milestone, we are
more determined than ever to uphold our core principles and build on the good progress we have
made in our dedicated efforts to provide increasing value for shareholders.

%Jﬂf Ui

Raymond Ch’ien
Chairman
Hong Kong, 4 March 2013

ANNUAL REPORT 2012
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HANG SENG BANK

Chief Executive’s Report
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Under challenging operating conditions, Hang Seng
achieved resilient results in 2012 while investing in our
core businesses to drive sustainable growth. Profit
attributable to shareholders increased by 15% on the
prior year with return on equity reaching 22.9%.

Our balanced growth strategy drove double-digit increases in both deposits and lending, while effective
funding cost management contributed to the widening of our net interest margin to 1.85%.

Successful revenue diversification and product cross-sell initiatives contributed to an 8% increase
in non-funds income. We achieved revenue growth in life insurance and retail investment fund
sales of 49% and 25% respectively, and our overall wealth management income grew by 14%.

Our cost efficiency ratio improved by 0.6 percentage points to 34.4% as a result of revenue growing
faster than operating expenses.

The credit quality of our loan portfolio remained sound, with a reduction in loan impairment
charges.

Leveraging our good China connectivity and product development strength, we continued to lead
the market with innovative offshore renminbi products, including the first renminbi-denominated
gold exchange-traded fund to be introduced to the market.



In mainland China, Hang Seng Bank (China) Limited continued to invest in network expansion and
leverage the deepening connectivity between the Mainland and Hong Kong. We opened seven
new outlets and enhanced cross-border business referral mechanisms. We also established the first
joint venture securities investment advisory company in Guangdong province under the Closer
Economic Partnership Arrangement (CEPA).

Profit before tax was up 15% at HK$22,113m, reflecting an increase in return from Industrial Bank
Co., Ltd. and the disposal gain arising from the sale of our general insurance business in July.

Operating profit rose by 10% to HK$15,606m compared with 2011. Operating profit excluding
loan impairment charges increased by 9% to HK$15,992m.

Following our continuing investment for business expansion, operating expenses rose by 6% to
HK$8,389m, due mainly to increases in staff compensation and benefits, increased marketing
expenditure, and higher rental and depreciation costs.

With the 8% rise in net operating income before loan impairment charges outpacing the increase
in operating expenses, our cost efficiency ratio improved to 34.4% — down 0.6 percentage points
compared with 2011.

Financial Performance

Total assets grew by HK$101bn, or 10%, to reach HK$1,077bn. Customer advances were up
HK$56bn, or 12%, at HK$536bn, due mainly to increases in corporate and commercial lending
and residential mortgage loans. Success with acquiring new personal and business customers
in target segments helped drive the HK$76bn, or 10%, rise in customer deposits (including
certificates of deposit and other debt securities in issue) to HK$819bn.

The return on average total assets was 1.9% — up 0.1 percentage point year on year.

The expansion in customer deposits and lending underpinned a 4% rise in average interest-earning
assets. Improved deposit and loan spreads and increased return on the life insurance investment
funds portfolio drove the 8% growth in net interest income to HK$16,946m. Net interest margin
was 1.85% — an increase of seven basis points.

Net fee income rose by 5% to HK$5,086m. Growth in fee-related revenue from retail investment
fund sales as well as credit card, insurance agency and trade-related services business more than
offset the drop in fee income from stock broking and related services.

Trading income was up 15% at HK$2,063m. We recorded a net revenue gain from securities,
derivatives and other trading activities compared with a net loss in 2011. Increased net income
from funding swaps supported the 8% growth in foreign exchange income.

Loan impairment charges were down HK$54m, or 12%, at HK$386m. Loan impairment charges
in the second half of 2012 fell by 45% compared with the first half.

Effective credit risk management ensured we maintained good asset quality, resulting in an eight-
basis-point improvement in impaired loans as a percentage of gross advances to 0.25%.

ANNUAL REPORT 2012
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Our share of profits from associates rose by 33%, driven largely by the increase in contribution
from Industrial Bank. On 8 January, we announced that we will no longer account for Industrial
Bank as an associate following its completion of a private placement on 7 January. We will now
recognise our holding as a financial investment and will therefore not account for our proportionate
share of results and net assets.

On a Basel Il basis, our capital adequacy ratio at 31 December 2012 was 14.0%, compared with
14.3% a year earlier. Our core capital ratio was up 0.6 percentage points at 12.2%.

Positioning For Growth

While global macroeconomic uncertainties will persist in 2013, we expect stable economic growth
on the Mainland and favourable policy development under CEPA and the Qianhai initiatives. Hong
Kong’s economy will be underpinned by firm domestic consumption, strong trade and capital flows
from the Mainland, and will continue to benefit from initiatives to further promote the
internationalisation of the renminbi.

As the leading domestic bank in Hong Kong supported by a strong brand, extensive branch network
and a loyal customer base, Hang Seng is well positioned to benefit from China’s economic
transformation. We will maintain balanced growth in our core businesses, invest in our branch
network, delivery channels and product propositions to increase target customer intake and drive
wealth management revenues. We will increase connectivity to maximise cross-border opportunities
from the closer integration of the Mainland and Hong Kong economies.

In 2013, Hang Seng celebrates its 80th anniversary. Throughout our history, we have upheld the
principles of service excellence, integrity and sound business management established by our
founders.

Our success over the years rests in large part on the professionalism and passion of our people. |
wish to thank them for their ongoing drive and dedication in working to grow our business and
ensure we provide a premium service. | would also like to thank our customers for continuing to
place their trust in us.

True to our roots, we remain committed to the community we serve through ongoing support for
sports promotion, education and care for the aged and disabled, partnering with charitable
organisations, and engaging staff volunteers.

We will adhere to a high standard of corporate governance while embracing a proactive approach
to business and client management to deliver quality and sustainable growth in the best interests
of customers and shareholders.

Rose Lee
Vice-Chairman and Chief Executive
Hong Kong, 4 March 2013

10 HANG SENG BANK



Management Discussion
and Analysis

This year’s theme reflects the close relationship
Hang Seng has established with our communities
over the past 80 years. In our growth from a
small money-changer to Hong Kong’s leading
domestic bank, values such as professionalism,
passion and taking a prudent-yet-progressive
approach have earned us the trust of more than
3 million customers. As the mainland China and
Hong Kong economies become increasingly
integrated, we are well placed to meet the cross-
border banking needs of our clients. Remaining
true to our roots, we will continue to champion
service excellence and work hand-in-hand with
our stakeholders as we live up to our name as the
‘ever-growing’ bank.

ANNUAL REPORT 2012 11




Management Discussion
and Analysis

Best Domestic Bank in

Hong Kong

(for 13th consecutive year)
> Asset

Hong Kong Dome

Cash Management Bank
of the Year

Asian Banking and
Finance

g g Dome
Trade Finance Bank of
the Year
Asian Banking and
Finance

SME’s
Award

st Partner

Hong Kong General
Chamber of Small and
Medium Business
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Business in Hong Kong

Hang Seng’s customer-led business strategy
continued to serve us well in a competitive operating
environment. With our operational strengths, we
deepened existing relationships and established new
ones, combining innovation with integrity to deliver

service excellence.

This reinforced our leading position for traditional
banking services and enhanced our foothold in areas
with significant potential for long-term growth.

Our comprehensive range of trade-related services and
new renminbi-denominated products proved effective
in growing the customer base, particularly among
affluent clients and mainland China personal and
business customers with cross-border financial needs.
Customer deposits, including certificates of deposit and
other debt securities in issue, increased by 10.2% to
HK$818.8bn.

Leveraging our balance sheet strength, we used our
in-depth market and customer knowledge to identify
good opportunities to expand lending, resulting in an
8.4% rise in customer advances to HK$423.8bn.

In July, we sold our wholly owned general insurance
subsidiary, Hang Seng General Insurance (Hong Kong)
Company Limited, allowing us to focus on enhancing
the franchise for Hang Seng-branded life insurance
solutions while continuing to offer customers a wide
array of general insurance products through an exclusive
distribution agreement.

Retail Banking and Wealth Management
Retail Banking and Wealth Management achieved a
22.0% increase in profit before tax to HK$7,939m.
Excluding the effects of the general insurance disposal
gain, profit before tax was up 19.1%. Operating profit
excluding loan impairment charges rose by 16.2% to
HK$7,836m.

Net interest income rose by 10.6% to HK$8,761m,
reflecting increases in deposits, unsecured lending and
insurance business. Good growth in wealth management
revenue helped drive an 8.8% rise in non-interest income
to HK$3,822m.

Continued expansion of the deposits base remained key
to our strategy for sustainable growth. Backed by our
strong brand, diverse wealth management product
portfolio and comprehensive network of service delivery
channels, we stepped up efforts to attract new customers
and tap new sources of funds. Our broad-ranging actions
generated good results, with a 9.1% increase in deposits.
The larger deposits base provided additional support for
the expansion of lending, which grew by 11.5%.

With our continuing initiatives to acquire quality
customers, the numbers of Prestige Banking and
Preferred Banking clients increased by 10.7% and 8.3%
respectively compared with a year earlier. We developed
more mechanisms for strengthening customer
relationships, including the implementation of a new
wealth management cross-selling structure targeting
residential mortgage clients. To enhance the customer
experience and attract affluent clients, we developed
a new Prestige and Preferred Banking Centre design
concept and completed its implementation at a number
of our outlets in 2012. We will open more Prestige and
Preferred Banking Centres at strategic locations in the
years ahead.

We used technology to improve efficiency while providing
customers with greater choice and convenience as to
where, when and how they manage their financial
needs. At 31 December 2012, the number of Personal
e-Banking clients had increased by 9.5% compared
with the end of 2011.



New mobile device-based services increased our appeal
among younger and tech-savvy customer segments. In
November, we announced plans to develop an innovative
contactless payment channel to provide customers with
a fast and secure way to make retail payments using
their mobile phones.

Our strong capabilities across multiple high-tech
platforms were recognised with a ‘Best Business
(Application)’ Gold Award at the Hong Kong Computer
Society’s Hong Kong ICT Awards 2012.

Our pioneering initiatives in the rapidly developing
market for renminbi-related financial services helped
us attract more business from affluent Mainland
individuals with cross-border and offshore financial
services needs.

We recorded a number of firsts — launching the first
renminbi/Hong Kong dollar dual-currency-linked
mortgage account and the first renminbi-denominated
gold exchange-traded fund (ETF). In August, we became
one of the first banks in Hong Kong to offer personal
renminbi services to non-Hong Kong residents.

Our continuing efforts to exceed customer expectations
through service excellence saw us crowned ‘Best
Domestic Bank’ in Hong Kong for the 13th consecutive
year in The Asset’s Triple A Country Awards.

Wealth management

In uncertain economic conditions,
customers continued to rely on our
trusted brand and personalised service
approach. We worked hard to reward
their loyalty, using our expanding range
of investment and insurance offerings
to provide tailor-made wealth
management solutions.

MILESTONES

Helping customers
achieve home
ownership with higher
returns

As part of our initiatives to help
more people achieve their home
ownership dreams, in March we
launched the Hang Seng RMB/HKD
Mortgage-Link Account — Hong
Kong’s first such dual-currency
mortgage plan. RMB/HKD
Mortgage-Link Account customers
enjoy a preferential interest rate on
renminbi and Hong Kong dollar
savings that is equal to their
mortgage loan interest rate, helping
them to more easily offset their
mortgage interest expenses. Offering
instant access to savings for greater
financial flexibility, the account also
addresses the growing demand for
renminbi-denominated wealth
management solutions and further
enriches our value-added residential
mortgage service.

Wealth management income grew by 18.6% to

HK$5,328m.

Income from life insurance business increased by 51.4%
to HK$2,833m. Leveraging our extensive distribution
network, we launched products with innovative features
to increase our penetration rates in strategically important

customer segments.

Annualised life insurance new premiums rose by 13.3%
to HK$2,765m. Total life insurance policies in force
grew by 8.7% and proactive management of the life
insurance funds investment portfolio resulted in an
increased return. Successful new products — including
a new retirement solution that aligns with Hong Kong’s
aging population trend and our first insurance policy
to be denominated in renminbi — broadened our range
of insurance offerings to keep pace with the changing

needs of customers.

ANNUAL REPORT 2012 13



Management Discussion
and Analysis

Business in Hong Kong

Compared with the unfavourable investment performance
in 2011, the increase in property investment and
favourable investment return on securities helped us
improve investment income.

Investment services income was down 4.0% at
HK$2,339m. We grew the number of securities
accounts, but reduced stock market activity led to a

MILESTONES

Helping SMEs to
flourish

e

Small and medium-sized enterprises
embody the Hong Kong ‘can-do’
spirit and play an important part in
our city’s economic success. Two new
Business Banking Centres and the
launch of a Business Mobile
Banking platform in 2012 are
providing more convenient access to
our services — just part of our
ongoing efforts to ensure Hong
Kong’s home-grown businesses
continue to flourish.

26.2% decline in investment revenue
from stock broking and related services.
With subdued investor sentiment, our
time-to-market advantage and more
gold-related investment options helped
maintain business flows. Innovative
products contributed to rises in retail
investment fund income and turnover
of 35.7% and 73.7% respectively, and
helped us increase our penetration rate
for investment fund business among
Prestige Banking clients.

In February, we were named ‘Best Local
Private Bank in Hong Kong'’ for the third
consecutive year and the best local
provider of ‘Super Affluent, Net-worth-
specific Services' by Euromoney.

Consumer finance

We maintained good momentum in the
active residential mortgage sector,
achieving a 16.4% rise in residential
mortgage lending to individuals. We used
our value-added service proposition,
including the dual currency Hang Seng
RMB/HKD Mortgage-Link Account that
offers enhanced returns on renminbi

savings, to attract target customers. Despite keen market
competition, we retained our market share in terms of
new mortgage registrations compared with a year

earlier.

Total operating income from unsecured lending grew
by 7.2% to HK$3,478m.

14 HANG SENG BANK

Effective cross-selling strategies along with the growing
customer base underpinned a 5.1% rise in the number
of credit cards in issue. Card spending and receivables
were up by 10.7% and 9.8% respectively, supporting
an 8.0% increase in revenue from credit card business.

The personal loans balance rose by 11.2% compared
with a year earlier.

Corporate and Commercial Banking
Corporate and Commercial Banking achieved good
growth in asset portfolios and non-funds fee income
streams to record a 27.3% increase in profit before tax
to HK$5,878m. Excluding the effects of the general
insurance disposal gain, profit before tax was up by
23.7%. Operating profit excluding loan impairment
charges rose by 17.4% to HK$5,660m.

Net interest income rose by 15.6% to HK$5,289m,
underpinned largely by increases in deposits and lending,
which both grew by 10.4%. Non-interest income was
up 6.2% at HK$2,101m.

We stepped up initiatives to acquire new customers,
capitalising on the close connectivity of Hang Seng’s
Hong Kong and Mainland operations, particularly
in southern China, and our network of Mainland strategic
alliances. We strengthened the referral pipeline and
leveraged our comprehensive suite of trade-related
products and services to provide end-to-end financial
solutions for customers engaged in cross-border
business.

Two new Business Banking Centres, the launch of our
Business Mobile Banking platform and a Mainland toll-
free direct hotline facilitated access to our services for
small and medium-sized enterprise (SME) customers. At
the end of 2012, the number of Business e-Banking
customers was up 21.1% compared with a year earlier.

We developed new marketing initiatives, including a
television commercial campaign for our SME Business
Loan. In February, we received the ‘Excellent Brand of
SME Loan Services' award in Metro Finance’s HK Leaders
Choice Brand Awards 2012. In May, the Hong Kong
General Chamber of Small and Medium Business
recognised us as an ‘SME’s Best Partner’ for the seventh
consecutive year.

Our efforts drove a 12.8% increase in the customer
base. We gained further momentum among Mainland
companies, which represented 45.7% of newly acquired
customers in the second half of 2012, compared with
34.2% in the first half of the year. Year on year, the
number of renminbi accounts was up 25.1%.



The seal, a traditional sign of authe

in modern-day Quick Response |

In using the latest technology, our

delivery may change, ,b,ug)wf_emph
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to enhance financial
management choice

We employ new technology to
provide customers with a growing
range of choices for fast, convenient
and secure financial management.
With Hong Kong consumers each
carrying an average of two mobile
phones, in November we announced
our plans to launch an innovative
new mobile phone-based contactless
payment channel. Utilising near-field
communication (NFC) technology,
the service will enable customers to
make purchases through their credit
card accounts using their NFC-
enabled mobile phones at retail
payment terminals equipped with
contactless readers.
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Customers down the generations

have relied on our trusted brand for wealth
management services. From individual clients to
large corporations, we provide financial peace
of mind with investment and insurance solutions
that are tailored to fit their needs.



Enhancements to our relationship management strategy
and improved balance sheet strength supported the
expansion of lending in a broad range of industry sectors.
We maintained good credit quality.

We made solid progress with diversifying the lending
portfolio in terms of loan type, increasing our
participation in structured finance and syndicated
lending. We ranked as the number two mandated
arranger in Hong Kong and Macau in 2012 based on
the number of transactions.

Over HK$3.7bn in loan facilities were approved under
the SME Financing Guarantee Scheme in the seven months
following the Hong Kong Government’s introduction of
the 80% guarantee protection in June 2012.

At 31 December 2012, renminbi lending had increased
by 213.9% compared with a year earlier.

The extended reach of our service delivery network
generated new opportunities for client contact. Net fee
income was up 18.5% at HK$1,566m, reflecting successful
efforts to boost fee revenue from non-funds business.
Our strong cross-border capabilities helped drive a 5.4%
increase in fee income from trade-related services and
a 29.9% rise in revenue from remittance fees.

In August, we were named ‘Hong Kong Domestic Cash
Management Bank of the Year’ and ‘Hong Kong
Domestic Trade Finance Bank of the Year' by Asian
Banking and Finance.

Treasury
Treasury recorded a 5.9% decline in profit
before tax to HK$2,364m.

Net interest income decreased by 11.3%
to HK$1,676m. The low interest rate
environment and flattened yield curves
offered few opportunities for yield
enhancement and constrained re-pricing
levels as balance sheet management
portfolios matured.

Non-interest income rose by 12.1% to
HK$960m.

MILESTONES

Uniting tradition

and innovation to serve
wealth management
needs

We continue to blend innovation
and integrity in expanding our
portfolio of wealth management
products to meet customer needs.
Uniting recent rising demand for
renminbi-related investments with the
long-established investor interest in
gold, in February we launched the
Hang Seng RMB Gold Exchange-
traded Fund (ETF) — the first fund of
its kind to be launched to the market
and the first renminbi-denominated
ETF of any kind in Hong Kong.
Leveraging the strength of our
trusted brand, we introduced Dragon-
themed 100z and 100g Hang Seng
Gold Bars in January to enhance
choice for customers interested in
physical gold. In early 2013, we
further extended our offerings with
God of Wealth-themed bars in the
same weights.

Trading income increased by 12.5% to HK$988m. With
rising customer demand for renminbi-denominated
products, we reinforced our position as a market leader
with the development and launch of new offerings —
including the Hang Seng RMB Gold ETF — helping drive
solid growth in option trading income from structured
products. Along with faster growth in gross interest
income from funding swaps, this more than offset the
decline in income from securities and other trading.

Leveraging our trusted brand, we expanded our range
of physical gold investment products with the launch
of 100z and 100g Hang Seng Gold Bars with a Chinese
New Year Dragon motif. Building on the success of
these new products, we introduced God of Wealth-
themed bars in the same weights in February 2013.
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Business in Hong Kong

Hang Seng Indexes

Widely recognised as the leading compiler of indexes
covering Hong Kong and the Mainland, wholly owned
subsidiary Hang Seng Indexes Company Limited
continued to enhance its profile in 2012, expanding
and enriching its service offerings with the launch of
new indexes, the licensing of new index-linked funds
and new derivatives products.

In June, Hang Seng Indexes launched the Hang Seng
Equal Weighted Index and the Hang Seng China
Enterprises Equal Weighted Index — which have the
same constituents as the Hang Seng Index (HSI) and
the Hang Seng China Enterprises Index (H-shares Index)
respectively — to offer the market a broader range of
investment strategy options. In contrast to the HSI and
H-shares Index, which use a freefloat-adjusted market
capitalisation weighted methodology, the new indexes
use an equal-weighted methodology under which the
weightings of individual stocks are all set to equal at
market close on the rebalancing date. This approach
results in a different industry sector exposure, providing
investors with an alternative way to assess the overall
performance and risk-return characteristics of companies
included in the HSI and the H-shares Index.

In December, the Hang Seng High Dividend Yield Index
was launched to track the performance of high-yield
stocks and real estate investment trusts which have
demonstrated a stable dividend payment record. The
index provides a benchmark for investors interested in
a less volatile investment portfolio.

New milestones were reached on the Mainland. In June,
licences were issued for the first two Mainland ETFs
tracking Hong Kong stocks to be linked to the HSI and
the H-shares Index respectively. The ETF linked to the
HSI was listed on the Shenzhen Stock Exchange and
the ETF linked to the H-shares Index was listed on the
Shanghai Stock Exchange. A month earlier, the first
index fund linked to the Hang Seng China A Industry
Top Index was launched on the Mainland — the first
Mainland licensing of a fund linked to a Hang Seng
Indexes A-share index.

Other developments in 2012 included the commencement
of futures trading in Hong Kong based on the HSI
Volatility Index and the listing of two ETFs linked to the
HSCEI Short Index and the HSCEI Leveraged Index on
the Tokyo Stock Exchange.

Hang Seng Indexes now compiles 323 publicly available
indexes — 51 real-time and 272 daily indexes — under
62 different index series. This includes six cross-border
series offering six real-time and 40 daily indexes. In
addition to the Hang Seng Family of Indexes, the
company also compiles customised indexes to serve the
specific needs of various clients.

The total number of futures and options contracts
traded on the HSI and the H-shares Index in 2012 was
over 54 million. At 31 December 2012, the total assets
of ETFs tracking all indexes in the Hang Seng Family of
Indexes was over US$16bn.



Over the past eight decades, we have grown

with Hong Kong — embracing change whilealways =3 ST G, T
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MILESTONES

Supporting the™™
development of
Mainland financial
markets

Providing support for the
development of financial products in
mainland China is one important
way in which Hang Seng Indexes
continues to break new ground in
meeting the needs of the investment
community. In June, Hang Seng
Indexes licensed the first two
Mainland exchange-traded funds
tracking Hong Kong stocks to be
linked to its indexes — the Hang Seng
Index and Hang Seng China
Enterprises Index respectively. The
two funds were issued on the
Mainland in August.
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Business on the Mainland

We expanded the scope and reach of our mainland China
business in 2012, capitalising on the close integration of
our Hong Kong and Mainland operations and an increasing
awareness of our unique brand strengths. We strategically
deployed resources to increase our presence in regions with
good long-term growth potential and further enrich our

premium service proposition.

The slower pace of economic activity led to greater
competition in the operating environment as foreign
banks stepped up efforts to maintain revenue flows
and market share. We differentiated ourselves from our
peers through quality service delivery — providing tailor-
made wealth management and trade-related financial
solutions to meet the diverse needs of customers.

We progressed with our plan for organic growth through
our wholly owned Mainland subsidiary bank, Hang
Seng Bank (China) Limited, balancing prudent risk and

MILESTONES ]

Establishing authority
as investment advisory
services leader

In March, wholly owned subsidiary
Hang Seng Securities received
approval to establish an investment
advisory services joint venture in
partnership with Guangzhou
Securities Company in Guangdong
province under CEPA. In July,
Guangzhou GuangZheng Hang Seng
Securities Investment Advisory
Company became the first such
company to commence operations.
Compiling analysis reports on
securities and securities-related
products and conducting market
research, the company contributes to
the development of the Mainland
investment market while building our
reputation as a trusted provider of
investment-related advice.

cost management with investment in our network and
human resources. Along with additional staff training
and an enhanced product portfolio, the opening of
seven new outlets and a 6.3% increase in headcount
have strengthened our ability to capitalise on future
business opportunities and reach more customers.

We further leveraged our network of strategic alliances
and established new ones to offer a wider range of
wealth management products and more convenient
access to services. Improvements to cross-border
customer referral mechanisms provided a valuable source
of new business, particularly among corporate and
commercial customers.

These efforts drove a 12.6% increase in Hang Seng
China’s customer base, strengthening our deposits
acquisition pipeline and balance sheet.

Net interest income grew by 9%.

Deposits rose by 12.7% and lending increased by 15.5%.
We continued to emphasise credit quality over loan
portfolio size, focusing on clients offering good potential
for generating additional income streams through wealth
management and trade services.

We made solid progress with expanding and diversifying
non-interest income.

Hang Seng China’s total operating income increased
by 8.5%, underpinned by the rise in net interest income.
Operating expenses increased by 15.3%, due largely
to investments in long-term business growth. Together
with a net loan impairment charge compared with a
net release in 2011, this led to a 28.8% decline in
operating profit.



Sharing a common cultural heritage, Hong Kong
and the Mainland have developed strong economic ties.
Backed by our integrated network of outlets and
strategic alliances, we provide a premium service that is
playing a valuable role in helping customers meet their
financial management needs while enhancing the links

between Hong Kong and other parts of China.

t
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Business on the Mainland

Including the share of profit from Mainland strategic
partners, profit before tax from our Mainland business
grew by 29.6%, contributing 24.5% of Hang Seng’s
total profit before tax compared with 21.7% in 2011.

Services

Our expanding network of outlets and strategic alliances
provided new opportunities to reach customers in key
segments. Targeted brand-building initiatives led to
wider recognition of our Greater China experience and
expertise, reinforcing our position as a leading provider
of wealth management, trade and renminbi-related
financial solutions among foreign banks.

In November, our commitment to exceeding the
expectations of customers was independently recognised
by Money Weekly, which awarded us the accolade of
‘Most Respected Foreign Bank'.

With a particular focus on affluent individuals, Retail
Banking and Wealth Management enhanced its diverse
range of investment and insurance offerings, leveraging
in part on the product development and time-to-market
strengths of our Hong Kong operations and closer
collaboration with domestic and foreign insurance
companies.

Our personalised and professional approach in assisting
customers at different life stages with managing their
financial needs in uncertain economic conditions helped
drive a 13.3% increase in the customer base, with a
15.5% rise in Prestige Banking clients.

F
L3
-
-

Our series of ‘Easy Touch’ investment products — which
offer enhanced yield investment opportunities with partial
capital protection — was recognised as a ‘China Top Ten
Wealth Management Product’ by Money Weekly.

In challenging operating conditions for many companies,
our cross-border strength and trade-related services
helped customers maintain business flows.

We launched new trade and supply chain-related
products and services, including renminbi-denominated
domestic documentary credits and a new type of
renminbi bank-accepted draft offering enhanced terms.
More key-person insurance products facilitated better
continuity planning for customers while strengthening

our reputation for providing one-stop financial
solutions.

Leveraging the strong connectivity between our Mainland
and Hong Kong operations, we built new momentum in
cross-border referrals and collaborations. Facilitated by



our document verification arrangement and innovative
video-conferencing channel, we recorded good year-on-
year growth in new account openings by Hong Kong-based
commercial customers. Overall, the number of Corporate
and Commercial Banking clients rose by 2.9%.

In October, we received an award for ‘Best Cross Border
Trade Settlement’ from China CFO.

Network
At the end of 2012, Hang Seng China had 46 outlets— 12
branches and 34 sub-branches — in 17 Mainland cities.

In addition to a new branch in Xiamen and sub-branch
openings in Beijing Kerry Centre, Tianjin Binhai and
Tianjin Jinmen, we established three more cross-city
sub-branches in Guangdong — one each in Shunde,
Zhuhai and Jiangmen — bringing Hang Seng China’s
network in the province to 21 outlets in eight cities.

Hang Seng China now operates 63 ATMs and our
customers can also access their accounts through HSBC
China’s Mainland ATM network. Hang Seng China debit
cards can be used on the China UnionPay (CUP) network
at home and overseas. CUP cardholders can use their
cards at Hang Seng China ATMs, providing another
important opportunity to expose potential new customers
to our brand.

Other steps to enhance service delivery and support
increased sales via self-directed channels included new
investment in our online platform.

We continued to benefit from the extended reach
provided by our relationships with strategic partners.
With our complementary sets of strengths and expertise,

our close collaboration with Industrial Bank — particularly
in the areas of customer referrals and branch-level
initiatives — generated win-win outcomes.

Hang Seng’s wholly owned subsidiary, Hang Seng
Securities Limited, partnered with Guangzhou Securities
Company Limited to open the first joint venture securities
investment advisory company to be established in
Guangdong under Supplement VI to the Closer Economic
Partnership Arrangement (CEPA). Guangzhou
GuangZheng Hang Seng Securities Investment Advisory
Company Limited, which commenced operations in July
2012, enhances our Mainland service scope and will
promote our position as a key Greater China financial
services provider.

Future Growth

We will continue with our focused strategy for sustainable
growth, targeting regions and market segments that
enable us to take advantage of our competitive strengths
and actively pursue new business opportunities.

We will make more investments in our infrastructure,
systems and people, reinforce internal and external
cross-referral channels, and use our premium services
and brand-building activities to acquire more customers
and further penetrate our existing client base while
achieving greater operational efficiency.

The acquisition of deposits will remain central to our
strategy for strengthening our platform for long-term
business expansion.

A growing number of Mainland businesses and affluent
clients are looking for new investment opportunities
domestically and in Hong Kong. Leveraging our time-
to-market advantage, we will launch more wealth
management products and services to meet the needs
of these customers.

Backed by the interconnectedness of our Hong Kong
and Mainland operations and comprehensive range of
trade-related services, our growing market coverage in
Guangdong sees us well placed to capture an increasing
share of cross-border business. We will capitalise on the
rapidly expanding opportunities provided by CEPA and
other Central Government initiatives while playing our
part in promoting closer economic ties in the southern
China region.

2012 Most Respected
Foreign Bank in China
Money Week

Best C
Settlement Award

CFO World

Most Popular Foreign
Bank of the Year
Hexun

Foreign Wealth

Border Trade

Management Service of

the Year

National Business Daily

t Competitive Award
for Financial Innovation

of the Year -
International Category
Nanfang Daily
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Operating Profit Analysis
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B 2011 Operating profit 14,181
Changes due to:
Net interest income 1,210
Net fee income 250

Other operating income 324

Loan impairment charges 54
Operating expenses (491)

M Impairment loss on
intangible assets 78

I 2012 Operating profit 15,606

Net Operating Income
(Before loan impairment
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Financial Review

Financial Performance
Income Statement
Summary of Financial Performance

2012 2011
Figures in HK$m (restated)
Total operating income 36,616 34,207
Operating expenses 8,389 7,898
Operating profit after loan
impairment charges 15,606 14,181
Profit before tax 22,113 19,255
Profit attributable to
shareholders 19,426 16,885
Earnings per share (in HK$) 10.16 8.83

Hang Seng Bank Limited (“the Bank”) and its subsidiaries
(“the Group”) reported a profit attributable to
shareholders of HK$19,426m for 2012, up 15.0%
compared with 2011. Earnings per share were up by
15.1% to HK$10.16. Profit attributable to shareholders
for the second half of 2012 increased by HK$822m, or
8.8%, compared with the first half.

Operating profit excluding loan impairment
charges grew by HK$1,371m, or 9.4%, to
HK$15,992m.

This was underpinned by asset and deposit growth,
increases in both net interest income and non-interest
income, partly offset by the rise in operating expenses.

Net interest income rose by HK$1,210m, or 7.7%,
driven by the 3.5% increase in average interest-
earning assets and an improvement in the net
interest margin.

The increase in interest-earning assets reflected the
Bank’s continued efforts to strengthen its asset and
liability management and maintain a balanced growth
strategy to expand its average loans and deposits.

Net interest margin rose by seven basis points to 1.85%
and net interest spread increased by five basis points
to 1.73%. Liability spreads have improved reflecting
the increased value of core funding while asset spreads
have narrowed as a result of the increase in cost of

funds. The offshore renminbi business yield was higher
through improved renminbi fund deployment from the
low-yielding local clearing bank and fiduciary account
to renminbi commercial lending and other financial
instruments in light of the developments of the renminbi
business in Hong Kong and the availability of a greater
variety of renminbi denominated liquid assets. The
Group continued to grow and manage its life insurance
investment funds portfolio and grew its interest income
by 8.9% compared with last year. However, Treasury
balance sheet management income was negatively
affected as the yield curve continued to flatten under
the prolonged low interest rate environment. The
contribution from net free funds was two basis points
higher, at 0.12%.

Figures in HK$m 2012 2011
Net interest income/(expense)

arising from:
— financial assets and liabilities

that are not at fair value

through profit and loss 18,162 16,525
— trading assets and liabilities (1,268) (848)
— financial instruments

designated at fair value 52 59

16,946 15,736

Average interest-earning

assets 917,236 886,156
Net interest spread 1.73% 1.68%
Net interest margin 1.85% 1.78%

Net interest income in the second half of 2012 grew
by HK$374m, or 4.5%, compared with the first half,
due mainly to a 4.1% increase in average interest earning
assets and more days in the second half.

The HSBC Group reports interest income and interest
expense arising from financial assets and financial
liabilities held for trading as “Net trading income”.
Income arising from financial instruments designated
at fair value through profit and loss is reported as “Net
income from financial instruments designated at fair
value” (other than for debt securities in issue and
subordinated liabilities, together with derivatives
managed in conjunction with them).



The table below presents the net interest income of
Hang Seng, as included within the HSBC Group
accounts:

Figures in HK$m 2012 2011

— Net interest income and
expense reported as
“Net interest income”

Interest income 21,537 19,535
Interest expense (3,375) (3,010)
Net interest income 18,162 16,525
— Net interest income and

expense reported as “Net

trading income” (1,268) (848)
— Net interest income and

expense reported as “Net

income from financial

instruments designated at

fair value” 52 59
Average interest-earning

assets 865,876 840,064
Net interest spread 2.00% 1.89%
Net interest margin 2.10% 1.97%

Net fee income increased by HK$250m, or 5.2%,
to HK$5,086m compared with 2011.

With the increased demand for wealth management
products, the Bank continued to launch new retail
investment funds to meet different investor risk appetites
and the growing demand for renminbi wealth
management products, and saw income from retail
investment funds increase by 24.9%.

Insurance-related fee income rose by 51.7%, benefiting
from the increase in non-life insurance products
distribution commission in the second half of the year
as a result of the disposal of the general insurance
manufacturing business to a third party insurance service
provider. This increase was offset by a corresponding
fall in non-life insurance underwriting profit in the
second half of the year.

The Bank’s effective marketing campaigns saw fee
income from the credit card business grow by 11.3%,
driven by the increase of 11.1% in cardholder spending
and 5.4% in the number of cards in circulation. Credit
facilities fee income rose significantly by 40.7%, due
mainly to higher fees from increased corporate
lending.

Fees from remittances and trade-related service income
increased by 10.3% and 18.0% respectively as the Bank
successfully captured opportunities from the increased
trade activities and the expansion of renminbi cross-
border trade settlement volumes.

However, these increases were offset by a 26.8%
reduction in stockbroking and related services income,
reflecting lower stock market turnover in the difficult
market condition.

Compared with the first half of 2012, net fee income
in the second half increased by HK$270m, or 11.2%,
due mainly to the increases in income from the sales
of retail investment funds, card, trade and insurance-
related services.

Trading income rose by HK$267m, or 14.9%, to
HK$2,063m.

Foreign exchange income rose by HK$143m, or 7.8%,
driven by increased customer activity and higher demand
for foreign exchange-linked structured products, notably
in renminbi products, as well as the increase in net
income from funding swaps*. These were partly offset
by lower demand for renminbi denominated derivatives
products linked with trade financing and reduced
position taking for balance sheet management.

Income from securities, derivatives and other trading
activities recorded net income of HK$77m compared
with a net loss of HK$47m last year. This was primarily
due to higher gains on equity options backing a life
endowment product, which benefited from a favourable
movement in the underlying equity indices, which was
offset by a corresponding increase in “net insurance
claims incurred and movement in policyholder liabilities”.
The unfavourable market interest rate movement also
impacted the interest rate derivatives and debt securities
trading income. Income from the sale of equity-linked
structured products also registered lower income when
compared with last year.

* Treasury from time to time employs foreign exchange swaps for its
funding activities, which in essence involve swapping a currency
("original currency”) into another currency (“swap currency”) at the
spot exchange rate for short-term placement and simultaneously
entering into a forward exchange contract to convert the funds back
to the original currency on maturity of the placement. In accordance
with HKAS 39, the exchange difference of the spot and forward
contracts is required to be recognised as a foreign exchange gain/loss,
while the corresponding interest differential between the original and
swap funding is reflected in net interest income.
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Financial Review

Net income from financial instruments designated
at fair value recorded a revaluation gain of
HK$376m, compared with a revaluation loss of
HK$160m in 2011.

This was mainly due to the fair value changes of assets
held by the life insurance business, as a result of
favourable equity market conditions. To the extent that
this fair value gain was attributed to policyholders of
unit-linked life insurance policies, there was a
corresponding increase in “net insurance claims incurred
and movement in policyholders’ liabilities”.

Net earned insurance premiums fell by HK$114m,
or 1.0%. Net insurance claims incurred and
movement in policyholders’ liabilities rose by
HK$625m, or 5.4%.

Analysis of income from wealth management business

2012 2011
Figures in HK$m (restated)
Investment income:
— retail investment funds 1,130 905
— structured investment
products* 952 940
— private banking service fee** 123 173
— stockbroking and
related services 941 1,285
- margin trading and others 142 134
3,288 3,437
Insurance income:
— life insurance 3,016 2,018
— general insurance and others 310 364
3,326 2,382
Total 6,614 5,819

Investment income decreased by 4.3%, with income
from stockbroking and related services falling by 26.8%
as stock market volumes remain muted.

The Bank continued to make progress in offering a wide
variety of investment funds to meet the changing risk
appetites of investors under the low interest rate
environment. These included funds from Hang Seng
Investment Management and other providers. The first
renminbi-denominated gold exchange-traded fund
("ETF") which caters for the growing demand for
renminbi wealth management products was launched
in 2012. Under the volatile equity market, investors
shifted to fixed rate and lower risk bond funds which
led to a 24.9% growth in the Bank’s retail investment
funds income.

Figures in HK$m 2012 2011

Life insurance:

— net interest income and

fee income 2,845 2,576
— investment returns on

life insurance funds/share

of associate’s profit 761 (361)
— net earned insurance

premiums 10,774 10,723
— net insurance claims

incurred and movement in

policyholders’ liabilities* (12,179)  (11,515)
— movement in present value

of in-force long-term

insurance business 815 595

3,016 2,018

General insurance

and others 310 364
Total 3,326 2,382

*Income from structured investment products includes income reported
under net fee income on the sales of third-party structured investment
products. It also includes profits generated from the selling of
structured investment products in issue, reported under trading
income.

** Income from private banking includes income reported under net fee
income on investment services and profits generated from the selling
of structured investment products in issue, reported under trading
income.

The Bank continued to grow wealth management
income, recording a rise of 13.7% to HK$6,614m when
compared with 2011.

* Including premium and investment reserves

Insurance income increased strongly by HK$944m, or
39.6% to HK$3,326m, due mainly to the 49.5% increase
in life insurance income, as a result of strong investment
returns, higher insurance sales and movement in present
value of in-force long-term insurance business. Hang
Seng continued to launch new products catering for
customers’ investment and protection needs. This
included the launch of the “Savourlife Annuity Life
Insurance Plan”. Total policies in-force and total
annualised new premium at 31 December 2012 rose
by 8.6% and 13.1% respectively year-on-year.



Net interest income and fee income from the life
insurance funds investment portfolio rose by 10.4%,
due mainly to growth in the size of the life insurance
investment portfolio, which held bond investments as
its major assets. Investment returns on life insurance
funds improved strongly, recording a profit of HK$761m
compared with a loss of HK$361m last year, reflecting
changes in the fair value of assets held by the life
insurance business, and benefited from the positive
movements of equity markets and the upward commercial
property market in 2012. To the extent that this fair
value gain was attributed to policyholders of unit-linked
life insurance policies, there was a corresponding increase
in “net insurance claims incurred and movement in
policyholders’ liabilities”.

The movement in present value of in-force long-term
insurance business (“PVIF") increased strongly by 37%,
due mainly to the combined effect of higher life insurance
sales and more favourable market conditions.

General insurance business income decreased by 14.8%
to HK$310m following the completion of the disposal
of our general insurance manufacturing business to a
third party insurance service provider in the second half
of 2012 for a cash consideration of approximately
HK$1,550m. The Bank recognised a disposal gain of
HK$355m on this transaction. Subsequent to the disposal
of general insurance manufacturing business, there will
be an increase in non-life insurance products distribution
commission with a corresponding decrease in non-life
insurance underwriting profit.

Operating expenses rose by HK$491m, or 6.2%,
to HK$8,389m.

The increase reflected the Bank’s continued investments
to support long-term business growth and capture
business opportunities while maintaining carefully cost
control and operational efficiency. Excluding the Mainland
business, operating expenses rose by 4.7%.

Employee compensation and benefits increased by
HK$249m, or 6.4%. Salaries and other related costs
increased by 6.6%, reflecting the annual salary increment
as a result of wage inflation. General and administrative
expenses were up 5.8%, mainly due to the increase in
marketing expenditure as more branding and promotional
activities were conducted to support business growth.
Rental expenses rose as a result of increased rents for
branches in Hong Kong and new branches on the

Mainland. Depreciation charges rose by 8.9%, reflecting
higher depreciation charges on business premises
following the upward property revaluation in Hong
Kong.

Full time equivalent staff numbers by region

2012 2011
Hong Kong 7,732 7,993
Mainland 1,883 1,772
Others 65 69
Total 9,680 9,834

At 31 December 2012, the Group’s number of full-time
equivalent staff decreased by 154 compared with the
end of 2011.

With the increase in net operating income before loan
impairment charges outpacing the growth in operating
expenses, the cost efficiency ratio declined by 0.6
percentage points to 34.4%, compared with 35.0%
for 2011. The Bank continues to focus on improving
operational efficiency while maintaining growth
momentum.

Operating profit rose by HK$1,425m, or 10.0%, to
HK$15,606m after accounting for the decrease in loan
impairment charges.

Loan impairment charges decreased by HK$54m,
or 12.3%, to HK$386m compared with a year earlier.

Figures in HK$m 2012 2011
Net charge for impairment

of loans and advances

to customers:
Individually assessed

impairment allowances:
— new allowances (294) (359)
— releases 224 221
— recoveries 13 35

(57) (103)

Net charge for collectively

assessed impairment

allowances (329) (337)
Net charge for

loan impairment (386) (440)

Operating Expenses

2012

2011

B Employee compensation
and benefits

B Other operating expenses
I Premises and equipment

I Depreciation and
amortisation
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Overall credit quality was relatively stable and the Bank
will remain cautious on the credit outlook.

Individually assessed impairment charges fell by HK$46m,
or 44.7%, reflecting lower charges for corporate and
commercial banking customers for Hong Kong operations
in 2012, despite higher charges for Mainland operations
due to the downgrading of certain commercial banking
customers.

Collectively assessed charges fell by HK$8m, or 2.4%.
Higher charges on credit card and personal loan portfolios
were recorded, which reflected growth in the portfolios.
Impairment allowances for loans not individually
identified as impaired recorded a net release compared
with a net charge in 2011, mainly due to improved
historical loss rates.

Total loan impairment allowances as a percentage of
gross loans and advances to customers are as
follows:

At At
31 December 31 December
2012 2011
% %
Loan impairment
allowances:
— individually assessed 0.13 0.19
— collectively assessed 0.13 0.16
Total loan impairment
allowances 0.26 0.35

Profit before tax recorded growth of 14.8% to
HK$22,113m after taking into account a HK$355m
increase in gain on disposal of a subsidiary, reflecting
the gain of HK$355m from the disposal of the Group’s
general insurance manufacturing business; a 21.8%
(or HK$216m) fall in net surplus on property
revaluation; and a 33.5% (or HK$1,349m) increase
in share of profits from associates, mainly from
Industrial Bank Co., Ltd. (“Industrial Bank”) on the back
of strong growth in its customer lending and higher
fee-based income. On 7 January 2013, Industrial Bank
completed a private placement of additional share
capital to a number of third parties, thereby diluting
the Group’s equity holding from 12.8% to 10.9%. As
a result of this and other factors, the Group considers

it is no longer in a position to exercise significant
influence over Industrial Bank and ceased to account
for the investment as an associate from that date. For
the financial year ended 31 December 2012, the Group's
interest in Industrial Bank was recognised using the
equity method based on the Industrial Bank's financial
statement made up to 30 September 2012 in accordance
with the Group’s accounting policy. The Group will not
equity account for its interest in Industrial Bank from
7 January 2013.

Gains less losses from financial investments and
fixed assets fell by HK$55m, or 110%, compared
with 2011.

Net surplus on property revaluation fell by 21.8%
to HK$776m.

Figures in HK$m 2012 2011
Surplus of revaluation on
investment properties 742 982
Surplus of revaluation on
assets held for sale 34 8
Reversal of revaluation deficit
on premises - 2
776 992

The Group's premises and investment properties were
revalued at 30 November 2012 and updated for any
material changes at 31 December 2012 by DTZ
Debenham Tie Leung Limited. The valuation was carried
out by qualified persons who are members of the Hong
Kong Institute of Surveyors. The basis of the valuation
of premises was open market value for existing use and
the basis of valuation for investment properties was
open market value. The net revaluation surplus for
Group premises amounted to HK$2,222m which was
credited to the premises revaluation reserve. A revaluation
gain of HK$742m on investment properties was
recognised through the income statement. The related
deferred tax provision for Group premises was
HK$360m.

The revaluation exercise also covered properties held
for sale and a revaluation gain of HK$34m related to
the investment property was recognised through the
income statement.



Segmental Analysis

The table below sets out the profit before tax contributed by the business segments for the years stated.

Hong Kong & other businesses

Retail Corporate
Banking and and Mainland
Wealth Commercial China
Figures in HK$m Management Banking  Treasury Other Total  business Total
Year ended 31 December 2012
Profit before tax 7,939 5,878 2,364 509 16,690 5,423 22,113
Share of profit before tax 35.9% 26.6% 10.7% 23% 75.5% 245% 100.0%
Share of profit before tax as a % of
Hong Kong & other businesses 47.6% 35.2% 14.2% 3.0% 100.0%
Year ended 31 December 2011
(restated)
Profit before tax 6,509 4,616 2,512 1,433 15,070 4,185 19,255
Share of profit before tax 33.8% 24.0% 13.0% 75% 783% 21.7% 100.0%
Share of profit before tax as a % of
Hong Kong & other businesses 43.2% 30.6% 16.7% 9.5% 100.0%

Retail Banking and Wealth Management (“RBWM")
in Hong Kong reported profit before tax of HK$7,939m
in 2012, representing a 22.0% year-on-year increase.
Excluding the general insurance business disposal gain,
profit before tax was up 19.1%.

Net interest income reached HK$8,761m in 2012,
representing a 10.6% year-on-year increase, which was
mainly attributable to growth in deposit balances driven
by the expansion in affluent customers, as well as the
growth of unsecured lending and insurance
businesses.

Year-on-year, total loans and deposits increased by
11.5% and 9.1% respectively. Mortgages as one of the
core businesses, achieved good momentum throughout
2012, through offering innovative products including
the Hang Seng Renminbi/ Hong Kong Dollar Mortgage-
Link launched in March 2012, a professional one-stop
service and flexible sales channels to our customers.
Amidst strong competition and the tightening of
government measures on mortgage lending, our
mortgage business maintained third position in the
market, with our market share in terms of new mortgage
registrations reaching 18.7% in 2012, representing a
6.2% year-on-year increase. The personal loans portfolio
was also up 11.2% year-on-year.

Non-interest income grew by HK$309m to HK$3,822m
while overall wealth management income grew by
18.6% to HK$5,328m.

Total operating income from the credit card business
recorded year-on-year growth of 8.0% in 2012,
supported by a high quality credit card customer base
and effective marketing campaigns. Total cards in force
reached 2.34 million, representing year-on-year growth
of 5.1% and we were the third largest card issuer of
VISA and MasterCard as of December 2012. Card
spending and card receivables grew robustly by 10.7%
and 9.8% year-on-year respectively.

The insurance business achieved a strong performance
in 2012 with operating income increased by 45.5%
year-on-year, underpinned by proactive management
of investment assets, strong distribution and promotion
efforts and an effective product diversification strategy.
In 2012, we broadened our product suite by launching
the SavourLife Annuity Life Insurance Plan, ProsperDragon
Renminbi Life Insurance Plan and SurgicalGuard
Refundable Life Insurance Plan, thereby attracting new
customer segments as well as new sources of income.
As a result, annualised life insurance new premiums
grew by 13.3% and total life insurance policies in-force
rose by 8.7% compared with last year.
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Global market uncertainties, particularly from the second
guarter onwards, adversely affected investor sentiment.
Income from investment business decreased 4.0%
compared with last year, primarily from lower securities
brokerage. However, with our time-to-market investment
solutions catering for customer needs, income and sales
turnover of investment funds recorded encouraging
growth of 35.7% and 73.7% respectively. New Hang
Seng retail investment fund products, including the first
renminbi-denominated gold exchange-traded fund
("ETF"), reinforced our reputation as a wealth
management leader and a renminbi services pioneer.
We have continued to build momentum in our investment
fund business into this year. To provide diversified wealth
management products to suit customers’ needs, we
launched the Hang Seng Gold Linked Deposits in January
2013 to meet the increased demand in gold investment
products.

As a result of our continued effort to acquire quality
customers, the numbers of Prestige and Preferred
Banking customers increased by 10.7% and 8.3%
respectively compared with 2011. To enhance the
customer experience by providing modern environment
and to attract affluent customers, a new Prestige and
Preferred Banking Centre design concept has been
introduced and a total of six Prestige and Preferred
Banking Centres have already been opened. We have
plans to open more Prestige and Preferred Banking
Centres at strategic locations in the coming years.

Service excellence had always been our strength and
we continued to receive recognition in the banking
industry. We were named by The Asset as the “Best
Domestic Bank in Hong Kong” for the 13th consecutive
year in 2012. For the third consecutive year, Euromoney
named the Bank as “Best Local Private Bank in Hong
Kong” in the Private Banking Survey 2012 based on
the assessment of business performance and peer
nominations. We were also awarded the Reader’s Digest
“Trusted Brands GOLD Award” in the Bank category
and the Credit Card Issuing Bank category in Hong
Kong for the third consecutive year in 2012.

Corporate and Commercial Banking (“CNC") in
Hong Kong achieved a 27.3% growth in profit before
tax to HK$5,878m. Excluding the general insurance
business disposal gain, profit before tax was up
23.7%.

Net interest income grew by 15.6% to HK$5,289m
when compared with last year. CNC continued to provide
customers with new and renewed facilities while
adjusting pricing in line with the credit environment.

Year-on-year, total loans and deposits both grew by
10.4%. The growth in deposits was underpinned by a
21.4% increase in current and saving account deposit
balances primarily contributed by new commercial
customers.

Non-interest income rose by HK$123m to HK$2,101m.
Net fee income reported a growth of 18.5%, which
was driven by solid growth in a wide range of non-funds
income streams — including remittances, trade, factoring
and syndication loan facility fees. Income from corporate
wealth management business was HK$634m,
representing 8.5% of CNC's net operating income.

The momentum of quality commercial customer
acquisition has accelerated in 2012 and the CNC
customer base has increased by 12.8% in 2012. Mainland
companies represented 45.7% of newly acquired
customers in the second half of 2012 — compared with
34.2% in the first half of 2012.

Renminbi business remained one of our key strategic
priorities. The number of renminbi accounts was up
25.1% in 2012 and CNC successfully made renminbi
loans and will continue to explore such opportunities
to achieve more balanced and sustainable growth. As
at 31 December 2012, the size of the renminbi lending
was three times of a year earlier.

In August 2012, CNC launched a new TV commercial
to emphasise the edges of Hang Seng SME Business
Loan — “Speed, Ease and Professional Service”. This has
reinforced Hang Seng’s progressive image. Hang Seng
was awarded “Excellent Brand of SME Loan Services
—Hong Kong Leaders Choice Brand Awards 2012" by
Metro Finance.



Network expansion and channel enhancements
continued to be one of our key objectives. To strengthen
our support to Mainland and Hong Kong corporates
with cross-border business needs, two new Business
Banking Centres were opened in the second half of
2012. Furthermore, Business Mobile Banking was
launched in September 2012 to enhance customer
convenience.

Focusing on structured finance and syndicated loans
also contributed to our success. According to Thomson
Reuters LPC, we ranked second in terms of number of
deals and third in terms of deal volume in the Mandated
Arranger League Table for Hong Kong and Macau
Syndicated Loans in 2012.

In 2012, Hang Seng was awarded “Hong Kong Domestic
Trade Finance Bank of the Year” and “Hong Kong
Domestic Cash Management Bank of the Year” by Asian
Banking and Finance. CNC would continue to leverage
on the solid Hong Kong platform and loyal customer
base to provide trade, cash management and wealth
management solutions to corporate and commercial
customers in Greater China.

CNC will continue to capitalise on her core strengths
— customer-focused strategies and propositions, industry-
specialised relationship teams, time-to-market and
product innovations.

Treasury (“TRY") in Hong Kong recorded a 5.9%
decrease in profit before tax to HK$2,364m and a 5.4%
decline in operating profit excluding loan impairment
charges to HK$2,363m.

Net interest income decreased by 11.3% to HK$1,676m.
With the low interest rate environment and flattened
yield curves, there were few opportunities for yield
enhancement. Further, as balance sheet management
portfolios matured, they could only be re-priced at
prevailing rates which were relatively low.

Non-interest income grew by HK$104m to HK$960m.
Total trading income increased by HK$110m, or 12.5%,
to HK$988m. Option income from structured products
achieved encouraging growth, boosted in part by rising
demand for renminbi-denominated products following
further liberalisation of renminbi business in Hong Kong.
Faster growth in gross interest income from funding

swaps also contributed to the increase. However, these
increases were partly offset by a decline in income from
securities and other trading.

Front-line channels (including e-Banking) and trading
systems were enhanced to facilitate straight-through
processing, enabling better position management. To
reinforce our brand in gold-related business, the Hang
Seng Gold Bar (physical gold product) and renminbi-
denominated gold ETF were launched. Treasury will
continue to position itself to capture yield enhancement
opportunities by investing in Hong Kong and Mainland
bonds and riding on yield curves of selected currencies.
As the renminbi market in Hong Kong evolves, Treasury
will continue to develop renminbi-denominated hedging
and investment products to meet customer needs as
well as explore new business opportunities for cross-
selling treasury products with other customer groups.

Mainland China business

Hang Seng Bank (China) Limited (“Hang Seng China")
expanded the scope and reach of our Mainland Chinese
business in 2012, capitalising on the close integration
of our Hong Kong and Mainland operations and an
increasing awareness of our unique brand strengths.
Hang Seng China strategically deployed resources to
improve our foothold in regions with good long-term
growth potential and further enrich our premium service
proposition.

Hang Seng China opened one branch and six sub-
branches, bringing the network to 46 outlets in 17
cities. Leveraging the favourable policies under CEPA,
these new openings included three cross-city sub-
branches in Guangdong province where we now have
21 outlets.

The operating environment in China was challenging
in 2012 due to slower domestic economic growth and
weakened external demand. The People’s Bank of China
has kept interest rates and the deposit reserve ratio
unchanged since 6 July 2012 while using reverse
repurchase agreements to maintain liquidity. The upper
deviation to standard deposit rates and lower deviation
to base lending rates were both widened, paving the
way to further interest rate liberalisation. The competition
for deposits and wealth management products was
keen as foreign banks stepped up efforts to maintain
revenue flows and market share.
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Despite all the challenges, Hang Seng China has focused
on growth of the portfolio, expansion of the customer
base as well as diversification of revenue sources through
differentiated business propositions for target customer
segments and by exploiting opportunities in cross-selling
and providing cross-border services between the
Mainland and Hong Kong.

As a result, Hang Seng China maintained growth
momentum. At 31 December 2012, the total number
of Mainland customers (including both Corporate and
Commercial Banking and Retail Banking and Wealth
Management customers) rose by 12.6%, in which the
total number of Prestige Banking customers increased
by 15.5% over December 2011.

Constant
As reported currency*

Year ended 31 December

2012 compared with

31 December 2011
Total operating income 8.5% 6.6%
Operating profit -28.8% -29.8%
At 31 December 2012

compared with

31 December 2011
Gross loans and advances

to customers 15.5% 15.5%
Customer deposits 12.7% 12.7%

Total operating income grew by 8.5%, supported mainly
by growth in net interest income, driven by growth in
loans and advances to customers of 15.5%. Total
deposits were 12.7% higher. Hang Seng China continued
to emphasise credit quality over loan portfolio size,
focusing on clients offering good potential for generating
additional income streams through wealth management
and trade services. Operating expenses increased by
15.3%, due largely to investments in long-term business
growth. Together with a net loan impairment charge
compared with a net release in 2011, thisled to a 28.8%
decline in operating profit.

The Bank worked closely with Industrial Bank and
captured collaboration opportunities in various business
areas during the year.

During the first quarter of 2012, Hang Seng Securities
Limited (“Hang Seng Securities”), a wholly owned
subsidiary of the Bank, and Guangzhou Securities
Company Limited (“Guangzhou Securities”), a member
of the Yue Xiu Group, received approval from the China
Securities Regulatory Commission to establish a joint
venture, Guangzhou GuangZheng Hang Seng Securities
Investment Advisory Company Limited (“Guangzhou
GuangZheng Hang Seng Securities”). The joint venture
commenced business in the third quarter of the year
and became the first joint venture securities investment
advisory company in Guangdong province under
Supplement VI to the Mainland and Hong Kong Closer
Economic Partnership Arrangement (“CEPA"). The joint
venture aims at becoming a showcase for cross-border
securities investment advisory cooperation under CEPA
by leveraging the strengths of both partners, and thus
supporting the Bank’s further business expansion in the
Mainland.

Including the share of profit from Mainland associates,
our mainland China business contributed 24.5% of
total profit before tax, compared with 21.7% in last
year, as a result of the strong growth in the Group’s
share of Industrial Bank’s profit.

* Constant currency comparatives for 2011 referred to in the tables
above are computed by translating into Hong Kong dollars the
functional currency (renminbi) of Hang Seng’s mainland China
business:

- the income statement for 2011 at the average rates of exchange
for 2012; and

— the balance sheet at 31 December 2011 at the prevailing rates of
exchange on 31 December 2012.

Economic Profit

Economic profit is calculated from post-tax profit,
adjusted for any surplus/deficit arising from property
revaluation, depreciation attributable to the revaluation
surplus and impairment of purchased goodwill and
takes into account the cost of capital invested by the
Bank’s shareholders.

For the year 2012, economic profit was HK$12,938m,
an increase of HK$2,421m, or 23.0%, compared with
2011. Return on invested capital rose by HK$2,857m.



2012 2011
HK$m % HK$m %
(restated)
Average invested capital 71,583 62,837
Return on invested capital* 19,070 26.7 16,213 25.8
Cost of capital (6,132) (8.6) (5,696) (9.1)
Economic profit 12,938 18.1 10,517 16.7

* Return on invested capital is based on post-tax profit excluding any surplus/deficit arising from property revaluation, depreciation attributable to

the revaluation surplus and impairment of purchased goodwill.

Balance sheet

Total assets rose by HK$101.4bn, or 10.4%, to
HK$1,077.1bn. The Group continued to strengthen its
asset and liability management and maintained a
balanced growth strategy on loans and deposits. Loans
and advances to customers increased by HK$55.6bn,
or 11.6%, to HK$536.2bn, with growth in the commercial
and corporate lending businesses, largely in mainland
China. Residential mortgages grew as the Bank regained
momentum in the year and reinforced its strong position
in the residential mortgage sector and gained market
share on the back of the active property market. Trade
finance lending declined, due mainly to the maturing
of certain cross border documentary credit loans during

Assets Deployment

the year more than offsetting the growth in other trade
finance loan products. Leveraging the strong connectivity
between Hong Kong and mainland China operations,
the Bank grew its Mainland lending during the year, driven
mainly by renminbi loans. The Group remained vigilant in
assessing credit risk in increasing lending on the Mainland.
Customer deposits, including certificates of deposit and
other debt securities in issue, increased by HK$75.6bn, or
10.2%, to HK$818.8bn. At 31 December 2012, the
advances-to-deposits ratio was 65.5%, compared with
64.7% at 31 December 2011. Financial investments
increased by 21.1% and trading assets decreased by
46.4%, reflecting the deployment of the commercial
surplus to higher quality financial investments.

2012 % 2011 %
Figures in HK$m (restated)
Cash and balances with banks 27,082 2.5 39,533 4.1
Placings with and advances to banks 140,382 13.0 107,742 11.0
Trading assets 34,399 3.2 64,171 6.6
Financial assets designated at fair value 8,343 0.8 8,096 0.8
Loans and advances to customers 536,162 49.8 480,574 49.3
Financial investments 253,408 23.5 209,190 21.4
Other assets 77,320 7.2 66,359 6.8
Total assets 1,077,096 100.0 975,665 100.0
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Loans and Advances to Customers

At 31 December 2012, gross loans and advances to
customers were up HK$55.3bn, or 11.5%, at HK$537.6bn
compared with the end of 2011.

Loans for use in Hong Kong increased by HK$34.9bn,
or 10.2%. Lending to industrial, commercial and financial
sectors grew by 8.8%. Lending to the property
development and investment sectors remained active
and grew by 4.2% and 3.0% respectively, supported
by a buoyant commercial property market during the
year. With strong customer relationships, active
participation in Hong Kong Government-organised
schemes, and enhanced service capabilities, the Bank
continued to support customers in growing their
businesses, with 42.9% growth in the wholesale and
retail trade sector and 15.9% in manufacturing
sector.

Lending to individuals increased by 12.0% compared
with last year-end. As the property market remained
active, residential mortgage lending to individuals rose
by 16.4%, as a result of the Bank’s aim to be a preferred
mortgage bank that provides comprehensive mortgage
services despite strong market competition. Credit card
loans and advances grew by 9.9% supported by the
rise of 5.4% in the number of cards in circulation and
an 11.1% increase in cardholder spending.

Trade finance declined by 4.0% against last year-end
as certain cross border documentary credit loans matured
during 2012, partly offset by the growth in other trade
finance loan products.

Loans for use outside Hong Kong rose by 24.5%,
compared with the end of 2011, driven largely by
lending on the Mainland. The Mainland loan portfolio
increased by 15.5% to HK$51.6bn, underpinned by
the expansion of renminbi lending to corporate
borrowers. The Group remained vigilant in assessing
credit risk in increasing lending on the Mainland.

Customer Deposits

With the Bank’s successful effort in acquiring new
customers in target segments, customer deposits,
including current, savings and other deposit accounts
and certificates of deposit and other debt securities in
issue, increased by HK$75.6bn, or 10.2%, to HK$818.8bn
at 31 December 2012. Higher growth was recorded in
Hong Kong dollar currency deposits. Structured deposits
increased as instruments with yield enhancement
features gained popularity. Deposits in Hang Seng China
also rose by 12.7%, driven mainly by renminbi
deposits.

Subordinated Liabilities

The outstanding subordinated loan debts, which qualify
as supplementary capital, serve to help the Bank maintain
a balanced capital structure and support business
growth.

Shareholders’ funds

At At
31 December 31 December
2012 2011
Figures in HK$m (restated)
Share capital 9,559 9,559
Retained profits 59,683 49,519
Premises revaluation reserve 13,790 12,280
Cash flow hedging reserve 17 6
Available-for-sale investment
reserve
— on debt securities (57) (756)
— on equity securities 284 195
Capital redemption reserve 929 99
Other reserves 5,124 5,099
Total reserves 78,940 66,442
88,499 76,001
Proposed dividends 3,824 3,633
Shareholders’ funds 92,323 79,634
Return on average
shareholders’ funds 22.9% 22.7%




Shareholders’ funds (excluding proposed dividends)
grew by HK$12,498m, or 16.4%, to HK$88,499m at
31 December 2012. Retained profits rose by HK$10,164m,
mainly reflecting growth as a result of the 2012 profit
after the appropriation of interim dividends during the
year. The premises revaluation reserve increased by
HK$1,510m, or 12.3%, on the back of the buoyant
property market during the year.

The available-for-sale investment reserve for debt
securities recorded a deficit of HK$57m compared with
a deficit of HK$756m at the end of 2011, reflecting
the decrease in the Group’s share of associate’s available-
for-sale investment reserve deficit as a result of the
interest rate movement and the narrowing of credit
spreads of debt securities of the Group’s investment
portfolios. The Group assessed that there were no
impaired debt securities during the year, and accordingly,
no impairment loss has been recognised.

The return on average shareholders’ funds was 22.9%,
compared with 22.7% for 2011.

Excluding the redemption of all the US$300m floating
rate subordinated notes due 2017 at par on 6 July 2012,
there was no purchase, sale or redemption by the Bank,
or any of its subsidiaries, of the Bank’s securities during
2012.

Risk Management

The effectiveness of the Group’s risk management
policies and strategies is a key success factor. Operating
in the financial services industry, the most important
types of risks the Group is exposed to are credit, liquidity,
market, legal, operational, reputational and strategic.
The Group has established policies and procedures to
identify, measure, analyse and actively manage the risks
and to set appropriate risk limits to control this broad
spectrum of risks. In line with best practices, the Bank's
Risk Management Committee exercises oversight of
the risk management framework for the Bank. The Risk

Management Committee is constituted by the Board
and accountable to the Executive Committee. Its main
functions are to review, analyse, evaluate, recognise
and manage various risks of the Bank and is responsible
for approval of all risk management related policies and
major control limits. Risk limits are monitored and
controlled continually by dedicated departments by
means of reliable and up-to-date management
information systems. The management of various types
of risks is well coordinated at the level of the Bank’s
Board and various Management committees, such as,
the Executive Committee, Risk Management Committee
and Asset and Liability Management Committee.

Note 62 "“Financial risk management” to the financial
statements provides a detailed discussion and analysis
of the Group’s credit risk, liquidity risk, market risk,
insurance risk, operational risk and capital management.
The management of reputational risk is set out as
follows:

Reputational risks can arise from social, ethical or
environmental issues, or as a consequence of operational
risk events. Standards are set and policies and procedures
are established in all areas of reputational risk and are
communicated to staff at all levels. These include fair
and transparent dealings with customers, conflicts of
interest, money laundering deterrence, environmental
impact and anti-corruption measures. The reputational
downside to the Group is fully appraised before any
strategic decision is taken.

The Group is a socially and environmentally responsible
organisation. Its corporate responsibility policies and
practices are discussed in the corporate responsibility
section of this annual report.
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Our commitment to core values such as excellence, integrity
and innovation extend beyond the provision of banking and
financial services into our actions as a responsible corporate
citizen. We are determined to ‘walk the talk’ in supporting
sustainable development as we strive to achieve
international standards in the things we do.

We lead by example in continually working to improve
our own sustainability performance as we encourage
our staff, customers, suppliers and the general public
to do the same through our procurement and financing
policies as well as internal and external stakeholder
engagement activities.

Long-term partnerships,
lasting positive change

We contribute to social and environmental
betterment by building long-term relationships with
local community partners. We collectively continue
to grow as we work together to promote lasting
positive change.

1987 1996

The Community Chest Hang Seng Athlete
of Hong Kong Incentive Awards
1 99 1 Scheme

Hong Kong Table Tennis 1999

Association Ming Pao Student
1994 Reporter Programme
Hang Seng Bank Help 1999

the Police Fight Youth Universities in
Crime Competition mainland China
1995

Tertiary education
institutes in Hong Kong

Our deep community roots are reflected in the long-
term partnerships we have established with local
organisations and institutions that are working to
improve well-being and make a positive difference.

Our sustainability initiatives have earned us international
recognition. We rank among Corporate Knights’ ‘Global
100 Most Sustainable Corporations in the World' — the
only Hong Kong company to hold such distinction.

In 2011, we became the first local bank in Hong Kong
to be included as a constituent stock of the Dow Jones
Sustainability Asia Pacific Index, which provides a
benchmark for best-in-class corporate sustainability
performance of companies in the Asia Pacific region,
and we have been a constituent member of the
FTSE4Good Global Index for 11 consecutive years.

In a concrete move to implement sustainability best
practices, we are also the first local Hong Kong bank
to attain an A+ Global Reporting Initiative Sustainability
Reporting Guidelines rating — the top grade available
— for our 2011 online Corporate Responsibility
Report.

Our people are more than just employees — they are
the ambassadors and relationship builders of our
business. In addition to supporting their professional
development through an extensive range of training
and skills programmes, we organised two staff CSR
forums in 2012 to promote awareness of key social and
environmental issues and encourage greater engagement
through experience sharing.
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to promoting community betterment. By encouraging the
attainment of knowledge and the adoption of

positive life values, we are helping today’s young people
grow into well-rounded leaders of tomorrow.
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We used sports and recreational activities to foster
good team spirit among colleagues — including the six
sports competitions held under the Hang Seng Cup. A

MAJOR EVENTS

Nurturing positive life
values among young
people
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Over 260,000 young people took part
in the Hang Seng Bank — Help the
Police Fight Youth Crime
Competition in 2012 — an all-time
high for this biennial event. Organised
in partnership with the Hong Kong
Police since 1994, the 2012 theme of
this crime prevention programme was
‘Power of Friends’ with the aims of
promoting greater awareness and
positive action to combat drug use,
theft and bullying.

family fun day formed part of our efforts
to help employees enjoy a good work-life
balance. Including staff family members
and friends, over 21,000 people took
part in Bank-arranged sporting events
in 2012.

Deep Community Roots

We have given out over HK$224m in
donations and sponsorships in the past
decade — including HK$21.5m in 2012
—to support a broad range of community
development initiatives.

For 25 years, we have worked hand-in-
hand with The Community Chest of Hong
Kong, which provides funding for 153
local charities, raising more than HK$60m.
We have supported The Chest's Dress
Casual Day since 1997, matching staff
donations on a dollar-for-dollar basis —
resulting in over HK$13m in support.

Our e-Donation service makes it easier
for customers to offer assistance to those
in need, with about HK$2m in donations
benefiting over 60 charitable organisations
in Hong Kong in 2012. Since 2001, more
than HK$23m has been donated via this
convenient and secure channel.
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In line with our emphasis on serving from the heart,
our staff regularly give their time to support worthy
causes and build the human connections that underpin
a thriving and inclusive community.

Bank volunteers and their families contributed more
than 25,000 hours in service during 2012. We facilitated
this giving back to society by organising about 130
volunteer activities, with a particular focus on
underprivileged children, elderly people living alone and
environmental education.

Youth development

In investing today for a brighter tomorrow, our corporate
responsibility activities place a strong emphasis on
education and youth development. We reached out to
young people through 150 Bank-supported education
programmes and workshops in 2012.

Since 1995, we have allocated more than HK$56m to
our various scholarship schemes, assisting over 1,700
students from Hong Kong and mainland China. In 2008,
we implemented our Community Scholarships
programme to reward outstanding undergraduate
students in Hong Kong who have contributed to
community development with a minimum of 100 hours
of volunteer service in the previous 12 months.

We also support community service programmes
organised by local universities, including The Chinese
University of Hong Kong’s CUHK-Hang Seng |- CARE
Local Service Project Scheme, which in 2012 brought
together about 200 students and over 1,300
underprivileged children in a series of mutually enriching
interactions.

Through the Hang Seng Bank — Help the Police Fight
Youth Crime Competition, we work with the Hong
Kong Police to promote good life values and positive
civic action. Over 260,000 young people took part in
the 2012 competition — an all-time high for this biennial
event that we have sponsored since 1994 — which
focused on combatting drug-taking, theft and bullying
under the theme of ‘Power of Friends'.

The Hang Seng Bank Leaders to Leaders Lecture Series,
organised by the Hong Kong Federation of Youth Groups
and The University of Hong Kong, gave over 300
secondary school students a valuable opportunity to
engage in direct dialogue with prominent community
leaders on a broad range of issues related to
globalisation.

Our sponsorship of the Ming Pao Student Reporter
Programme —which includes a series of media workshops,
newsroom visits and reporting activities — has helped
almost 7,000 students in the past 16 years learn more
about the work of the media while honing their critical
analysis and writing skills.



The Tung Wah — Hang Seng Code Kidz Programme
Supports Children with Specific Learning Disabilities
(SLDs) promoted greater public awareness of the issues
for families dealing with the challenges of SLDs, while
giving about 600 youngsters the opportunity to explore
their potential through alternative ways of learning.

Arts and culture for all

We believe in broadening young people’s exposure to
the arts, which play an important role in encouraging
creativity, communicating positive life values and
stimulating discussion of social issues.

For young people facing special challenges, building
greater confidence is an important step in unleashing
their talents and abilities.

In partnership with the Jockey Club Creative Arts
Centre, we organised over 50 Hang Seng Arts
Empowerment Workshops throughout the year,
providing 500 underprivileged and disabled children
with the chance to express their emotions and develop
a stronger sense of self-belief through a range of
artistic activities.

Through the Field of Dreams — Hang Seng Bank Student
Matinees, organised by The Hong Kong Repertory
Theatre, nearly 4,000 students from low-income families
learned about the inspiring story of eight amateur
Hong Kong footballers who joined with players from
the Mainland to enter the 1936 Berlin Olympics.
Facilitated by post-performance talks and supporting
materials, the theatrical production emphasised the
importance of courage and determination in striving
for one’s dreams.

We also continue to facilitate greater
access to the arts through our sponsorship
of the Hong Kong Arts Festival Student
Ticket Scheme.

Sporting inspiration
Participation in sports helps promote
community health and provides valuable
lessons about the importance of
teamwork, dedication and fair play.

Since 1991, we have allocated more than
HK$31m to promote table tennis in Hong
Kong. Our establishment of the Hang
Seng Table Tennis Academy in partnership
with the Hong Kong Table Tennis
Association in 2001 has since given over
215,000 participants the opportunity to
have fun while improving their sporting
skills through about 4,000 activities,

MAJOR EVENTS

Recognising local
sporting excellence

Since 1996, we have partnered with
the Hong Kong Sports Institute to
recognise the hard work and
determination of local athletes
through the Hang Seng Athlete
Incentive Awards Scheme — giving out
over HK$30m for sporting excellence
at major national and international
games. With outstanding
performances by Hong Kong athletes
at the London Olympic and
Paralympic Games, incentives
awarded in 2012 reached a record
HK$3.86m.

including training courses, open assessment tests and
competitions. We will provide HK$7.5m in sponsorship
to continue our support for the Academy between 2013
and 2015.

Hong Kong’s top athletes contribute to community
pride and are inspiring role models for our young sporting
stars of tomorrow.
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MILESTONES

Leading the way in
sustainability reporting

We continue to take steps to attain
international standards in our role
as a good corporate citizen. The
Global Reporting Initiative (GRI)
Sustainability Reporting Guidelines
are a globally recognised set of
benchmarks for reporting on
sustainability performance. In 2012,
we became the first local bank in
Hong Kong to attain an A+ rating
— the highest GRI accreditation
available — for our 2011 corporate
responsibility report. We are also
the only company in Hong Kong
included among the 2012 ‘Global
100 Most Sustainable Corporations
in the World’ compiled by
Corporate Knights.
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Under the Hang Seng Athlete Incentive
Awards Scheme, organised in partnership
with the Hong Kong Sports Institute, we
gave HK$3.86m in financial rewards to
Hong Kong athletes for their outstanding
performances at the 2012 London
Olympic and Paralympic Games — the
highest amount ever awarded to Hong
Kong Olympians and Paralympians.
Since 1996, the Scheme has given out
over HK$30m to recognise and reward
athletic achievement and encourage
sporting excellence by Hong Kong
athletes at major national and
international games.

Broad Environmental Vision

As a leading corporate citizen in Hong
Kong, we are proud to be a local pioneer
in promoting greater environmental
responsibility. Beginning with our
headquarters building in 2005, we have
led the way in gaining ISO 14001
certification among local banks in Hong

Kong. In 2011, we became the first local bank to achieve
this internationally recognised environmental accreditation
for all Hong Kong offices and branches.
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Since 2007, we have worked with The Conservancy
Association through the Hang Seng Yunnan Biogas
Project to bring a free and stable energy supply to people
living in rural areas in Yunnan province on the Mainland.
To date, we have helped establish 2,200 biogas facilities
that are improving life for 9,000 villagers while saving
15,000 acres of forest every year (equivalent to an area
about 95 times the size of Hong Kong's Victoria Park)
and reducing annual carbon dioxide emissions by 25,500
tonnes. In November, a team of Bank volunteers visited
Yunnan to inspect the 550 facilities constructed in 2012.
We have committed to build a further 800 facilities in
2013, benefiting about 3,000 people.

Our involvement with this renewable energy project
led to a Gold Award for community relations at the
10th China Golden Awards for Excellence in Public
Relations organised by the China International Public
Relations Association.

Launched jointly with the Federation of Hong Kong
Industries in 2007, the Hang Seng Pearl River Delta
Environmental Awards (Awards) are part of our
commitment to working with the southern China
business community on environmental issues. By
recognising the green initiatives of participants, the
Awards are helping to accelerate the pace of positive
environmental change among manufacturing companies
in the Pearl River Delta region.

A record 188 participants submitted 672 projects in
2011/12, with collective achievements including cutting
electricity consumption by over 91 million kWh —



equivalent to the electricity used annually by 14,000
average four-member households — and reducing waste
by more than 650,000 tonnes.

In light of the Awards’ success and to encourage more
companies to improve their environmental performance,
the 2012/13 Awards will expand to cover the pan Pearl
River Delta region.

Other initiatives to promote the reduced consumption
of natural resources include our e-Statement and
e-InvestAdvice services, through which e-Banking clients
can choose to receive account statements and other
notices in electronic rather than paper format. By the
end of 2012, the number of e-Statement and
e-InvestAdvice subscribers had reached over 646,000
and more than 62,000 respectively — collectively saving
over 31 million sheets of paper a year.

We also reach out to the wider community in partnership
with green groups through our support for events such
as Friends of the Earth (HK)'s ‘Power Smart’ Energy
Saving Contest and the Hang Seng Green Carnival co-
organised with The Conservancy Association.

We continue to take steps to support the conservation
of biodiversity — both through our financing policies and
within our own operations. We stopped serving shark’s
fin at Bank functions in 2003 and have since removed
endangered reef fish from our menus. We comply with
WWEF Hong Kong's Seafood Guide and, in 2011,
implemented a sustainable seafood menu endorsed by
the same organisation at our banquet hall.
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Environmental Performance

2012 vs

2012* 2011* 2011 (%)
Greenhouse gas emissions 24.34 23.48 3.69%
(kilotonnes CO,)
Electricity consumption (GWh) 36.61 36.22 1.07%
Gas consumption (GWh) 0.33 0.40 -18.67%
Water consumption (000 m3) 65.90 68.22 -3.39%
[T/electrical waste recycled (tonnes) 54.94 70.52 -22.08%

Data coverage: Hang Seng Bank’s Hong Kong operations
KEY: m? Cubic metres | CO, Carbon dioxide | GWh Gigawatt hours

* From 1 Oct 2010 - 30 Sep 2011
# From 1 Oct 2011 - 30 Sep 2012
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Corporate Governance and Other Information

Corporate Governance Principles and
Practices

Hang Seng Bank Limited (the “Bank”) is committed to
high standards of corporate governance with a view to
safeguarding the interests of shareholders, customers,
staff and other stakeholders. The Bank has followed
the module on “Corporate Governance of Locally
Incorporated Authorised Institutions” under the
Supervisory Policy Manual issued by the Hong Kong
Monetary Authority (“HKMA") and has fully complied
with all the code provisions and most of the recommended
best practices as set out in the Corporate Governance
Code contained in Appendix 14 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”) throughout the year.
The Bank also constantly reviews and enhances its
corporate governance framework to ensure that it is in
line with international and local best practices.

Board of Directors

The Board has collective responsibilities for promoting
the long-term sustainability and success of the Bank by
providing entrepreneurial leadership within a framework
of prudent and effective controls. In doing so, the Board
commits to high standards of integrity and ethics.

According to the Board's terms of reference, specific
matters reserved for the Board’s consideration and
decision include :

— strategic plan and objectives;

— annual operating plans and performance targets;
— annual and interim results;

— capital plans and management;

— risk appetite statement and profile;

— internal control and risk management governance
(including the risk management framework);

— significant policies such as large credit exposure policy,
liquidity management policy, remuneration policy
and policy on board-level conflicts of interest;

— policies, practices and disclosure on corporate
governance;

— policies and practices on compliance with legal and
regulatory requirements;

— appointments and oversight of senior management;
— corporate values and standards;

— corporate structure;

— effective audit functions;

— transparency in respect of the structure, operation
and risk management;

— acquisitions and disposals above predetermined
thresholds; and

— significant changes to balance sheet management
policies.

Chairman and Chief Executive

The roles of the Chairman and Chief Executive of the
Bank are separate, with a clear division of responsibilities
as set out in the Board's terms of reference. The Chairman
of the Board is an Independent Non-executive Director
who is responsible for the leadership and effective
running of the Board. The Chairman possesses the
requisite experience, competencies and personal qualities
to fulfill these responsibilities.

The Chief Executive is an Executive Director who ensures
implementation of the strategy and policy as established
by the Board. The Chief Executive is responsible for the
management and day-to-day running of the Bank’s
business and operations, and leads and chairs the
Executive Committee, Risk Management Committee
and Asset and Liability Management Committee.

Board Composition

As at the date of this Annual Report, the Board comprises
16 Directors, of whom two are Executive Directors and
14 are Non-executive Directors (“NEDs"”). Of the 14
NEDs, nine are Independent Non-executive Directors
("INEDs"). There is a strong independent element on
the Board, to ensure the independence and objectivity
of the Board’s decision-making process as well as the
thoroughness and impartiality of the Board’s oversight
of the Management.

The Board possesses, both as individual Directors and
collectively, appropriate experience, competencies and
personal qualities, including professionalism and integrity,
to discharge its responsibilities adequately and effectively.
In addition, the Board collectively has adequate
knowledge and expertise relevant to each of the material



business activities that the Bank pursues and the
associated risks in order to ensure effective governance
and oversight.

Members of the Board, who come from a variety of
different backgrounds, have a diverse range of business,
banking and professional expertise. Brief biographical
particulars of the Directors, together with information
relating to the relationship among them, are set out in
the section “Biographical Details of Directors” in this
Annual Report.

The Bank has maintained on its website and on the
website of Hong Kong Exchanges and Clearing Limited
an updated list of its Directors identifying their roles
and functions and whether they are INEDs. INEDs are
also identified as such in all corporate communications
that disclose the names of the Bank’s Directors.

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

The Bank issues appointment letters to each of the
NEDs, setting out the terms and conditions of their
appointment, including the time commitment expected
of them.

Board Process

Board meetings shall be held at least once every quarter.
Additional Board meetings, or meetings of a board
committee established by the Board to consider specific
matters, can be convened, when necessary.

Schedule for the regular Board/Board Committee
meetings in each year are made available to all
Directors/Board Committee members before the end
of the preceding year. In addition, notice of meetings
will be given to all Directors at least 14 days before each
regular Board meeting.

Other than regular Board meetings, the Chairman also
meets with NEDs, including INEDs, without the presence
of the Executive Directors, to facilitate an open and
frank discussion among the NEDs on issues relating to
the Bank.

Meeting agendas for regular Board meetings are set
after consultation with the Chairman and the Chief
Executive. All Directors are given an opportunity to
include matters in the agenda. Regular reports include
the Bank’s financial performance, strategic plan, risk
appetite statement and profile, review of internal control
and risk management framework, results of stress
testings, as well as reports on large credit exposures
and connected lendings.

Directors make their best efforts to contribute to the
formulation of strategy, policies and decision-making
by attending the Board meetings in person or via
telephone or video conference facilities.

Minutes of Board/board committee meetings with details
of the matters discussed by the Board/board committees
and decisions made, including any concerns or views
of the Directors/board committee members, are kept
by the Company Secretary and are open for inspection
by Directors/board committee members.

During 2012, the important matters discussed at Board
meetings included :
— financial and business performance;

— strategic plan 2012 - 2014 with update for 2013 -
2015;

— risk appetite statement and profile;
— 2012 annual operating plan and capital plan;

— capital management and internal capital adequacy
assessment process;

— results of enterprise stress testing analysis on the
Bank’s operating plan;

— significant policies such as large credit exposure policy,
liquidity management policy, strategic risk management
policy and reputational risk management policy;

— liquidity contingency plan;
— appointments of Directors and senior executives;
— pay review for 2012 and variable pay for 2011;

— review of the fees payable to Directors and Board
Committee Chairmen/members of the Bank and its
subsidiaries (the “Group”)
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— risk management framework and internal control
framework;

— strategies for general insurance manufacturing
business;

— change in accounting treatment for the Bank’s
investment in Industrial Bank;

— shareholders’ communication policy;
— terms of appointment of NEDs;

— establishment of Nomination Committee and Risk
Committee;

— terms of reference of the Board and Board Committees;
and

— major regulatory changes affecting the Bank.

At the Board meeting held in January 2013, the Board
also reviewed the Corporate Governance Framework
of the Bank which sets out the governance practices
and procedures of the Board and Board Committees.

In addition to the regular financial performance reports
submitted to the Board at its regular meetings, the
Board also receives financial update with information
on the Bank’s latest financial performance and material
variance from the Bank’s annual operating plan during
those months where no Board meetings will be held.
Directors can therefore have a balanced and
understandable assessment of the Bank’s performance,
position and prospects throughout the year.

The Board reviews and evaluates its work process and
effectiveness annually, with a view to identifying areas
for improvement and further enhancement. The Board
also regularly reviews the time commitment required
from NEDs.

All Directors have access to the Executive Directors as
and when they consider necessary. They also have access
to the Company Secretary who is responsible for ensuring
that the Board procedures, and related rules and
regulations, are followed.

Under the Articles of Association of the Bank, a Director
shall not vote or be counted in the quorum in respect
of any contract, arrangement, transaction or other
proposal in which he/she or his/her associate(s), is/are
materially interested.

Appointment and Re-election of
Directors

The Bank uses a formal, considered and transparent
procedure for the appointment of new Directors. Before
a prospective Director’s name is formally proposed,
opinions of the existing Directors (including the INEDs)
will be solicited. The proposed appointments will be
considered and if thought fit, approved by the Board
after due deliberation and upon recommendation of
the Nomination Committee. In accordance with the
requirement under the Banking Ordinance, approval
from HKMA will also be obtained. All new Directors are
subject to election by shareholders of the Bank at the
next Annual General Meeting (“AGM") after their
appointments have become effective.

According to the policy on term of appointment of
Directors adopted by the Board, term of appointment
of each NED is three years except that where an NED
has served on the Board for more than nine years, then
his/her term of appointment is one year. In renewing
the term of appointment of each NED, the Board reviews
whether such NED remains qualified for his/her
position.

The Bank’s Articles of Association provide that one-third
(or the number nearest to but not exceeding one-third)
of the Directors shall retire from office every year at the
Bank’s AGM. Retiring Directors are eligible for re-election
at AGMs of the Bank.

Responsibilities of Directors

All Directors have full and timely access to all relevant
information about the Bank so that they can discharge
their duties and responsibilities as Directors. In particular,
through regular Board meetings and receipt of financial
updates, all Directors are kept abreast of the conduct,
business activities and development, as well as regulatory
updates applicable to the Bank.

There are established procedures for Directors to seek
independent professional advice on matters relating to
the Bank where appropriate. All costs associated with
obtaining such advice will be borne by the Bank. In
addition, each Director has separate and independent
access to the Bank’s Management.

The Bank has adopted a Code for Securities Transactions
by Directors on terms no less exacting than the required
standards as set out in the Model Code for Securities



Transactions by Directors of Listed Issuers (as set out in
Appendix 10 to the Listing Rules). Specific enquiries
have been made with all Directors who have confirmed
that they have complied with the Bank’s Code for
Securities Transactions by Directors throughout the year
of 2012.

Directors’ interests in securities of the Bank and HSBC
Holdings plc as at 31 December 2012 are disclosed in
the Report of the Directors as set out in this Annual
Report.

Appropriate Directors’ liability insurance cover has also
been arranged to indemnify the Directors for liabilities
arising out of corporate activities. The coverage and
the sum insured under the policy are reviewed
annually.

Induction and Training for Directors
Induction programmes on the following key areas are
arranged for newly appointed Directors so that they
can discharge their responsibilities to the Bank properly
and effectively :

— the Bank’s business operations in Hong Kong;

— the Bank’s business operations and investments on
the Mainland; and

— the Bank’s controls and support functions.

Further, all Directors are provided with briefings and
trainings necessary to ensure that they have a proper
understanding of the Bank’s operations and business
and are fully aware of their responsibilities under the
applicable laws, rules and regulations. Such briefings
and trainings are provided at the Bank’s expenses. The
Bank also maintains proper records of the trainings
provided to and received by its Directors.

During the year, all Directors received briefings or
trainings in relation to the following topics :
— Basel lll update;

— business strategy of the Bank’s retail banking and
wealth management;

— Competition Ordinance in Hong Kong;

— new and revised supervisory policy manuals issued by
HKMA including the revised supervisory policy manual
on corporate governance of authorised institutions,
together with the Bank’s compliance status;

— latest changes to the Listing Rules including the
Corporate Governance Code, as well as the Bank's
compliance status; and

— statutory disclosure obligation under the Securities
and Futures Ordinance and the mechanism adopted
by the Bank to ensure compliance.

In addition, members of the Audit Committee, namely,
Dr Eric Li, Mr Richard Tang and Dr Marvin Cheung, also
attended an intensive session on the mechanism relating
to the determination of the Bank’s Core Risk Appetite
Measures. This provided them with more in-depth
background knowledge when reviewing the Bank’s risk
appetite profile on a quarterly basis.

To summarise, the Directors received trainings on the
following areas to update and develop their skills and
knowledge during the year :

Training areas

Corporate Business/
Directors Governance Regulatory Management
Executive Directors
Ms Rose W M Lee v vV vV
Mr Andrew H C Fung N N N
NEDs
Ms Anita Y M Fung N N N
Ms Sarah C Legg V v v
DrVincentH 'S Lo N N N
Mrs Dorothy K'Y P Sit N \ N
Mr Peter T S Wong V vV v
INEDs
Dr Raymond K F Ch'ien N, N N
Dr John C C Chan N \ N
Dr Marvin K T Cheung \V v v
Ms LY Chiang v Vv Vv
Dr Fred Zuliu Hu Vv v v
Mr Jenkin Hui v vV Vv
Dr Eric K C Li N N N,
Mr Richard Y S Tang N N \
Mr Michael W K Wu v v Vv
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Delegation by the Board

Board Committees

The Board has set up five Committees, namely, the
Executive Committee, Audit Committee, Risk Committee,
Remuneration Committee and Nomination Committee,
to assist it in carrying out its responsibilities.

Each of these Committees has specific written terms
of reference which set out in detail their respective
authorities and responsibilities. All Committees, except
the Executive Committee and Nomination Committee,
comprise solely of INEDs. All Committees report back
to the Board on their decisions or recommendations on
a regular basis.

Board

Executive Committee

Members:

Ms Rose W M Lee (Chairman)
Mr Andrew H C Fung

Mr Nixon L S Chan

Mr Andrew W L Leung

Mr Christopher H N Ho

Mr Donald Y S Lam

Mr Nai Pan Tang

Audit Committee

Members:

Dr Eric K C Li* (Chairman)
Mr Richard Y S Tang*
Dr Marvin K T Cheung*

Remuneration Committee

Members:

Dr John C C Chan* (Chairman)
Mr Jenkin Hui*
Dr Raymond K F Ch'ien*

Risk Committee

Members:

Dr Marvin K T Cheung* (Chairman)
Dr Eric K C Li*
Dr Fred Zuliu Hu*

Nomination Committee

Members:

Dr Raymond K F Ch'ien* (Chairman)
Ms Rose W M Lee

Dr John C C Chan*

Mr Jenkin Hui*

Mr Peter T S Wong#

* INEDs
# NED
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Executive Committee

The Executive Committee meets at least once each
month and operates as a general management committee
under the direct authority of the Board. It exercises the
powers, authorities and discretions as delegated by the
Board in so far as they concern the management and
day-to-day running of the Bank in accordance with its
terms of reference and such other policies and directives
as the Board may determine from time to time. The
Executive Committee also sub-delegates credit,
investment and capital expenditure authorities to its
members and senior executives.

To further enhance the Bank’s risk management
framework and in line with best practices, the Bank has
set up a Risk Management Committee to centralise the
risk management oversight function of the Group. The
Risk Management Committee reports directly to the
Executive Committee. Its main functions are to review,
analyse, evaluate, recognise and manage various risks
of the Bank, including all the eight types of risks stipulated
in the Supervisory Policy Manuals of HKMA, namely,
credit risk, market risk, liquidity risk, interest rate risk,
operational risk, legal and compliance risk, reputation
risk and strategic risk. In addition, the Risk Management
Committee also covers business (including insurance)
risk, pension risk, security and fraud risk, and sustainability
risk, and is responsible for approval of all risk management
related policies. Risk Management Committee meetings
are held monthly. Minutes of the meetings of Risk
Management Committee, which have been endorsed
by the Chairman of the Risk Management Committee
(i.e. the Chief Executive), are provided to the Executive
Committee and the Risk Committee for review.

Audit Committee

The Audit Committee meets at least four times a year,
with the Bank’s executives including, but not limited
to, the Chief Executive, Chief Financial Officer, Chief
Risk Officer and Head of Audit, and representatives of
Bank’s external auditor. The Committee reviews, among
other things, the Bank’s financial reporting, the nature
and scope of audit reviews, and the effectiveness of
the systems of internal control and compliance relating
to financial reporting. The Audit Committee is also
responsible for making recommendations to the Board
on the appointment, re-appointment, removal and
remuneration of the Bank's external auditor. In addition,
the Audit Committee has established a “Policy for the
Reporting of Improprieties” to provide a secured and
confidential channel through which all staff members
may report incidents of improprieties in a secured and
confidential manner so that the same will be timely and
thoroughly investigated and appropriate actions can
be taken promptly.



The Audit Committee reports to the Board following
each Audit Committee meeting, drawing the Board’s
attention to salient points that the Board should be
aware of, identifying any matters in respect of which
it considers that action or improvement is needed and
making relevant recommendations.

During the year, the Audit Committee held five regular
meetings and one informal meeting. The major work
performed by the Committee during 2012 included:

— reviewing the Bank’s financial statements for the year
ended 31 December 2011 and the related documents,
and the management letters and audit issues noted
by the Bank’s external auditor;

— reviewing the Bank’s interim financial statements for
the six months ended 30 June 2012 and the related
documents, and the issues noted by the Bank’s
external auditor;

— reviewing essential matters or reports relating to
financial control, internal audit, compliance and
internal control, and discussing the same with the
Management;

— reviewing risk-related matters including, but not
limited to, the Bank’s risk management framework,
risk appetite statement and profile, enterprise stress
testing analysis, risk dashboards, risk maps, top and
emerging risks, and balance sheet management
position;

— reviewing the Bank’s 2012 annual operating plan
and capital plan;

— reviewing the Bank’s capital management and internal
capital adequacy assessment process;

— reviewing the Bank’s progress in implementing Basel
II;

— reviewing regulatory review reports and internal audit
reports, and discussing the same with the Management
and Head of Audit;

— reviewing the revised accounting standards and
prospective changes to accounting standards, and
the impact on the Bank’s financial reporting;

— reviewing the internal audit plan for 2013;

— reviewing the remuneration and engagement letters
of the Bank’s external auditor, and its independence
and objectivity, and the effectiveness of the audit
process;

— reviewing the adequacies of resources, qualifications
and experience of staff of the Bank’s Accounting and
Financial Reporting function, Internal Audit function
and Risk Management function, and their training
programmes and budgets;

— reviewing the effectiveness of the Policy for the
Reporting of Improprieties and the incidents reported
through such channel; and

— exercising oversight over the audit and risk committees
(as appropriate) of the Bank’s principal subsidiaries.

The Audit Committee meets with the representatives
of the Bank’s external auditor and Head of Audit without
the presence of the Management at least once a year.
In addition, the Committee also meets with the
representatives of HKMA to maintain a regular dialogue
with the regulator and to share HKMA's general views
on their supervisory focus.

In order to identify areas for further enhancements, the
Audit Committee conducts an annual gap analysis as
regards the effective discharge of its role and
responsibilities pursuant to its terms of reference.

Risk Committee

The Risk Committee was set up in December 2012. It
meets at least four times a year, with the Bank'’s executives
including, but not limited to, the Chief Financial Officer,
the Chief Risk Officer, the Chief Compliance Officer
and the Head of Audit, and representatives of the Bank'’s
external auditor. The Committee is responsible for,
among other things, the Bank’s high level risk related
matters, risk appetite and tolerance, risks associated
with proposed strategic acquisitions or disposals, risk
management reports from the Management, the
effectiveness of the Bank’s risk management framework
and the systems of internal control and compliance
(other than internal financial control systems), and the
appointment and removal of the Bank’s Chief Risk
Officer.

The Risk Committee reports to the Board following each
Risk Committee meeting, drawing the Board's attention
to salient points that the Board should be aware of,
identifying any matters in respect of which it considers
that action or improvement is needed and making
relevant recommendations.

The Risk Committee meets with the Bank’s Head of
Audit without the presence of the Management at least
once a year.
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In order to identify areas for further enhancements, the
Risk Committee will conduct an annual gap analysis as
regards the effective discharge of its role and
responsibilities pursuant to its terms of reference.

Remuneration Committee

The Remuneration Committee meets at least twice a
year to consider and make recommendations to the
Board on the policy and structure for all remuneration
and fees of Directors, senior management and key
personnel in order to attract, motivate and retain quality
personnel. The Committee also determines the
remuneration policy, and the specific remuneration
packages of all Executive Directors, senior management
and key personnel. In addition, it also reviews at least
annually and independently of the Management, the
adequacy and effectiveness of the Bank’s remuneration
policy and its implementation to ensure that the
Bank’s remuneration policy is consistent with relevant
regulatory requirements and promotes effective risk
management.

In determining the bank-wide remuneration policy, the
Remuneration Committee will take into account the
Bank'’s business objective, people strategy, short-term
and long-term performance, business and economic
environment conditions, market practices and risk
management needs, in order to ensure the remuneration
aligns with business and individual performances,
promotes effective risk management, facilitates retention
of quality personnel and is competitive in the market.
The Committee may invite any Director, executive,
consultant or other relevant party to provide advice in
this respect.

The Remuneration Committee held two meetings in
2012. The major work performed by the Committee
during the year included:

— reviewing the outcome of the review of the Bank’ s
remuneration policy and remuneration system,
and the adequacy and effectiveness of its
implementation;

— reviewing the fees payable to the Chairman/Directors
and Board Committee Chairmen/members of the
Group and recommending the same to the Board
for approval;

— determining the remuneration packages of the Executive
Directors, senior management and key personnel of
the Bank; and the Vice-Chairman and Chief Executive
of Hang Seng Bank (China) Limited;

— reviewing the proposed variable pay for 2011 and
recommending the same to the Board for approval;
and

— reviewing the pay review proposal for 2012 and
recommending the same to the Board for
approval.

At the Remuneration Committee meeting held in February
2013, the Remuneration Committee also reviewed the
report on the alignment of risk and remuneration as
contained in the Bank’s remuneration policy.

In order to identify areas for further enhancements, the
Remuneration Committee conducts an annual gap
analysis as regards the effective discharge of its role
and responsibilities pursuant to its terms of reference.

Nomination Committee

The Nomination Committee was set up in March 2012
with primary objective to lead the process for Board
appointments and to identify and nominate for the
approval of the Board, candidates for appointment to
the Board. It meets at least twice a year.

The Nomination Committee also considers, among other
things, the structure, size and composition of the Board,
the balance of skills, knowledge and experience on the
Board leadership needs of the Bank, both executive and
non-executive, the independence of INEDs, the term of
appointment of NEDs, membership of Board Committees,
and the time required from NEDs.

The Nomination Committee had one meeting in 2012
following its establishment in March 2012. The major
work performed by the Committee during the year
included:

— reviewing the Nomination Committee’s terms of
reference;

— reviewing the policy relating to term of appointment
of NEDs;

— recommending to the Board for approval of the
composition of the Bank's Risk Committee; and

— recommending to the Board for approval of the
continuation of NEDs' term of appointment.

In order to identify areas for further enhancements, the
Nomination Committee will conduct an annual gap
analysis as regards the effective discharge of its role
and responsibilities pursuant to its terms of reference.



Attendance Records
The attendance records of Board and Board Committee meetings held in 2012 are set out in the following table:

Meetings held in 2012

Executive Audit Remuneration Nomination
2012 AGM Board Committee Committee Committee Committee

Number of Meetings 1 9gNote 1 13Note 2 5 2 1
Directors
Dr Raymond K F Ch'ien* (Chairman) 11 9/9 - - 2/2 11
Mrs Margaret Leung Note 3 1 5/5 5/5 - - -
Ms Rose W M Lee Note 4

(Vice-Chairman and Chief Executive) 7 6/6 8/8 - - 1/1
Dr John C C Chan* 1 9/9 - - 2/2 11
Dr Marvin K T Cheung* ”n 8/9 - 5/5 - -
Ms LY Chiang* 71 7/9 - - - -
Mr Andrew H C Fung ”n 9/9 1213 - - -
Ms Anita Y M Fung* 11 5/9 - = - -
Dr Fred Zuliu Hu* 171 7/9 - - - —
Mr Jenkin Hui* 171 7/9 - - 2/2 01
Ms Sarah C Legg* 11 7/9 - - - -
Dr Eric K C Li* 171 7/9 - 5/5 - -
Dr Vincent H S Lo* 171 8/9 - - - -
Mrs Dorothy K Y P Sit# 11 9/9 - - - _
Mr Richard Y S Tang* ”n 9/9 - 5/5 - -
Mr Peter T S Wong* 11 9/9 - - - 11
Mr Michael W K Wu* ”n 8/9 - - _ -
Senior Executives
Mr Nixon L S Chan - - 11/13 - - -
Mr Christopher H N Ho - - 13/13 - - -
Mr Donald Y S Lam - - 13/13 - - -
Mr Andrew W L Leung - - 12/13 - - -
Mr David W H Tam Note 5 - - 11 - - -
Mr Nai Pan Tang Note 6 - - 10/12 - - -
Average Attendance Rate 100% 88.9% 94.7% 100% 100% 80%

* INEDs
# NEDs

Note 1 The Board held eight regular meetings and one strategic session in year 2012.

Note2 The Executive Committee held 12 regular meetings and one ad hoc meeting in year 2012.

Note 3 Mrs Margaret Leung retired as Vice-Chairman and Chief Executive of the Bank with effect from 11 May 2012.
Note4 s Rose Lee was appointed as NED of the Bank with effect from 22 March 2012 and re-designated as Vice-Chairman and Chief Executive of the Bank with

effect from 11 May 2012.
Note 5 Mr David W H Tam retired and ceased to be a member of the Executive Committee with effect from 28 January 2012.

Note & Mr Nai Pan Tang was appointed as a member of the Executive Committee with effect from 28 January 2012.
Note 7 The Risk Committee was established on 12 December 2012 and did not hold any meeting during the year.
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Remuneration of Directors, Senior
Management and Key Personnel

The Bank’s policy on remuneration is to maintain fair
and competitive packages based on business needs and
industry practice.

Remuneration of Directors

The level of fees paid to NEDs is determined by reference
to factors including Directors’ workload and commitments
and fees paid by comparable institutions.

The following factors are considered when determining
the remuneration packages of Executive Directors:
— business needs;

— general economic situation;

— changes in appropriate markets such as supply/
demand fluctuations and changes in competitive
conditions;

— individual contributions to results as confirmed in the
performance appraisal process; and

— retention consideration and individual potential.

No individual Director will be involved in decisions
relating to his/her own remuneration.

The current and proposed Director’s fees, and additional
fees for Chairmen and members of the Audit Committee,
Risk Committee, Remuneration Committee and
Nomination Committee are set out below:

Fees for Fees/Proposed
2012 fees for 2013
(HKS$ ‘000) (HK$ ‘000)

Board of Directors
Chairman 440 59( Note 9
Vice-Chairman Nj| Note 8 N|L Note 8
Other Directors 34(Q Note 8 450 Notes 8 and 9
Audit Committee
Chairman 260 260 Note 10
Members 160 16Q Note 10
Risk Committee
Chairman N/A 260 Note 10
Members N/A 16Q Note 10
Members of both Audit Committee and Risk Committee N/A 280 Note 10
Remuneration Committee/Nomination Committee
Chairman 90 90
Members 60 60

Note 8 In line with the remuneration policy of HSBC Group, no Directors’ fees are paid to those Directors who are full time employees of

the Group.

Note 9 Having regard to the recent market trend, and the ever demanding regulatory requirements and industry best practices applicable to the
Bank which have significantly expanded the responsibilities and commitments of the Chairman and the NEDs, a resolution will be proposed

for approval by the Bank’s shareholders at the 2013 AGM to increase the fees payable by the Bank to the Chairman and the NEDs to
HK$590,000 per annum and HK$450,000 per annum respectively. If approved by the shareholders, the proposed increase in the fees
payable to the Chairman and the NEDs will become effective retrospectively as from 1 January 2013. More information on the proposed
fees to the Chairman and the NEDs is set out in the Circular in relation to the 2013 AGM to be issued in March 2013.

Note 10 Having regard to the latest market trend, and the workload and commitments required, the Board has approved the fees payable to the
Chairman and Members of Risk Committee, and INEDs who will be members of both Audit Committee and Risk Committee, which became

effective as from 1 January 2013. Further, the Board has approved to maintain the fees payable to the Chairman and Members of Audit

Committee after the establishment of Risk Committee.



Information relating to the remuneration of each Director
for the year ended 31 December 2012 is set out in Note
19 to the Bank’s 2012 Financial Statements.

Remuneration of Senior Management
and Key Personnel

There were 10 employees and three employees being
classified as Senior ManagementNote 1T and Key
Personnel Note 12 respectively during the year.

Aggregate amount of remuneration Not 13 of the Senior
Management and Key Personnel during the year,
split into fixed and variable remuneration, is set
out below:

2012 (13 employees)

Non-
Amount (HK$ ‘000) deferred Deferred
Fixed remuneration
Cash 34,326 -
Variable remuneration
Cash 20,211 2,165
Shares 1,443 9,166

Note 11 Senior Management refers to those executives who are either:

(a) members of the Executive Committee of the Bank, namely,
(i) Executive Directors; (ii) senior executives of the Bank at the
rank of Band 1; and if not already covered by the aforesaid,
(iii) Heads of the Bank’s major business lines, namely, Global
Banking and Markets, Retail Banking and Wealth
Management, and Corporate and Commercial Banking; (iv)
Chief Risk Officer; (v) Chief Financial Officer; and (vi) Chief
Operating Officer; or

(b) Head(s) of the Bank’s principal subsidiary/subsidiaries with
offshore operations and with total assets representing more
than 5% of the Bank'’s total assets.

Note 12 Key Personnel refers to those executives other than Senior
Management at the rank of Band 3 or above who are engaged
in trading and dealing activities which involve the assumption of
material risk or the taking on of material exposures on behalf of
the Group.

Note 13 Remuneration refers to all remuneration payments payable to
employees during the year with reference to their tenure as
Senior Management and Key Personnel.

Aggregate amount of deferred variable remuneration,
split into (a) vested and paid during the year and (b)
outstanding and unvested as at 31 December 2012, is
set out below:

Awarded
Awarded for for Prior
Performance Performance
Amount (HK$ ‘000) Year 2012 Years
Vested and paid out
during 2012
Cash - 1,723
Shares - 27,105
Outstanding and
unvested as at
31 December 2012
Cash 2,165 7,783
Shares 9,166 23,199

There was no deferred variable remuneration being
reduced through performance adjustments in 2012.

Quantitative information on employees’ exposure to
implicit (e.g. fluctuations in the value of shares or
performance units) and explicit adjustments (e.g. malus,
clawbacks or similar reversals or downward revaluations
of awards) of deferred remuneration and retained
remuneration is set out below:

Amount (HK$ ‘000)

Total amount of outstanding deferred
remuneration and retained
remuneration exposed to ex post

explicit/implicit adjustments 42,313
Total amount of reductions during the

year due to:

— Ex post explicit adjustments -

— Ex post implicit adjustments +9,501

No Senior Management or Key Personnel has been
awarded or paid guaranteed bonus, new sign-on or
severance payment during the year.
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Accountability and Audit

Financial Reporting

The Board aims at making a balanced, clear and
comprehensive assessment of the Bank’s performance,
position and prospects. An annual operating plan is
reviewed and approved by the Board on an annual
basis. Reports on financial results, business performance
and variances against the approved annual operating
plan are submitted to the Board for regular review and
monitoring at Board meetings.

Strategic planning cycles are generally from three to
five years. The Bank'’s strategic plan 2013-2015 was
reviewed and approved by the Board in January 2013.
Progress on the implementation of the key initiatives
in the strategic plan is reported to and reviewed by the
Board on a regular basis.

The annual and interim results of the Bank are announced
in a timely manner within the limits of three months
and two months respectively after the end of the relevant
year or period.

The Directors acknowledge their responsibilities for
preparing the accounts of the Bank. As at 31 December
2012, the Directors were not aware of any material
uncertainties relating to events or conditions which may
cast significant doubt upon the Bank’s ability to continue
as a going concern. Accordingly, the Directors have
prepared the financial statements of the Bank on a
going-concern basis.

The responsibilities of the external auditor with respect
to financial reporting are set out in the Independent
Auditor’s Report attached to the Bank’s 2012 Financial
Statements.

Internal Controls

System and Procedures

The Board is responsible for internal control at the Group
and for reviewing its effectiveness.

The Bank’s internal control system comprises a well-
established organisational structure and comprehensive
policies and standards. Areas of responsibilities for each
business and functional unit are clearly defined to ensure
effective checks and balances.

Procedures have been designed for safeguarding assets
against unauthorised use or disposition; for maintaining
proper accounting records; and for ensuring the
reliability of financial information used within the
business or for publication. The procedures provide

reasonable but not absolute assurance against material
errors, losses or fraud. Procedures have also been
designed to ensure compliance with applicable laws,
rules and regulations.

Systems and procedures are in place in the Bank to
identify, control and report on the major types of
risks the Bank encounters. Business and functional
units are responsible for the assessment of individual
types of risk arising under their areas of responsibilities,
the management of the risks in accordance with risk
management procedures and the reporting on risk
management. The Bank maintains an effective risk
management framework through the setting up of
specialised management committees for the oversight
and monitoring of major risk areas and the
establishment of risk management departments for
relevant functions of the Bank. Relevant risk
management reports are submitted to Asset and
Liability Management Committee, Risk Management
Committee, Executive Committee and Risk Committee,
and ultimately to the Board for monitoring the
respective types of risk. The Bank’s risk management
policies and major control limits are approved by the
Board or its delegated committees, and are monitored
and reviewed regularly according to established
policies and procedures.

More detailed discussion on the policies and procedures
for management of each of the major types of risk the
Bank encounters are set out in the risk management
section of the “Financial Review” in this Annual Report,
and in Note 62 to the Bank’s 2012 Financial Statements.

Annual Assessment

A review of the effectiveness of the Bank’s internal
control system covering all material controls, including
financial, operational, compliance, and risk management
controls, is conducted annually. The review at the end
of 2012 was conducted with reference to the COSO
(The Committee of Sponsoring Organisations of the
Treadway Commission) internal control framework,
which assesses the Bank's internal control system
against the five elements of control environment, risk
assessment, control activities, information and
communication, and monitoring. The Bank has also
conducted an annual review to assess the adequacy
of resources, qualifications and experience of staff of
the Bank’s accounting and financial reporting function,
and their training programmes and budget. The
approach, findings, analysis and results of these annual
reviews have been reported to the Audit Committee
and the Board.



Framework for Disclosure of Inside
Information

The Bank has put in place a robust framework for the
disclosure of inside information in compliance with the
Securities and Futures Ordinance. The framework sets
out the procedures and internal controls for the handling
and dissemination of inside information in a timely
manner so as to allow the shareholders, customers,
staff and other stakeholders to apprehend the latest
position of the Group. The framework and its effectiveness
are subject to review on a regular basis according to
established procedures.

Internal Audit

The internal audit function provides independent,
objective assurance to the Management and the Audit
Committee over the risk management, governance and
controls framework, including financial controls, to add
value and to improve operations through process
and control enhancement recommendations. It
accomplishes its objectives by bringing a systematic,
disciplined approach to the evaluation and improvement
of the effectiveness of risk management, control,
and governance processes and thereby helps the
Management to achieve its own objectives within its
stated risk appetite and in accordance with the Bank's
ethics, values and standards. The scope of work of the
internal audit function is to provide assurance as to
whether the framework of risk management, control,
and governance processes, as designed and represented
by the Management, is adequate and functioning.
Opportunities for improving management and financial
control, profitability, best practice and the Bank’s
corporate image may be identified during audits and
will be communicated to the appropriate level of the
Management. The Bank’s Head of Audit reports to the
Chairman and the Audit Committee.

External Auditor

KPMG is the Bank’s external auditor. The Audit Com-
mittee is responsible for making recommendations to
the Board on the appointment, re-appointment, removal
and remuneration of the external auditor. The external
auditor’s independence and objectivity, and the
effectiveness of the audit process are also reviewed and
monitored by the Audit Committee on a regular basis.

During 2012, fees paid to the Bank’s external auditor
for audit services amounted to HK$12.7m, compared
with HK$13.3m in 2011. For non-audit services, the
fees paid to the Bank’s external auditor amounted to
HK$7.6m, compared with HK$6.7m in 2011.In 2012,

the significant non-audit service assignments covered
by these fees include the following:

Fees paid

Nature of service (HK$Sm)
Other assurance services 7.1
Tax services 0.5
7.6

Audit Committee

The Audit Committee assists the Board in meeting its
responsibilities for ensuring effective systems of internal
control and compliance relating to financial reporting,
and in meeting its financial reporting obligations.

Risk Committee

The Risk Committee assists the Board in meeting its
responsibilities for ensuring effective systems of risk
management, internal control and compliance (other
than that relating to financial reporting), and in meeting
its risk governance obligations.

Communication with Shareholders
Effective Communication

The Bank attaches great importance to communication
with shareholders. To this end, a number of means are
used to promote greater understanding and dialogue
with the investment community. The Bank holds group
meetings with analysts in connection with the Bank’s
annual and interim results. The results announcements
are also broadcast live via webcast. Apart from the
above, designated senior executives maintain regular
dialogue with institutional investors and analysts to
keep them abreast of the Bank's development, subject
to compliance with the applicable laws and regulations.
Including the two results announcements, over a hundred
meetings with analysts and fund managers were held
in 2012. In addition, the Bank’s Vice-Chairman and
Chief Executive, and Chief Financial Officer also made
presentations and held group meetings with investors
at investor forums.

Further, the Bank's website (www.hangseng.com)
offers timely access to the Bank’s financial information,
announcements/circulars to shareholders and information
on the Bank's corporate governance structure and
practices. For efficient communication with shareholders
and in the interest of environmental preservation,
shareholders are encouraged to browse the Bank’s
corporate communications on the Bank’s website, in
the place of receiving printed copies of the same.
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The AGM provides a useful forum for shareholders to
exchange views with the Board. The Bank’s Chairman,
Executive Directors, Chairmen of the Board Committees
and NEDs are available at the AGM to answer questions
from shareholders about the business and performance
of the Bank. In addition, the Bank’s external auditor is
also invited to attend the AGM to answer questions
about the conduct of the audit, and the preparation
and contents of the auditor’s report. Separate resolutions
are proposed at general meetings for each substantial
issue, including the re-election and election (as the case
may be) of individual Directors. An explanation of the
detailed procedures of conducting a poll will be provided
to shareholders at the AGM, to ensure that shareholders
are familiar with such procedures.

The Bank's last AGM was held on Friday, 11 May 2012
at Hang Seng Bank Headquarters, 83 Des Voeux Road
Central, Hong Kong. All the resolutions proposed at
that meeting were approved by the shareholders by
poll voting. Details of the poll results are available under
the investor relations section of the Bank’s website at
www.hangseng.com.

The next AGM will be held on Thursday, 16 May 2013,
the notice of which will be sent to shareholders at least
20 clear business days before the said meeting.
Shareholders may refer to the section “Corporate
Information and Calendar” in this Annual Report for
information on other important dates for shareholders
in year 2013.

Calling an Extraordinary General
Meeting

Shareholder(s) holding not less than 5 percent of the
paid-up capital of the Bank may requisition an
Extraordinary General Meeting of the Bank.

The requisition must (a) state the objects of the meeting,
(b) be signed by the requisitionist(s) and (c) be deposited
at the Bank’s registered office at 83 Des Voeux Road
Central, Hong Kong. It may also consist of several
documents in like form, each signed by one or more
requisitionist(s).

The requisition must also (a) state the name(s) of the
requisitionist(s), (b) the contact details of the
requisitionist(s) and (c) the number of ordinary shares
of the Bank held by the requisitionist(s).

The Directors must proceed to convene an Extraordinary
General Meeting within 21 days from the date of the

deposit of the requisition. Such meeting should be held
on a day not more than 28 days after the date on which
the notice convening the meeting is given.

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

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

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

Putting Forward Proposals at General
Meetings

Shareholders holding not less than 2.5 percent of the
paid-up capital of the Bank, or, not less than 50
shareholders each holding specified number of shares
in the Bank, may:

— put forward proposal at general meeting;

— circulate to other shareholders written statement
with respect to matter to be dealt with at general
meeting.

For further details on the shareholder qualifications,
and the procedures and timeline, in connection with
the above, shareholders are kindly requested to refer
to Section 115A of the Companies Ordinance (Chapter
32 of the Laws of Hong Kong).

Further, a shareholder may propose a person other
than a retiring Director of the Bank for election as a
Director of the Bank at a general meeting. For such
purpose, the shareholder must send to the Bank'’s
registered address (for the attention of the Bank's
Company Secretary) a written notice which identifies
the candidate and includes a notice in writing by that
candidate of his/her willingness to be so elected. Such
notice must be sent within a period of not less than
seven days commencing no earlier than the day after
the despatch of the notice of the meeting appointed
for such election and ending no later than seven days



prior to the date of such meeting. Procedures for
shareholders to propose candidates for election as
Directors of the Bank are also available on the website
of the Bank (www.hangseng.com).

Putting Enquiries to the Board

Shareholders may send their enquiries requiring the
Board’s attention to the Bank’s Company Secretary at
the Bank’s registered address. Questions about the
procedures for convening or putting forward proposals
at an AGM or Extraordinary General Meeting may also
be put to the Company Secretary by the same means.

Shareholders Communication Policy

The Bank has established a Shareholders Communication
Policy to set out the Bank’s processes to provide
shareholders and the investment community with ready,
equal and timely information on the Bank for them to
make informed assessments of the Bank’s strategy,
operations and financial performance, and to encourage
them to take active interest in the Bank.

Material Related Party Transactions

and Connected Transactions

Material Related Party Transactions and
Contracts of Significance

The Bank’s material related party transactions are set
out in Note 61 to the 2012 Financial Statements. These
transactions include those that the Bank has entered
into with its immediate holding company and fellow
subsidiary companies in the ordinary course of its
interbank activities, including the acceptance and
placement of interbank deposits, corresponding banking
transactions, off-balance sheet transactions, and the
provision of other banking and financial services.

The Bank uses the information technology services of,
and shares an automated teller machine network with,
The Hongkong and Shanghai Banking Corporation
Limited, its immediate holding company. The Bank also
shares information technology and certain processing
services with fellow subsidiaries on a cost recovery basis.
In 2012, the Bank’s share of the costs included HK$121m
for system development, HK$225m for data processing,
and HK$240m for administrative services.

The Bank maintains a staff retirement benefit scheme
for which a fellow subsidiary company acts as insurer
and administrator. As part of its ordinary course of
business with other financial institutions, the Bank also
markets Mandatory Provident Fund products and
distributes retail investment funds for fellow subsidiaries,

with a fee income of HK$202m and HK$63m respectively
in 2012. Hang Seng Investment Management Limited,
a wholly owned subsidiary of the Bank, manages, in
the ordinary course of its business, a fund administered
by a fellow subsidiary, to which management fee rebates
were made. The rebate for 2012 amounted to
HK$75m.

These transactions were entered into by the Bank in the
ordinary and usual course of business on normal
commercial terms, and in relation to those which
constituted connected transactions under the Listing
Rules, they also complied with applicable requirements
under the Listing Rules. The Bank regards its usage of
the information technology services of The Hongkong
and Shanghai Banking Corporation Limited (amount of
information technology services cost incurred for 2012:
HK$479m) as contracts of significance for 2012.

Continuing Connected Transactions
On 22 June 2010, Hang Seng Insurance Company
Limited (“HSIC"), a wholly-owned subsidiary of the
Bank, entered into the following agreements :

(a) a management services agreement (“Management
Services Agreement”) with HSBC Life (International)
Limited (“INHK") for a term of three years commencing
from 22 June 2010, pursuant to which INHK, directly
or through one or more of its affiliates, would provide
to HSIC certain management services.

INHK would charge HSIC for the provision of the
services on a fully absorbed cost basis plus a mark-
up of 5%. These charges have been determined
following negotiation on an arm’s length basis and
in accordance with the policy of the HSBC Group,
which has taken into account the transfer pricing
guidelines of UK and the Organisation for Economic
Co-operation and Development.

(b) an investment management agreement (" Investment
Management Agreement”) with HSBC Global Asset
Management (Hong Kong) Limited (“AMHK") for
a term of three years commencing from 22 June
2010, pursuant to which AMHK would act as
investment manager in respect of certain of HSIC's
assets held from time to time.

HSIC would pay, on a quarterly basis, to AMHK a fee
of between 0.17% and 0.375% per annum of the
mean value of the assets under management, which
has been determined on an arm’s length basis.
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Details of the terms of and the caps under the
Management Services Agreement and the Investment
Management Agreement for the period from 22 June
to 31 December 2010, and for the years ended 31
December 2011 and 2012, and for the period from 1
January to 21 June 2013, were announced by the Bank
on 22 June 2010.

The Directors believed that the Management Services
Agreement would enable HSIC to run at a reasonably
low cost structure by leveraging on the shared
infrastructure and expertise of INHK. The resulting cost
efficiency has contributed to increased competitiveness
of HSIC's manufactured products in the market, which
the Directors considered to be essential to the future
business growth of HSIC.

The Investment Management Agreement was based on
the commercial terms set out in the previous investment
management agreement which expired on 21 June 2010
and the Directors (including the INEDs) believed that
these terms should remain in place.

INHK and AMHK are both indirect wholly-owned
subsidiaries of HSBC Holdings plc, the ultimate controlling
shareholder of the Bank and therefore are connected
persons of the Bank. Accordingly, the Management
Services Agreement and the Investment Management
Agreement constituted continuing connected transactions
of the Bank. The Bank has complied with the disclosure
requirements in accordance with Chapter 14A of the
Listing Rules.

For the year ended 31 December 2012, the aggregate
amount paid under the Management Services Agreement
was HK$84m, whereas the aggregate amount paid
under the Investment Management Agreement was
HK$67m.

In respect of the Management Services Agreement and
the Investment Management Agreement which
constituted the Bank's continuing connected transactions,
all the INEDs of the Bank have reviewed the said
transactions and confirmed that the said transactions
have been entered into:

(@) in the ordinary and usual course of business of the
Group;

(b) on normal commercial terms; and

(c) inaccordance with the relevant agreements governing
the same on terms that are fair and reasonable and
in the interests of the Bank and its shareholders as
a whole.

Further, the Bank has engaged its external auditor to
report on the Group’s continuing connected transactions
in accordance with Hong Kong Standard on Assurance
Engagements 3000 “Assurance Engagements Other
Than Audits or Reviews of Historical Financial Information”
and with reference to Practice Note 740 "Auditor’s
Letter on Continuing Connected Transactions under
the Hong Kong Listing Rules” issued by the Hong Kong
Institute of Certified Public Accountants. The auditor
has issued an unqualified letter containing their findings
and conclusions in respect of the continuing connected
transactions set out in the preceding paragraphs in
accordance with Listing Rule 14A.38. A copy of the
auditor’s letter has been provided by the Bank to The
Stock Exchange of Hong Kong Limited.

Human Resources

The human resources policies of the Bank are designed
to attract people of the highest calibre and to motivate
them to excel in their careers, as well as uphold the
Bank’s brand equity and culture of quality service.

Employee Statistics

As at 31 December 2012, the Bank'’s total headcount
was 9,680, representing a decrease of 154, or 1.6%,
compared with a year earlier. The total headcount
comprised 1,493 executives, 4,153 officers and 4,034
clerical and non-clerical staff. The reduction in headcount
was mainly caused by enhancement in operational
efficiency and a longer lead time in recruiting new hires
due to difficulties in identifying suitable candidates in
the market.

Employee Remuneration

The Remuneration Committee oversees the Bank’s
overall reward strategy and ensures all the reward
policies are carefully considered in the context of
business objective, people strategy, commercial
competitiveness and regulatory guidance during their
formulation. The Committee may invite any Director,
executive, consultant or other relevant party to provide
advice in this respect. The fundamental principles,
philosophies and processes are documented in the
Bank’s remuneration policy.



The Bank adopts a Total Reward Approach. In determining
the total remuneration for employees, the Bank will
make reference to individual’s responsibility, capability
and risk profile of the job to ensure an appropriate
balance between the fixed pay and variable pay.

Fixed pay is determined by taking into account relevant
level and composition of pay in the markets in which
the Bank operates. Salaries are reviewed in the context
of business performance, individual performance and
potential, market practice, internal relativities, risk
management requirements and competitiveness
compared to peers.

Bank-wide variable pay budgets are formulated in
consideration of the Bank’s business performance,
people strategy and the risk appetite parameters,
including operational risk, credit risk, funding / liquidity
risk, risk adjusted return and capital strength. This helps
to ensure that the variable pay pool is shaped by risk
considerations and the Bank’s performance is sustainable
in the long-term. The ex ante risk adjustment of
remuneration within the Bank is achieved in the way
that the Risk Committee of the Bank will advise the
Board and/or the Remuneration Committee, as
appropriate, on the alignment of risk appetite with
performance objectives set in the context of variable
incentive and on whether any adjustments for risk need
to be applied when considering performance objectives
and actual performance. In addition, the overall variable
pay funding proposal is refined with reference to the
advice of Chief Risk Officer and Chief Financial Officer
in respect of the Bank’s financial position and performance
against its Risk Appetite profile.

Variable pay is determined with respect to individual’s
performance against respective financial and non-
financial goals and measures including sales quality,
customer satisfaction, values and behaviours, adherence
to risk and compliance and the relevant governance
criteria. Under such arrangement, the performance and
remuneration of control function staff is assessed
according to a performance scorecard specific to the
functional role they undertake which is independent
of the businesses they oversee.

Variable pay consists of deferred and non-deferred
components in the forms of cash and share award. The
Bank adopts a progressive deferral mechanism with

higher deferral rates and different forms of deferral by
reference to (a) the employee’s seniority, role,
responsibilities and the potential risks that their activities
may create for the Bank; and (b) their total amount of
variable remuneration exceeding the prescribed
thresholds. The deferred award has a vesting period of
three to five years and is subject to clawback under
certain specific circumstances with respect to the
awardee’s conduct or the Bank’s performance.

The principles of the remuneration policy are applicable
to the Group, subject to the local legislative requirements
and market practices and are proportionate to the scope
and complexity of the local business.

Employee Engagement
The Bank continues to build a best place to work by
promoting employee engagement and by driving a
diversity and inclusive culture.

The Pulse Survey was conducted quarterly in 2012 and
follow up actions were taken as a continuous effort to
drive business performance and a value-based culture
across the Bank. The results showed that the Bank’s
strategies are well communicated and implemented by
leaders and staff, and that our culture is moving towards
one driven by the Bank’s corporate values. The Bank
also puts a continuous focus on improving business
performance through enhancing connectivity between
the businesses and engagement of the employees.

Growth and Development

The Bank is committed to ensure the competence and
ethical behaviour of staff members with due regard to
the principles set out in HKMA's Supervisory Policy
Manual CG-6 on “Competence and Ethical Behaviour”.
The Bank has established policies and procedures for
monitoring, developing and maintaining the competence
levels and ethical behaviour of staff members. These
include clear guidance as set out in various policy
manuals, robust performance management system and
training and development solutions provided on regular
and need basis.

In order to fully develop staff competence and potential,
the Bank has a comprehensive induction programme
that provides new staff with an understanding of the
Bank’s history, culture, values and corporate governance.
To equip staff members to meet future challenges and
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professional requirements, especially those who are
involved in regulated businesses and activities, the
Bank offers a wide range of training and development
programmes in the areas of sales and relationship
management, products, operations, compliance, credit
and risk. The Bank also offers Professional Qualifications
and Education Award Scheme to support staff members
to pursue professional or academic qualifications.
On average, our staff members received six days of
training in 2012.

The Bank aims to strengthen the leadership pipeline
and support the personal growth of staff by providing
a broad range of leadership and management
development solutions. To ensure sustainability, the
Bank has strategy, measures and metrics to plan and
manage succession to critical roles, and to facilitate
talent feed to the succession pipeline. Line businesses
and the Human Resources function are connected to
accelerate the development of talents and high potential
staff through a mix of on-the-job training, coaching
and learning interventions.

With a strategic focus to further strengthen the leading
service brand of the Bank, a series of training and on-
the-job development solutions were launched in 2012
for managerial staff and front line staff of the Bank’s
branch network. Through these, branch network staff
are reinforced with the mindset and skills to effectively
lead, drive and deliver service excellence to the Bank'’s
customers.

Recruitment and Retention

Following the uncertain economic outlook in year 2011,
headcount has been closely monitored in the first half
of 2012 and external recruitment was focused on front
line sales and critical specialist positions justified by
business needs. Active recruitment activities gradually
resumed in the second half of 2012, especially for front
line sales positions, experienced professionals and
specialists to meet business needs and for replacement
of staff turnover.

Young talents are constantly recruited and groomed
through well-structured, intensive development
programmes. Further, trainee programmes have been
provided for jobs in selected functional areas in order to
build pipeline for succession. There were also conscious
efforts on retention of talents and key staff through review
of career advancement opportunities and remuneration
package to ensure market competitiveness.

Other Information

Organisational Structure

Under the Bank’s current organisational structure, the
Bank’s businesses and functions are set out as follows:

Businesses

Retail Banking and Wealth Management
Corporate and Commercial Banking
Global Banking and Markets

Functions

Audit

Communications

Company Secretarial Services
Corporate Sustainability
Financial Control

Human Resources

Legal

Marketing

Risk and Compliance
Strategic Planning and Corporate Development
Technology and Services

Business Principles and Values

The Bank has a set of well-founded business principles
and corporate values guiding staff to keep the highest
personal standards of integrity as well as to comply
with the spirit and letter of all laws and regulations
when conducting business. “Courageous Integrity” is
the guid