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CORPORATE PROFILE
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Our Mission

We at BEA strive to provide best in class financial

services, always demanding the highest standard of
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professionalism and integrity of ourselves. With a

commitment to quality of service, we focus on satisfying
customer needs. We aim to grow, together with our
customers, our shareholders and our colleagues.
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Incorporated in 1918, The Bank of East Asia, Limited is Hong
Kong’s largest independent local bank with total consolidated
assets of HK$765.7 billion (US$98.7 billion) as of 31st December,
2016. Listed on The Stock Exchange of Hong Kong, the Bank is a
constituent stock of the Hang Seng Index.

BEA is dedicated to providing comprehensive corporate banking,
personal banking, wealth management, and investment services
to its customers in Hong Kong, Mainland China, and other major
markets around the world.

The Bank maintains one of the largest retail networks of any bank
in Hong Kong, with full-service branches, SupremeGold Centres for
high net-worth customers, and innovative, extended hour i-Financial
Centres conveniently located throughout the city.

In Mainland China, BEA's wholly-owned subsidiary, The Bank of East
Asia (China) Limited operates more than 110 outlets in 44 cities —
one of the most extensive networks of any foreign bank in China.

Overseas, the Bank maintains an active presence in Southeast Asia,
the United Kingdom, and the United States. Worldwide, BEA serves
customers through more than 220 outlets and offers rewarding and
challenging career opportunities to over 10,000 employees.

The BEA Group’s subsidiaries further broaden the Bank’s product
offering to meet the increasingly diverse and sophisticated needs of
a burgeoning customer base. BEA's wholly-owned subsidiaries, BEA
Life Limited and Blue Cross (Asia-Pacific) Insurance Limited, serve as
the Bank’s life insurance and general insurance arms, respectively,
and provide a comprehensive range of insurance solutions for
individual and corporate customers.

The BEA Group strives to be a positive, enabling force in the
communities it serves and is committed to long-term sustainable
development. The Group integrates social, environmental, ethical,
employee, and customer concerns into its business and operations
with the aim of aligning the interests of its stakeholders and the
society at large.

For more information on BEA, please visit your nearest BEA branch
or visit the Bank’s homepage at www.hkbea.com.
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FINANCIAL HIGHLIGHTS
MERE

03

2016 2015
HK$ Million HK$ Million ~ Change &8}
BEEET BEAET % BAE
Profitability Z R 5
Total operating income from continuing operations
KB FHER S EI 2 WA 14,850 15,867" -6.4
Profit attributable to owners of the parent from
continuing operations
REFBREEB 2 I RBNAE B R % 3,505 5,305' -33.9
Profit attributable to owners of the parent
A] 5 BB A 7 B B A BR O A 3,723 5,522 -326
Balance Sheet Strength EE& &R
Total advances to customers and trade bills
EPBHRE S ERLHE 466,182 461,039 +1.1
Total assets
BERRE 765,706 781,364 -2.0
Total deposits
(EE 564,646 578,020 -2.3
Total equity
PR R M 4B R 86,636 85,641 +1.2
Earnings Per Share and Dividends Per Share
BREBFNRZREKRE
Basic earnings from continuing operations
KEFFBREEB 2 EARRT HK$1.12 HK$1.86 -39.8
Basic earnings
EAREN HK$1.21 HK$1.95 -37.9
Dividends
[¢5) HK$0.56 HK$0.88 -36.4
Key Ratios T ELt
Return on average assets
T B E @ R E 0.4% 0.6%
Return on average equity
IR R A A [ R R 4.1% 6.6%
Cost-to-income ratio from continuing operations
KB FHREEE 2 A S A L& 56.2% 56.1%
Loan to deposit ratio
EREERL X 80.4% 76.4%
Impaired loan ratio
WMEER L & 1.5% 1.1%
Average liquidity coverage ratio  -first quarter $F—FE 151.3% 127.2%
FHRE MBS X -second quarter 5 —ZFE 141.2% 137.5%
-third quarter F=FE 133.5% 132.1%
-fourth quarter SEMNZEE 137.2% 151.2%
Common Equity Tier 1 capital ratio
R R EAR 12.1% 12.2%
Tier 1 capital ratio
—RENRLLE 13.5% 13.7%
Total capital ratio
AR X 17.4% 17.2%

! Restated E#f
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FIVE-YEAR FINANCIAL SUMMARY
SEMBEH=E

TOTAL EQUITY
B RS AR

HK$ Million
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FIVE-YEAR FINANCIAL SUMMARY (CONTINUED)
SEMBBE (F)

PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT

R BRA K E R REF

HK$ Million

BEEET
7,000 6,613 6,661

6,056

Gy 5,522
5,000
4,000 3,723
3,000
2,000

1,000

2012 2013 2014 2015 2016

FIVE-YEAR COMPARISON

5F LB
2012 2013 2014 2015 2016
HK$ Million HK$ Million HK$ Million HK$ Million HKS$ Million
BEEHET BEHET BEEHET BEHET BYEEERL
Total equity
R B RS 4T 61,639 68,234 73,444 85,641 86,636
10| GEposis 526,140 577,900 592,582 578,020 564,646
TFasBzE ' ' ' ' ’
Advances to customers
EEB% 350,720 405,357 443,287 441,506 454,242
Total assets
BEWE 692,114 753,954 795,891 781,364 765,706
Loan to deposit ratio o o o 9 o
EHUEZ Y R 67% 70% 75% 76% 80%
Profit attributable to
owners of the parent 6,056 6,613 6,661 5,522 3,723
Bl s S E S
Earnings per share
SREF HK$2.72 HK$2.78 HK$2.72 HK$1.95 HK$1.21
Dividends per share
HK$1.06 HK$1.11 HK$1.11 HK$0.88 HK$0.56

SRS
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CHAIRMAN'S STATEMENT

Economic growth in Hong Kong and the Mainland
slowed further in 2016. Amidst the generally weak
market conditions, the short-term performance of The
Bank of East Asia has suffered. Nonetheless, our medium
and long-term goals — to deliver ever more innovative,
efficient and reliable financial services for the Greater
China market — are firmly on track.

In 2016, The Bank of East Asia Group earned a Profit
Attributable to Owners of the Parent of HK$3.72 billion,
representing a decline of HK$1.80 billion, or 32.6%,
compared to a profit of HK$5.52 billion in 2015. Basic
earnings per share stood at HK$1.21.

The Board has declared a 2016 second interim dividend
of HK$0.28 per share, bringing the dividend for the year
to HK$0.56 per share. This represents a dividend pay-out
ratio of 46.7%, compared to 46.4% in the previous year.

ST

P $\

By maintaining the pay-out level, we are demonstrating
our commitment to our shareholders, and our confidence
in the medium and long-term prospects of this bank.

Notably, across the Group, operating income increased
by 8.3% in the second half of 2016 compared to the first
half, an encouraging sign as we enter 2017.

STRATEGY

Meeting the challenging operating environment head on,
we set clear priorities at the beginning of 2016. At the
top of our agenda, we vowed to strengthen oversight
of asset quality and implement strict cost control. At the
same time, we announced our vision for the 21st century,
committing ourselves to a digital banking future.

We have made significant progress in most areas during
the year. However, market conditions prevented us from
achieving all of our goals.

Hong Kong asset quality declined, partly due to the fall
in the value of the RMB and partly due to other factors.
We are working closely with our clients to assist them to
adjust to the changing environment.

Dr. the Hon. Sir David LI Kwok-po
Chairman & Chief Executive
FEFTHARE,

FEBESLT
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CHAIRMAN'S STATEMENT (CONTINUED)

While the credit situation on the Mainland remains
difficult, we are hopeful that the position has stabilised.
The gross impaired loan formation rate at BEA China has
declined year on year. As highlighted last year, we have
established a special asset management team to manage
and recover the BEA China impaired loan portfolio more
proactively.

We are reducing our exposure to underperforming sectors
of the Mainland economy, including wholesale and retail,
hotels and manufacturing. In order to further offset risk,
we are developing new business opportunities in priority
sectors of the economy that are receiving favourable
treatment from the Central Government. We doubled
our aggregate loan balance to these priority industries in
2016.

REDUCING COSTS

At the start of 2016 we announced a three-year cost-
reduction campaign. We achieved 40% of our three-year
plan during the first year, although the cost savings will
only be fully reflected in our results in the coming years.

In Hong Kong, progress has been achieved in three main
areas: Business realignment, operations excellence and
streamlining the branch network. As part of the business
realignment exercise, we closed all East Asia Securities
retail outlets and migrated broking clients to our digital,
mobile and telephone service channels.

We are actively managing our Hong Kong deposit base
in order to reduce the cost of funding. Through targeted
marketing, we raised our average current and savings
account ratio by some three percentage points during the
past year.

We have also made significant strides in reducing costs
at BEA China. Largely through managed attrition, our
Mainland subsidiary reduced its workforce by about 10%
in 2016.

As announced last year, BEA China is merging sub-
branches on the Mainland in order to improve branch
efficiency. Our Mainland subsidiary achieved its targets
for 2016, combining nine sub-branches. The cost savings
will start to become more apparent in 2017, as further
rationalisation of the Mainland branch network continues.

BEA China has also targeted funding costs, lowering the
cost of deposits by adjusting its deposit structure.

Going forward, BEA China will further expand cooperation
with internet finance partners in order to reach a larger
customer base without the need for substantial fixed
investment, and to chart a new growth path for future
development in the new economy.

DIGITAL BANKING

We remain on track to roll out the digital branch model
across Hong Kong by the end of 2017. By embracing
digital technology in our branches and by expanding our
online services, we have been able to reduce floor space
and streamline our branch network while improving
services to our customers. Moreover, with transactions
moved to our digital channels, our staff can spend more
time advising clients on financial management, thus
increasing product sales and contributing to our goal of
earning more fee income.

In the second half of 2017, we will introduce an expanded
mobile banking platform in Hong Kong, incorporating
stock trading, enhanced credit-card services and personal
loan services. We also plan enhancements to our
Corporate Cyberbanking platform, providing even tighter
integration with our client’s needs. In addition, we will
debut a new online securities trading service for our Hong
Kong Private Banking customers.
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CHAIRMAN'S STATEMENT (CONTINUED)

OVERSEAS

In 2016, our overseas offices benefitted from strong
interest in investment in Great Britain and the United
States by local and Mainland clients. In 2017, our
overseas branches will further enhance collaboration
with BEA China and the Bank Group’s strategic partners.
More emphasis will be placed on corporate and
syndication loans, while we will be selective in advancing
retail customer loans.

TRICOR HOLDINGS

On 5th October, 2016, the Bank announced the disposal
of Tricor Holdings for a cash consideration of HK$6,470
million. The disposal is expected to be completed in
the first quarter of 2017. This will lead to a notable
enhancement in the capital strength of the Bank Group.

At the end of December 2016, our Common Equity Tier 1
capital ratio stood at 12.1%.

OUTLOOK

Looking ahead, we will redouble our efforts to serve the
advanced sectors of the economy and will carry forward
our medium and long-term goals by pursuing digital
transformation, further improving efficiency, and drawing
increased value from our unique China franchise.

For 2017, we aim to increase non-interest income,
mainly from treasury, insurance and wealth management
operations.

By enhancing our online services, we aim to become
a partner in the daily activities of our customers. Our
smartphone app will become an ever-more handy tool
throughout the day.

We are cautiously optimistic that loan demand will
improve in most markets in 2017, even as US interest
rates rise. Higher interest rates should benefit our
business in Hong Kong, where we are a net lender to the
Interbank market.

Barring unforeseen events, we expect asset quality to
stabilise in the coming year.

Meanwhile, the tightening global regulatory
environment will require greater allocation of resources
to risk management and compliance, as well as a more
conservative attitude to capital planning.

As we navigate this challenging period, we are taking
all possible measures to strengthen our franchise.
We are investing time and resources, and leveraging
our unique China platform, in order to meet the
increasingly sophisticated needs of retail and corporate
banking clients.

In closing, | take great pleasure in thanking our Bank’s
Board of Directors and the directors of our subsidiaries
and associated companies for their invaluable advice
and support during the past year. | also thank the
management and staff of BEA for their commitment,
and | look forward to further progress in achieving our
strategic goals during the coming year.

The support of our overseas banking partners, in
particular CaixaBank and Sumitomo Mitsui Banking
Corp, provides us with a competitive advantage in the
marketplace, and | am very grateful to them for their
close cooperation with us. | also extend my grateful
thanks to our shareholders and customers for their long-
standing loyalty and confidence in this Bank.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 17th February, 2017
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REPORT OF THE CHIEF EXECUTIVE

AND SENIOR MANAGEMENT

FINANCIAL REVIEW

Financial Performance

For the year 2016, the Group achieved a profit
attributable to owners of the parent of HK$3,723 million,
representing a decrease of HK$1,799 million or 32.6%,
compared with the HK$5,522 million earned in 2015.

On 5th October, 2016, The Bank of East Asia, Limited;
NWS Holdings Limited; and East Asia Secretaries (BVI)
Limited entered into an agreement to sell all issued shares
of Tricor Holdings Limited and its subsidiaries (collectively,
the “Tricor Group”) to Trivium Investment Limited for a
total consideration of HK$6,470 million. In accordance
with Hong Kong Financial Reporting Standard 5 — Non-
current Assets Held for Sale and Discontinued Operations,
the Group is required to report Tricor Group's operating
results for 2016 separately as discontinued operations in
the consolidated income statement, with comparative
information re-presented. Tricor Group's assets and
liabilities as at 31st December, 2016 are presented
separately as assets held for sale and liabilities held for
sale, respectively, in the consolidated financial statements.
Restatement of assets and liabilities as at 31st December,
2015 is not required. The Bank expects completion of the
disposal to occur during the first quarter of 2017.

The following are the key figures for continuing and
discontinued operations.

Profit attributable to owners of the parent from
continuing operations and discontinued operations
amounted to HK$3,505 million and HK$218 million,
respectively, representing a decrease of HK$1,800 million,
or 33.9%, and an increase of HK$1 million, or 0.1%, as
compared to 2015.

Basic earnings per share from continuing operations fell
from HK$1.86 in 2015 to HK$1.12 in 2016, and basic
earnings per share fell from HK$1.95 in 2015 to HK$1.21
in 2016.

Return on average assets and return on average equity
fell from 0.6% to 0.4%, and from 6.6% to 4.1%,
respectively.

During 2016, the Group’s net interest income from
continuing operations decreased by HK$831 million,
or 7.0%, to HK$11,098 million. Net interest margin
narrowed from 1.66% in 2015 to 1.60% in 2016, largely
due to pressure on BEA China’s net interest margin, which
decreased from 1.82% to 1.65%.

Net fee and commission income from continuing
operations decreased by HK$312 million, or 10.7%,
to HK$2,593 million. Commission income from credit
cards and custodian businesses grew, whereas income
from securities and brokerage, trade finance, loans and
guarantees, and retail banking services declined.

Net trading and hedging results from continuing
operations increased by HK$178 million, or 93.9%,
to HK$366 million. Overall, non-interest income from
continuing operations decreased by 4.7% to HK$3,752
million. Operating income from continuing operations
decreased by 6.4% to HK$14,850 million.

Total operating expenses from continuing operations fell
by 6.3% to HK$8,342 million. The cost-to-income ratio
increased from 56.1% in 2015 to 56.2% in 2016 whereas
the same ratio fell from 59.4% in the first half to 53.2%
in the second half of 2016.

Operating profit before impairment losses from
continuing operations was HK$6,508 million, a decrease
of HK$455 million, or 6.5%, when compared to 2015.

Due to the persistently weak economic environment,
impairment losses on loans and receivables from
continuing operations grew by 70.4% to HK$3,462
million. The Group’s impaired loan ratio rose from 1.13%
at the end of 2015 to 1.49% at the end of 2016. The
impaired loan ratios of Hong Kong Operations and China
Operations rose from 0.34% to 1.03% and from 2.44%
t0 2.64%, respectively.

Operating profit after impairment losses from continuing
operations was HK$3,045 million, a decrease of
HK$1,870 million, or 38.0%.

Net profit on the sale of available-for-sale financial assets
from continuing operations fell to HK$92 million. The
year-on-year comparison was impacted by a net profit of
HK$146 million on the disposal of the Bank’s stake in a
property development and management joint venture in
Mainland China in 2015.

Net profit on disposal of fixed assets from continuing
operations included a net gain of HK$888 million on
certain properties in Mainland China. Associated land
value-added tax and corporate income tax on the
disposal, which amounted to HK$427 million, is included
in Income Tax.

Valuation gains on investment properties from continuing
operations decreased to HK$62 million.
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The Group shared after-tax profits from associates of
HK$431 million from continuing operations, a decrease of
HK$125 million, or 22.5% compared to 2015, mainly due
to weaker economic performance.

After accounting for income taxes, profit after taxation
from continuing operations fell to HK$3,525 million, a
decrease of 33.9% compared to the HK$5,336 million
recorded in 2015.

Financial Position

Total consolidated assets of the Group stood at
HK$765,706 million at the end of 2016, a decrease of
2.0% over the HK$781,364 million at the end of 2015.

Gross advances to customers rose by 2.9% to
HK$454,242 million. However, trade bills negotiated
fell by 38.9% to HK$11,939 million, mainly due to a
significant contraction in cross-border trade business.

Cash, balances, and placements with banks and other
financial institutions decreased by 26.8% to HK$109,772
million, whereas available for sale financial assets
increased by 18.1% to HK$110,491 million.

Total equity increased to HK$86,636 million, up 1.2%.

Total deposits from customers fell by 0.9% to
HK$535,789 million. Of the total, demand deposits and
current account balances increased by HK$1,841 million,
or 2.5%; savings deposits increased by HK$13,130
million, or 11.6%; and time deposits decreased by
HK$19,925 million, or 5.6%. Total deposit funds,
comprising deposits from customers and all certificates of
deposit issued, fell by 2.3% to HK$564,646 million.

The loan-to-deposit ratio stood at 80.4% at the end of
2016, compared to 76.4% at the end of 2015.

The total capital ratio, tier 1 ratio, and common equity tier
1 ratio were 17.4%, 13.5%, and 12.1%, respectively, as
at 31st December, 2016. The average liquidity coverage
ratio for the quarter ended 31st December, 2016 was
137.2%, which was well above the statutory limit of 70%
for the year 2016.

RATINGS

S&P Global Ratings

The Bank of East Asia, Limited

Long-term Counterparty Credit A
(local and foreign currency)

Short-term Counterparty Credit A-1
(local and foreign currency)

Outlook Negative

The Bank of East Asia (China) Limited

Long-term Counterparty Credit A
(local and foreign currency)

Short-term Counterparty Credit A-1
(local and foreign currency)

Outlook Negative

Moody’s Investor Service

The Bank of East Asia, Limited

Long-term Bank Deposit A3
(local and foreign currency)

Short-term Bank Deposit Prime-2
(local and foreign currency)
Outlook Negative

The negative outlook mainly reflects anticipated weaker
operating conditions and potentially lower levels of
government support, given the likelihood that Hong Kong
will adopt a bail-in resolution regime.
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MAJOR RECOGNITION FE&EE %15

The Bank of East Asia, Limited HRIR{TERA T

1 “"Best Managed Bank in Hong Kong 2016”
- The Asian Banker

AWARD

2016 F [ BB HIEEIRRTT| 82
- (TEMRITZH) *Met

2 "Best Bank in Hong Kong 2016"

[2016 B ABRERTT]

- Global Finance - (BB /) Mt
3 “Hong Kong Outstanding Enterprises 2016" [BAGE 2016

- Economic Digest

- (REE—H)

4 "HK 50+ Award — Banking”
- Christian Family Service Centre

[HK50+ B = B MR TR ]
- BEUKERBH L

5  “Quamnet Outstanding Enterprise Award 2015 — Outstanding SME
Service Provider (Bank)” (for the third consecutive year)
- Quam (H.K.) Limited

[EERARBFEARI2015 — RPN ERBEE
(8R17) ] CEEF 3 FER)
- EEAE (BB BRAA

6  "Outstanding Corporate Banking Services Award 2015" (for the
third consecutive year) and “Outstanding Corporate Banking
Renminbi Services Award” (for the third consecutive year)

- Wen Wei Po

[2015FE AN MBERITER R ] CEEFIFELE) I
[EHBRIRITARBRG | GEEFE 3 FER)
- (XEHR)

7  "Outstanding Import and Export Industry Partner Award” (for the
third consecutive year)
- The Hong Kong Chinese Importers’ & Exporters’ Association

EH DA ERH RS GERES 3 FELE)
- BEPELAORGE

8  "2016 Best SME's Partner Award” (for the ninth consecutive year)
- The Hong Kong General Chamber of Small and Medium Business

[2016 F/MEESEMELE ] CEEF 9 FER)
- BB REEE

9 “The 10th Hong Kong Institute of Bankers Outstanding Financial
Management Planner Award — Top Nominations Award”
- Hong Kong Institute of Bankers and BENCHMARK Magazine

[ETEEERTRESHETEERMAR — RERSA
A2
- BBRITEE K (FEIFE) it

10 “Best Mobile Banking — Hong Kong 2016"
- International Finance Magazine

[2016 BB HERENIZH ]
- (B Fhatat)

11 “Best FinTech Grand Award”, “Best FinTech (Banking and Insurance)
Gold Award”, and “Best Mobile Apps (Consumer Solutions) Gold
Award”

- Hong Kong ICT Awards 2016

[RESRBRAR]  [RESRMR GRITERR) ©
| R RERDERER CEBETR) 25|
- [2016 BB & R BAFFE2E]

12 “"The Best Digital Branch” in the e-Brand Awards 2016
- Hong Kong Economic Times

e -t RMAIE2016] 7 [REDEBIES T
- (BHEEER)

13 “Excellence Award in e-Banking” and “Outstanding Performance in
Digital Innovation” in the Financial Institution Awards 2016
- Bloomberg Businessweek Chinese Edition

[ SR ALE2016] 2B FEE [EHAE] REIHA
HBRTS [ G AEE]
- (EZEBEETI/ XD
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14  "The Best Travel Card Programme Launched in 2015 in Hong Kong [2015 FE BB RRERIERA K — Flyer World &5
— BEA Flyer World MasterCard”, “The Highest Growth of Open ] -N2015FEEERESERNFE —£%] -[2015
Cards in 2015 in Hong Kong — Winner”, “The Highest Market Share ~ F£E&ESRBEREAREESSTREER | & [2015
of Contactless Spending in 2015 in Hong Kong” and “The Highest FEREBREEEARNEEZRaMBEAE — ]
Market Share of Super Premium Card Spending in 2015 in Hong - & FiE~EEAM
Kong — 2nd Runner Up”

- MasterCard Worldwide

15 “2015 Exclusive Year-round Promotion Platform” [20152FBRIEAFHEESTES ]
- UnionPay International - IREEEIR

The Bank of East Asia (China) Limited 3RZE$R1T (FE) AR AT
16 2015 China Internet Financial Innovation Award” (for BEA China’s [2015FEFREHASRAIE] (BETREEVER)

Electronic Banking Business) - PEEEEGE  PEEBEEGS DB T IS
- Internet Society of China, Internet Finance Working Committee of B®  HEEFLREERE

ISC, China Electronic Finance Industry Alliance

17 “Best Social Media Project” in The Asian Banker’s China Country 2016 25 MRITR PR EIE 2] > [ HET T EamEA |
Awards for 2016 (for BEA China’s services provided via the WeChat CEBR R FHIRITEAER RME T SR M 2 RS)
platform) - (EMIRITED
- The Asian Banker

18 “Best Brand-building Foreign Bank” in 2016 — Golden-shell Award of 2016 EEEESE#] 7 [REREERINERIT]

China - (21 HAZAE B RS )
- 21st Century Business Herald
19 “Best Wealth Management Bank” in the 7th Golden Tripod Award FrE[£548| 7 [ ST EEIREIT]
- National Business Daily - (FHAEEHE)
20 "2016 Institutional Contribution Award” in the Annual Shanghai EBIRITRIZE - FERIEZ [2016 FEMIBERRISE]
Financial Institutions Awards Programme - FENIRITREAE

- Shanghai Banking Association

Blue Cross (Asia-Pacific) Insurance Limited B+ (TKX) {REBERD T
21 "“The Most Favourite Travel Insurance Company Award 2016" (for [2016 & ZEGIIRIHRB A R) ) (GEESE 12 FHEHE)
the twelfth consecutive year) - (FTREG) 7w
- Weekend Weekly Magazine
Credit Gain Finance Company Limited ‘BZHHER Q7
22 “Metro Awards for Banking and Finance Corporations 2016 — The [#Ph ek it R1T R & R ARIS B ¥ 882016 — HKIEEEMK

Best Brand in Loans” (for the fifth consecutive year) BR#%5 | GEAEZE 5 FEHE)
- Metro PROSPERITY Magazine - (EBHEM)
23 “Capital Weekly Service Awards 2016 — Finance Service” (for the — [2016 BAS ARG A | » [ZEMSRIEAE | GEE
fourth consecutive year) FAFRLR)
- Capital Weekly Magazine - (BAZH) #t

BEA Union Investment Management Limited REBKEREEEFRE AR
24 "The Asset Benchmark Research 2016 — One of the Top Investment [2016 FEM AR EMFT — DNAEBRESRERE

Houses in Asian Local Currency Bonds — Hong Kong” ARlZ— (&)
- The Asset - (I &wE)

25 “Best Bond Fund, Asia Pacific, Local Currency” (for the 3-year [REDAKRESES (KR ER) | (JR5E LB ImiNE
performance of the BEA Union Investment Asian Bond and Currency HFREEESBEIFTER)
Fund) - [ERESEBFLE2016]
- Lipper Fund Awards Programme 2016 Hong Kong
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BUSINESS REVIEW

Global economic growth remained soft during 2016.
While the United States economy enjoyed continued
strength, economic performance in Europe and China
was disappointing.

With weak external demand, Hong Kong's exports
fell by 0.5% in 2016. Growth in private consumption
moderated as the pace of employment creation slowed.
Tourist spending remained weak throughout the year,
dragging retail sales down by 8.1% year on year in 2016.
Nevertheless, the unemployment rate remained steady at
3.3% to 3.4% throughout the year.

Residential property prices climbed by 7.6% in 2016.
In the fourth quarter, the government introduced new
cooling measures to dampen demand and contain prices.

Overall, the Hong Kong economy expanded at a lacklustre
1.4% pace in the first three quarters of 2016.

On the Mainland, investment growth moderated as
China put the brakes on credit growth in order to
address concerns about overleveraging. The export
sector continued to face headwinds as demand from
European and emerging markets remained subdued.
Slowing growth also dragged down consumer spending.
Meanwhile, rising property prices offered some respite
from the gloom. Rapid development in the internet sector
has also provided growth momentum.

Looking ahead to 2017, the US economy is expected to
perform well, while Europe and Japan will underperform.
Meanwhile, all eyes are on the new Trump administration
for any policy changes that may impact global markets.

The Chinese government will remain preoccupied
with structural development issues, and will manage
the economy with the aim of encouraging sustainable
growth. Consumer demand will remain muted. The
Chinese economy is likely to grow by 6.7% in 2017, with
inflation at around 2%.

In Hong Kong, exports will be adversely affected on
two fronts: by the challenges facing China’s export
industries and by the strong US dollar. Meanwhile, higher
US interest rates and a likely correction in the property
market will weigh on consumer confidence. Gross
domestic product growth is forecast to average 1.4% for
2017, while the inflation rate will average at 2.4%.

Business — Hong Kong

The aggregate value of all customer loans and trade bills
of BEA in Hong Kong was 5.1% higher at the end of
December 2016 compared to the end of 2015. Customer
loans alone rose by 7.1% year on year. Meanwhile, debt
investments increased by 26.6%, while customer deposits
rose by 4.1%.

Corporate and Commercial Banking

Corporate Banking faced a challenging year in 2016. Both
net interest income and net fee and commission income
fell, leading to a 17.8% decline in operating income
compared to 2015.

Slower Mainland growth, a declining RMB and
challenging economic conditions in Hong Kong weighed
on the local SME sector. Impaired loans rose, although
most of the related lending is backed by assets.

Competition for lending to local blue-chips remains
intense, and pricing has continued to tighten as a result.
However, the recent pay down in trade bills gave the Bank
room to increase lending to quality Mainland corporates,
as they sought to expand and invest abroad. Such lending
generally offered higher returns. Overall, the Hong Kong
corporate loan and trade bills portfolio rose by 3.9% in
2016. Holdings of high-quality corporate notes and bonds
also grew, by 25.5%.

In light of the challenging environment, the Bank is
focussing on expanding relationships with certain target
customers. Improvements are being made to services
that support client business growth, including cash
management and trade and working capital solutions.
Enhancements to the Corporate Cyberbanking platform
are also planned in order to encourage customers to
migrate their transactions online, saving branch resources
and increasing customer satisfaction.

Looking ahead to 2017, there are uncertainties over
Sino-US relations, the impact of US rate hikes, and the
consequences of Mainland curbs on capital outflows. It is
therefore likely that volatility will increase in the months
ahead. Despite this instability, BEA remains committed to
its proven dual-platform model as a key driver for future
growth. The Bank will continue to work closely with
BEA China to source new opportunities for cross-border
business.
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Retail Banking

Personal Banking proved its resiliency in 2016 in the face
of challenging market conditions. The division’s operating
income increased by 5.7%, led by rises in both net
interest income and net fee and commission income.

The project to digitalise the Hong Kong branch network
remains on track. As of December 2016, 53 branches
had been upgraded to the digital model. Take-up of
new accounts from target segments has increased at
transformed branches. As a whole, the Bank recorded a
15.0% rise in major all-in-one accounts — SupremeGold,
Supreme, and CorporatePlus — leading to an 8.7%
increase in average daily retail current and savings account
balances in Hong Kong compared to the previous year.

Product sales have also benefitted from digitalisation, as
branch staff are freed up to focus on sales rather than
basic transactions. Commission income from investment
and insurance products rose by 12.4% and 30.4% year-
on-year, respectively, in 2016.

Meanwhile, the popularity of insurance products bundled
with premium financing contributed to a 71.0% increase
in consumer loans. The mortgage loan portfolio grew by
4.3%, despite keen market competition and the launch
of additional government cooling measures.

The branch digitalisation project will continue into
2017, with the aim of transforming the entire Hong
Kong network by the end of the year. In addition, the
Bank’s digital service infrastructure is undergoing a
comprehensive overhaul. Upgrades to the underlying
hardware and software will enable the Bank to meet
growing demand for mobile and online banking services.

Wealth Management

After a strong year in 2015, Private Banking maintained a
similar performance level in 2016. Results were bolstered
by continued demand from Mainland clients for asset
diversification.

Net fee and commission income rose by 9.6%, on
strong insurance product sales, while net interest income
increased by 3.2%. However, overall operating income was
flat year-on-year due to lower client investment activity in
stock trading, FX derivatives and structured products. Loans
and assets under management were lower.

Digital initiatives, including portfolio analysis tools for
sales staff and a dedicated Cyberbanking service for
Private Banking customers, were successfully launched
during the year. The new sales tools have proven popular,
and the Bank is exploring the possibility of making the
portfolio analysis software available to clients for use
on their personal devices. To further enhance the digital
platform, an online stock trading service will be launched
for Private Banking customers in 2017.

Despite uncertainty over the outlook in the short-
term, the size of the Mainland market means that
opportunities abound, particularly given the Bank's
strong China presence. Collaboration with BEA China
has been stepped up to promote Private Banking's
holistic wealth management solutions, offering tailored
products to encourage more client referrals. The Bank
will continue to focus on expanding its Mainland client
base in the years ahead.

Insurance and MPF Services

BEA Life Limited, the Bank's wholly-owned life insurance
arm, had another encouraging year in 2016, recording
year-on-year growth of 34.5% in new premium income.
Short-term products with guaranteed returns were in
high demand, as risk-averse investors sought alternative
strategies. Long-term products have also sold particularly
well, with premium income more than doubling
compared to 2015.

BEA launched its iPortfolio Analyzer, which enables the Bank’s
relationship managers to access the portfolio data of its private banking
clients securely from any location to provide timely investment advice.

FRISIRTTHEE 2 #T80 iPortfolio Analyzer » RE P AFI2 A BERBEMD AL
2RABFUARITEPHIREASEM - HMmERHREIRE 2% -
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in August 2016.
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Conditions for general insurance, on the other hand,
remained difficult. Despite tight competition in the
market, Blue Cross (Asia-Pacific) Insurance Limited, BEA's
wholly-owned general insurance arm, achieved growth
of 3.8% in premium income for the year under review.
The company’s strategy to retain quality group medical
insurance customers while maintaining reasonable
margins has been successful. In addition, existing group
medical insured employees have been offered more
coverage options for top-up medical plans, and can apply
for the plans via the internet. Domestic helper insurance
renewals can also be made online, and this convenience
will be extended to all personal general insurance
products in 2017.

In anticipation of the introduction of the Hong Kong
Government's healthcare reforms, changes have been
made to enhance the claim mechanism for existing major
individual medical insurance products, effective January
2017. Under the new arrangement, the amount of medical
coverage enjoyed by clients will be restored every year,
without the limits per disability that previously applied.
This change aims to meet the government’s objective of
ensuring life-long medical insurance coverage.

Total membership in BEA's Mandatory Provident Fund
schemes grew to 682,890.

Despite the unfavourable investment environment, AUM
increased by 8.2% year-on-year to HK$20.7 billion. BEA
continues to ensure that management fees for its funds
are competitive. Half of the constituent funds under the
three BEA MPF schemes now have a fund expense ratio
of 1.25% or below. The latest overall weighted average
fund expense ratio of the three schemes was 1.30%, well
below the MPF industry average.

Under the Default Investment Strategy, new standardised,
fee-controlled funds will be introduced in each of the
three BEA MPF schemes starting 1st April, 2017. The DIS
will apply automatically to MPF members who do not
specify investment choices.

Broking Operations

Responding to a shift in stock trading behaviour among
customers, East Asia Securities Company Limited
undertook a change in its business model during 2016 to
dispense with all of its physical outlets. Resources were re-
allocated to support other trading channels, particularly
the Company’s internet and mobile applications. In
December 2016, EAS successfully launched Shenzhen-
Hong Kong Stock Connect service, enabling investors to
buy stocks on Mainland China’s most actively traded stock
exchange.

Turnover for 2016 declined in line with the drop in
average daily turnover of the Stock Exchange of Hong
Kong. Pre-tax profit, however, fell by more than 50% due
to high fixed costs.

The outlook for 2017 remains challenging. Uncertainties
stemming from the impact of the invocation of Article
50 in the United Kingdom on its exit from the European
Union, the extent to which the newly elected President
Trump follows through on his campaign proposals,
and the pace of depreciation of the RMB will dictate
investors’ sentiment. EAS will continue to improve
operational efficiency by enhancing its IT infrastructure
and streamlining operations.

Business — Greater China ex-Hong Kong
Mainland China Operations

The operating environment in Mainland China remained
tough in 2016, amid global market uncertainties and
on-going domestic structural adjustments. Mainland
policymakers continued their efforts to rebalance
the economy through supply-side structural reforms.
However, adjustments are proceeding slowly against a
backdrop of weak external demand, excess industrial
capacity and lacklustre investment sentiment. The RMB
fell against the strong US dollar during the year, the first
significant annual decline in the value of the RMB in two
decades.

The Mainland’s GDP growth rate decelerated to 6.7%
in 2016, the slowest pace in a quarter of a century. This
weakness impacted BEA China’s performance. Interest
income was battered by the economic slowdown, the low
interest rate environment and the reform of the value-
added tax regime. In addition, year-on-year declines are
amplified when expressed in Hong Kong dollars, due to
the fall in the value of the RMB during the past year.

BEA China reported a pre-provision operating profit of
HK$1,607 million for 2016, down 25.3% year-on-year.
Advances to customers declined by 7.1%, to HK$139,389
million as at 31st December, 2016. Net interest income
decreased by 14.1% to HK$3,977 million.

Customer deposits stood at HK$181,326 million as of
31st December, 2016, a 9.8% decrease from a year
earlier. The loan-to-deposit ratio was steady at 75.6%.

To address the difficult operating environment, BEA China
focused its efforts on enhancing resilience through capital
injection, de-risking and business consolidation.



H—HE - —RERRETSEEKARK - BEMS
BEHR RDRITET2E—REREIBAR —
E+¥ (X)) RBRARAR X EEFANRERA
NARERIF3.8% IEIE - Z AR NREEENERE
BRREP RERAIEERMBRREE S AR - It
S BEBERBREREZRES JEREEZHNE
BRETENREERE Y EREBEBAER S
e MEABRBRERNTDEATAERLWE - BESE
RENBRRE BN 2017 FHEREMEGEA—RR

BEm o

H R TR BT S HETT B 2 - 182017 F1 AR -
ETFETRATEZAABERRERNBER
B o RIBFNLY  EFFENBREREHSESSF
Bt - BRENAERBAEFREERBN T -
EREWE ER A BUTHERBRRRERHTE T RE
MERE -

AITHE T RIER T BIRA B R BIEE 682,890 % °

BEREREXNE BREENZRFIERS2%EE
K207 - AT S RBERRESEEEBNHRF N -
BARIATT3EABEFTEINFH MO ESHESH
THEE1.25% FIAT - 2SRRI EE INEF
BHESHATHEAE130%  2ENRBESERNTY
IKFE o

RT3 ERIE R T EIHER 2017 F4 A 1 B RRIRTERK
BRIEHER - DRIHEHS— MREWE LROEE
ROEE - RMELKREEERENBRESFEIKNE ZH
B RERRARIRERGETIRE -

AEEFREEERAMNEE  RHFEHFERAFN
2016 FHEFEBENETES - BUEFAERBAES -
EHORER  UWEREMZFHEE  FREZAF
WEBMERRBERERALZSH TS 20165612 A -
ROFAFANELREBRY @ BIREEATRERM

REFHBNEFRZANBERES

REWRITEMRALT | 2016 F3, | 23

THRINSEEEAERSESE (F)

2016 FEBMARZMBGKRE Tk - REFFH
LEBEREERE N MAAFBTREER AR
i N 50% ©

2017 FRTSIRA TN B LE - ZEUREBBAITES
SOMRMFE - FTE RGN E ERRERENR
L ARARBRENSRSEETAREE @ Y
KREEBBELATMTE - REFFBEERTE
BB ERRIBEER - EURSEEME -

RAPEBE (FBERM)

GE AR E 7S

20164 » 2IRMISAHEA - I EBEARBEREITER
HE - MK ERBERATTHLB - PRBFREE
BETNETHARBBIERE  UHERTEL
o RN - HINRIRSS - TEERBRILREBER
HKRBERT - BREABEREE - F1 AREEYH
BEETTY ERO0FRKARBEEBERESF
BETK

20164 MMl NEERERREREEZCT% B
25 FIRRIEILIR o ISR AN EEBEERTTET
ROARBEMEBRR - FERAZILEBERE - K2
IRIBRISERGIRENITE - fbHh AREFARE
BETEK  BASTUEESITRE  BIRLKESE
—HEX -

R AAEIRR 2016 FEx S BERTAZ 20 7B 16.07 18
TC 0 IRERA 25.3% c A2016FE 12 A31H  BEF =
HTET 1% » EHH1,393.8918 7T < SFA B U AR

D141% BB 39.778TT °

R2016F 12 A31 8 BREFARABE1,813.2618
T BLEFEFERLISY c EREERLREFEN
75.6% o

REABHMNLERE  REPHEBNBEBTE &
KRR B A XS - TR TTRE



24 | The Bank of East Asia, Limited | Annual Report 2016

REPORT OF THE CHIEF EXECUTIVE AND SENIOR MANAGEMENT (CONTINUED)

In June 2016, the Bank injected additional capital
of CNY1 billion into BEA China, in order to further
strengthen the bank’s capital base and enhance its ability
to withstand difficult times. BEA China’s registered capital
stood at CNY12.16 billion as of the end of 2016.

BEA China management introduced a range of measures
in 2015 aimed at improving asset quality, in anticipation
of further weakness in the operating environment in
2016. These measures included stricter credit guidelines,
centralisation of credit approval and stepped up loan
recovery efforts.

The impact of these precautionary measures is evident.
BEA China experienced a lower gross impaired loan
formation rate in 2016. To further strengthen its financial
position, BEA China sold some non-performing loans to
third parties in the second half of 2016.

For the year, BEA China recorded a net loss of HK$461
million. Disposal of the impaired loans caused short-term
pain. However, following this exercise BEA China is now
better placed for the future.

During the past year, BEA China further reduced its
exposure to the manufacturing, hotel, and wholesale
and retail sectors, all of which remain under stress in the
face of the economic slowdown. The corporate lending
team has instead courted stable, large-scale state-owned
enterprises and focused on six priority industries including
public utilities, health care and pharmaceuticals, logistics,
environmental protection and clean energy, food and
education. The aggregate loan balance to these priority
industries, which are supported by national policies,
doubled in 2016.

This realignment, coupled with higher efficiency in the
use of funds, helped relieve pressure on BEA China’s net
interest margin — which improved from 1.61% in the first
half of 2016 to 1.70% in the second half of the year.

At the same time, BEA China is cognisant that the
economic restructuring process on the Mainland will
continue. Government policies will ensure that interest
rates remain at a relatively low level. In order to improve
profitability going forward, BEA China has successfully
implemented an aggressive programme to control costs.
In addition, management is actively developing new, fee-
based sources of income.

Significant progress has been made in streamlining the
branch network during the past year. Four sub-branches
were merged with other outlets in the first half of 2016,
followed by a further five in the second half. In addition,
two sub-branches were relocated. As a result, as of the
end of 2016, BEA China’s branch network consisted of
30 branches and 89 sub-branches in 44 cities — still one
of the most extensive networks of any foreign bank in
Mainland China.

In line with the network repositioning programme, BEA
China has trimmed its workforce by about 10%. Assisted
by this reduction, BEA China’s underlying operating
expenses for the year fell to HK$3,178 million, 12.9%
lower than in 2015. The business is on track to deliver
cost savings of HK$450 million by 2018. The full benefits
of these measures will take time and will continue to flow
through in the coming years.

The Mainland economy stabilised in the second half of
2016, with a rebound in fixed asset investment, higher
retail sales and an improvement in the Producer Price
Index. The property market in Tier-1 cities also remains
strong. As we enter 2017, supply-side structural reforms
should boost consumption and support emerging
industries in the service sector.

There remains strong potential for BEA to grow on the
Mainland, as the needs of corporate and retail clients
become increasingly more sophisticated. For example, BEA
China is serving more demand for cross-border business
solutions, treasury and wealth management products,
helping to boost BEA China’s non-interest income. By
streamlining its operations through digitalisation and
process enhancement, BEA China is poised to capture
more opportunities with roughly the same resource base.
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BEA China is also transforming its growth path by
deepening co-operation with strategic partners in
areas such as consumer finance and internet finance.
Partnerships are an ideal way for BEA China to mitigate
risk and leverage its operations expertise as it seeks
opportunities in the new economy.

Although risks and uncertainties will persist in 2017,
BEA China remains well equipped to pursue further
growth opportunities. By becoming nimbler and investing
prudently, BEA China will be able to respond flexibly and
swiftly to changes in the market environment.

Macau and Taiwan Operations

The operating environment in Macau remains challenging,
with the slowdown in the gaming industry, stagnant
economic growth and rising operating costs. However,
the asset quality of BEA Macau remains healthy, with
prudent risk management in place.

As part of efforts to rationalise the branch network,
Macau Areia Preta Sub-branch was closed in June 2016.
Currently, the Bank maintains four outlets in Macau.

Looking ahead, in addition to further developing
corporate banking services, BEA Macau will allocate more
resources to boost retail banking business, with emphasis
on investment and insurance products.

In Taiwan, the Bank closed Kaohsiung Branch at the end
of September 2016 in order to consolidate resources.
BEA maintains a branch in Taipei to serve domestic and
offshore banking needs.

BEA Taiwan is also leveraging on the Group's global
network to support Taiwan enterprises to go overseas.
The Taipei Branch also assists Mainland companies to
raise funds for offshore investments. In the coming year,
BEA Taiwan will continue to be active in the syndicated
loan market as an arranger, particularly in deals involving
Mainland customers.

Business — International

Despite the challenging global economic environment,
BEA's international operations achieved satisfactory
growth in both loan assets and profitability in 2016.

BEA's Singapore Branch recorded a 10.5% decrease in its
loan portfolio in 2016, mainly due to a decline in China
cross-border trade loans. Against the backdrop of an
economic downturn, Singapore Branch stepped up efforts
to improve the credit quality of its loan portfolio by exiting
from riskier sectors and industries. To diversify its asset
mix and sustain net interest margins, the Branch enlarged
its portfolio of Singapore dollar-denominated corporate
debt securities investments during the year under review.
In 2017, the Branch will continue to focus on expanding
its syndicated and bilateral corporate loan portfolio,
especially among larger new-to-bank clients, and increase
its efforts to generate fee-based income.

Labuan Branch performed well and delivered strong profit
growth despite the economic turmoil in Malaysia. In 2017,
the Branch will continue providing regional syndicated
and bilateral loans to local Malaysian companies while
expanding its non-interest income portfolio by extending
more bank guarantees and stand-by letters of credit.

The Bank’s operations in the UK registered steady growth
in loan assets and profitability in 2016, shaking off any
adverse impact of the UK vote to leave the European
Union. On the back of the post-Brexit depreciation of
the pound sterling and the Bank of England’s aggressive
interest rate cut, overseas investors have remained keen
to acquire quality assets in the UK, particularly prime
London properties.
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In October 2016, BEA celebrated
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Commercial and residential property lending continue to be
the primary growth drivers of the Bank’s UK operations. In
an effort to diversify risk, the Branch will strive to broaden
its loan portfolio by seeking opportunities in corporate
syndication and non-property lending. With recent strong
inward investment from the Mainland, the China Desk
of UK Branch has been working closely with Chinese and
Asian banks in order to participate in more corporate
lending and club financing deals.

BEA's US operations recorded a strong year, with the loan
portfolio growing by 34% and net profits by 46%. Asset
quality improved with the impaired loan ratio falling to
0.14% as at 31st December, 2016 from 0.58% at the end
of 2015. The strong 2016 performance was the result
of steady economic growth amid the low interest rate
environment, which drove demand for commercial and
industrial corporate syndication financing and property
investment in prime New York and Los Angeles locations.

The markets rallied in November 2016 following the
election of Republican Donald Trump as President,
expecting that he will pursue market-friendly policies
including corporate and income tax cuts and spending
on basic infrastructure. However, the markets have also
signalled a pick-up in inflation and higher interest rates.

In view of the uncertainties presented by a new
Administration, BEA's New York and Los Angles branches
have adopted prudent loan underwriting standards
with a focus on high quality corporate and syndicated
loans as well as commercial real estate financing. The
US branches will continue to closely monitor market
conditions and adjust their business strategies accordingly
in the year ahead.

Going forward, the Bank’s international branches will
leverage on BEA's extensive network in China and strong
relationship with its strategic partners in Asia and Europe
to step up customer referrals and expand cross-border
business collaboration to reach new potential clients.

Other Subsidiaries
Credit Gain Finance Company Limited

Credit Gain faced stringent regulatory risk and compliance
demands during the year under review. The imposition
of a high degree of regulatory control over credit risk
compelled Credit Gain to reduce its risk tolerance in loan
underwriting, which led to a decline in loan portfolio
growth during the year. To maintain its competitive edge,
the Company rationalised its branch network in 2016
while enhancing its online platform.

Credit Gain’'s two micro-finance companies on the
Mainland, Shenzhen Credit Gain Finance Company
Limited and Chongging Liangjiang New Area Credit
Gain Finance Company Limited, froze expansion plans
and focused on improving loan asset quality amidst the
challenging environment on the Mainland.

Tricor Holdings Limited

Tricor reported record-high revenue for 2016. In May,
Tricor established its first Australian office, in Brisbane. As
at the end of the year, Tricor’s network covered 37 cities
in 20 markets worldwide.

BEA Union Investment Management Limited

BEA Union Investment recorded a 15% increase in AUM
year on year in 2016. This growth was mainly due to the
Company’s success in penetrating both the retail and
institutional sectors in Asia, particularly in Hong Kong and
the Mainland.

In response to the growing demand from retail investors
for funds with income features, BEA Union Investment
introduced the Global Flexi Allocation Fund and China
High Yield Income Fund in 2016. BEA Union Investment
also garnered new mandates from institutional clients.

Looking ahead, BEA Union Investment will continue to
broaden its product offering, capture opportunities arising
from the Hong Kong-China mutual fund recognition
programme, and expand its distribution channels and
institutional client base in the Greater China region.
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Our People

As of 31st December, 2016, the BEA Group's continuing
operations employed 10,389 people:

As of 31st As of 31st
Continuing December, 2016 December, 2015
Operations Restated
Hong Kong 4,506 5,183
Greater China ex-Hong Kong 5,496 6,192
Overseas 387 393
Total 10,389 11,768

In an effort to contain costs amid a challenging business
environment, BEA conducted a thorough review of its
business and operations, which was completed in the
second quarter of 2016. Following the review, the Bank
streamlined workflows through various means, including
process re-engineering and automation. This realignment
exercise also resulted in approximately 180 redundancies
in Hong Kong. Staff members made redundant were
offered severance packages that exceed the requirements
set out in the Employment Ordinance (Chapter 57 of the
Laws of Hong Kong).

BEA provides leadership training
for managers at all levels.

REBRITRERERABREH
FERITHER -

During the year under review, BEA continued to recruit
high-calibre talent to fill critical functions. The Bank
also maintained its programme of recruiting top recent
graduates for its Management Trainee programme.

BEA regularly benchmarks itself against best market
practices for remuneration and benefits. In 2016, the Bank
enhanced its policies on business trips, overtime, medical
benefits for dependent children, and bereavement leave.

BEA encourages staff members to pursue qualifications
related to their work, providing them with opportunities
for upward mobility within the organisation. During
the year under review, the Bank introduced new staff
benefits including tuition sponsorship for master
degree programmes and examination leave for job-
related courses.

The Bank’s Human Capital Management System, “myHR",
and Learning Management System, “Learning@BEA",
were further enhanced in 2016 to facilitate the
management of Enhanced Competence Framework for
banking staff members in terms of core competence and
ongoing professional development.



For the fifth consecutive year, BEA supported the Hong
Kong government’s “Scheme for Cross-border Study Tour
for Post-secondary Financial Talents”, which provides
students with an opportunity to explore the differences
between the financial systems and market operations in
Hong Kong and Mainland China.
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RISK MANAGEMENT

Risk Management Framework

The Group has established an effective risk governance
and management framework in line with the requirements
set out by the Hong Kong Monetary Authority and other
regulators. This framework is built around a structure that
enables the Board and Management to discharge their
risk management-related responsibilities with appropriate
delegation and checks and balances. These responsibilities
include defining risk appetite in accordance with the
Group’s business strategies and objectives, formulating
risk policies that govern the execution of those strategies,
and establishing procedures and limits for the approval,
control, monitoring, and remedy of risks.

The Risk Committee stands at the highest level of the
Group’s risk governance structure under the Board. It
consists of four Independent Non-executive Directors (one
of whom is the Chairman of the Committee) and two
Non-executive Directors. The Risk Committee provides
direct oversight over the formulation of the Group’s
institutional risk appetite, and sets the levels of risk that
the Group is willing to undertake with reference to its
financial capacity, strategic direction, prevailing market
conditions, and regulatory requirements.

The Risk Committee also ensures that the Group’s risk
appetite is reflected in the policies and procedures that
Management adopts to execute its business functions.
Through the Group’s management committees,
including the Crisis Management Committee, Risk
Management Committee, Credit Committee, Asset and
Liability Management Committee, and Operational Risk
Management Committee at the executive level — and
under the overall coordination of the Risk Management
Division — the Risk Committee regularly reviews the
Group's risk management framework and ensures that all
important risk-related tasks are performed according to
established policies and with appropriate resources.

Enterprise Risk Management

The Group has implemented an enterprise risk
management framework. The ERM framework is
promulgated with the objectives to identify and manage
potential risks in a holistic and effective manner, to fulfil
the HKMA's higher expectation for risk management of
the Group as a Domestic Systemically Important Bank,
and to reinforce the “Three Lines of Defence” risk
management model.

The Group has adopted a “Three Lines of Defence”
risk management structure to ensure that roles and
responsibilities in regard to risk management within the
Group are clearly defined. The following highlights the
“Three Lines of Defence” model:

¢ The first line of defence comprises the Risk Owners,
who are division heads at Head Office and heads of
significant subsidiaries, together with staff under their
management. They are primarily responsible for the
day-to-day risk management of their units, including
establishing and executing specific risk control
mechanisms and detailed procedures.

e The second line of defence consists of the
Risk Controllers, who are designated division /
department heads at Head Office. Supported by
their respective divisions and departments, the Risk
Controllers are responsible for setting out a risk
management governance framework, monitoring
risks independently and supporting the management
committees in their oversight of risk management.

® The third line of defence is the Internal Audit Division,
which is responsible for providing assurance on
the effectiveness of the Group’s risk management
framework including risk governance arrangements.

The Group Chief Risk Officer coordinates all risk
management-related matters of the Group, works closely
with the Risk Controllers on the formulation of risk
management policies and exercises risk oversight at the
Group level, through a functional working relationship
with all Risk Controllers and Risk Owners.

Principal Risks

The Group faces a variety of risks that could affect its
franchise, operations, and financial conditions. Under the
ERM framework, the principal risks include credit risk,
interest rate risk, market risk, liquidity risk, operational
risk, reputation risk, strategic risk, legal risk, compliance
risk, technology risk, business continuity risk, and new
product and business risk.

The Group has formulated policies to identify, measure,
monitor, control, and report on the various types of risk
and, where necessary, to allocate adequate capital to
cover those risks. These policies are reviewed and revised
on a regular basis to align with market changes, statutory
requirements, and best practices in risk management
processes.

Measures have been adopted to manage and mitigate
these risks. Moreover, these risk factors are taken into
consideration when formulating the Group’s risk appetite
statement.
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Risk

Description

Management Measures

Credit

Risk of loss arising from a borrower
or counterparty failing to meet its
obligations

Establishment of comprehensive policies, guidelines,
and manuals to set out credit control limits, delegated
lending authorities, credit underwriting criteria, a credit
monitoring process, an internal rating structure, credit
recovery procedures, and a provisioning policy

Interest rate

Risk resulting from adverse movements
in interest rates

- Establishment of comprehensive policies, guidelines,
and manuals to set out control limits

- In determining the level of interest rate risk,
assessments are made for the repricing risk, basis risk,
options risk, and yield curve risk components.

Market Risk arising from adverse movements - Establishment of comprehensive policies, guidelines,
in other market factors such as and manuals to set out control limits
foreign exchange, equity prices, and - Measurement and monitoring of potential loss due to
commodities prices, which result in adverse price movements and market volatility
profits or losses for the Group

Liquidity Risk that the Group may not be able - Establishment of comprehensive policies, guidelines,
to meet its obligations as they come and manuals to set out control limits and internal
due because of an inability to obtain liquidity metrics
adequate funding (funding liquidity risk); - Conducting cash flow analysis to monitor funding
or that the Group cannot easily liquidate needs
assets quickly without significantly - Contingency funding plan to clearly stipulate
lowering market prices because of procedures and mitigating actions required to meet
inadequate market depth or market liquidity needs in crisis situations
disruptions (market liquidity risk)

Operational Risk of loss resulting from inadequate Establishment of comprehensive policies, guidelines,
or failed internal processes, people, and and manuals to identify, assess, monitor, and report
systems or from external events operational risk of the Bank Group systematically and

effectively, such as setting out operational risk incident
reporting, risk control self-assessment, key risk indicators,
insurance policies, etc.

Reputation Risk that the Group’s reputation is - Establishment of various policies, guidelines, manuals,
damaged by one or more events, which and codes to ensure compliance with applicable
result in negative publicity about the laws, rules, and regulations, and to ensure that the
business practices, conduct, or financial Bank Group maintains a high standard of corporate
condition of the Group. Such negative governance, which in turn helps to safeguard and
publicity, whether true or not, may enhance the Group’s reputation
impair public confidence in the Group, - Formulation of, and adherence to, the Reputation Risk
result in costly litigation, or lead to a Management Manual, which outlines a systematic
decline in its customer base, business, approach to the management of reputation
and / or revenue. risk, including a framework for reputation risk

identification, assessment, monitoring, mitigation,
and control, thereby protecting and enhancing the
reputation of the Bank Group

- Establishment of the Guidelines for Incident
Response and Management for swift response to and
management of unexpected incidents

- Establishment of the Media Guidelines to ensure
effective and consistent delivery of the Group’s key
messages to the media

Strategic Risk of current or potential impact on - Establishment of comprehensive policies, guidelines,

the Group’s earnings, capital, reputation,
or standing arising from changes in the
environment the Group operates in,
adverse strategic decisions, improper
implementation of decisions, or lack of
responsiveness to industry, economic, or
technology changes

and manuals, to set out control limits and measures

- Capital management through projection of the
Capital Adequacy Ratio and Internal Capital Adequacy
Assessment Process to assess the level and structure of
capital resources needed to support the risks that the
Group tolerates
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Risk

Description

Management Measures

Legal

Risk of loss arising from unenforceable
contracts, lawsuits, or adverse judgments
that may disrupt or otherwise negatively
affect the operations or financial
condition of the Group

Establishment of comprehensive policies, guidelines,
and manuals

Provision of appropriate training courses conducted by
qualified internal personnel and / or external lawyers /
professionals and the issue of regular reminders to
staff members

Engagement of qualified internal personnel and, when
necessary and appropriate, external lawyers with
appropriate expertise including counsel and senior
counsel for advice

Compliance

Risk of loss arising from legal or
regulatory sanctions, fines and penalties,
financial losses, or damage to reputation
that the Group may suffer as a result
of its failure to comply with laws,
regulations, rules, related self-regulatory
organisation standards, and codes
of conduct applicable to its banking
activities

Establishment of various policies, guidelines, and
manuals to ensure compliance with all applicable
legislation, rules, codes of conduct, industry standards,
and guidelines issued by the relevant regulatory
authorities, which govern the Group's operations
Formulation of, and adherence to, the Group
Compliance Risk Management Manual, which
outlines a systematic approach to the management of
compliance risk, including a framework for compliance
risk identification, assessment, monitoring, mitigation,
and control, thereby enabling the Bank Group to
manage its compliance risk effectively

Conduct of independent regulatory compliance
reviews on major functions of the Bank using a risk-
based approach

Technology

Risk of loss to the Group due to
inadequate or failed technical processes,
people, and / or computing systems,
or unauthorised access or disruption
to technology resources, in particular
relating to cyber security and e-banking

Establishment of a technology risk management
framework, supported by comprehensive control
policies, standards, guidelines, and procedures
Adoption of control measures relating to the security
of internet systems and applications, customer
authentication, risk assessment for new products
and services, and confidentiality and integrity of
information

Business
Continuity

Risk of loss arising from business
disruptions in the event of an
incident or crisis. Business disruption
could be caused by the loss of staff
members, information technology and
telecommunication systems, premises,
key service providers, vital records, etc.

Establishment of comprehensive policies, guidelines,
and manuals

The conducting of business impact analysis and
development of business continuity plans by all
individual functional units of the Bank Group
Performing annual drills to test preparedness and
effectiveness of business continuity plans

New Product
and Business

Risk of loss due to insufficient pre-
assessment of significant potential
risks introduced to the Group, which
arise from the launch of new products,
the structural change of existing
products, and the establishment of
new business operations (i.e. through
the establishment of a new subsidiary
and / or merger & acquisition). The
significant potential risks include Credit
Risk, Market Risk, Operational Risk,
Liquidity Risk, Interest Rate Risk, Legal
Risk, Technology Risk, Compliance Risk,
Strategic Risk, Reputation Risk, and
Business Continuity Risk.

Establishment of a robust risk governance structure,
supported by comprehensive control guidelines and
procedures

A structured process, which ensures that before
initiating a new product or business, the potential
significant risks are duly assessed, documented, and
approved. It also facilitates Senior Management'’s
oversight of new products and businesses.
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Principal Uncertainties

The key uncertainties facing the Group in 2017 and the mitigating measures are set out below:

Uncertainty

Description

Mitigating Measures

Economic
conditions in
the Group’s
major markets

The Group’s major markets are Hong Kong and Mainland

China.

Downturn in economic conditions in the major markets

can adversely affect:

- the financial conditions and repayment ability of
borrowers;

- personal consumption and customer demand for
banking products; and

- collateral values.

The US Federal Reserve’s decision to raise interest rates

may impact customers’ debt-servicing ability and property

prices. In particular, the timing, frequency, and magnitude

of US rate hikes may increase uncertainties concerning the

pace of global economic recovery, asset prices, and the

foreign exchange market.

The business strategies take into
consideration changing economic
conditions.

Economic trends are closely
monitored.

The suitability of risk management
policies and controls are reviewed on
an ongoing basis.

Legal and
regulatory
changes

In view of the increasingly complex operating
environment, legal and regulatory requirements are
becoming more stringent, which may impact the Group’s
business strategies, operations, funding, and capital
management.

The Group keeps abreast of legal
and regulatory developments.

The Group reviews consultation
papers on new laws and regulations
to assess their impact on the Group.
Where appropriate, the Group will
provide input to the regulators both
directly and through industry groups.

External fraud

External fraud has become more sophisticated and more
difficult to prevent in a digital environment.

Control measures have been
formulated to detect and prevent
fraud.

The control measures are reviewed
and enhanced on an ongoing basis,
taking into consideration the causes
of external fraud incidents and the
changing technological environment.

Foreign
exchange rate
movement

A major challenge for the Group in 2017 is the persistently

strong US dollar. In particular, the market expectation of

more interest rate hikes, the policy positioning of the

new US President, and the fear of economic uncertainty

following Brexit will increase volatility in foreign

currency markets.

In addition, slower economic growth in China and the

abrupt devaluation of the RMB have unnerved market

sentiment, with some expecting the RMB to enter a period

of high volatility.

Unexpected fluctuations in foreign exchange rates

could affect:

- the value of the Group’s foreign currency and capital
positions; and

- the wealth of the Group’s customers and their
repayment ability; it will also affect counterparty credit
exposure of the derivative transactions.

The Group closely monitors exchange
rate movements and has laid down
policies to manage currency risk.
Regular stress tests are conducted to
assess the impact of exchange rate
movements on profit and loss and
capital adequacy.

The Group closely observes market
movements. The Group will monitor
its businesses in China and regularly
review the profile of customers with
exposure to China and the RMB.
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Certificates of Deposit, Debt Securities
Issued, and Loan Capital

In 2016, BEA issued floating rate certificates of deposit
and debt securities with a face value of US$275 million;
fixed rate certificates of deposit and debt securities
with a face value of HK$3,990 million, US$928 million,
CNY 1,050 million, GBP278 million, and SGD50 million;
and zero coupon certificates of deposit and debt securities
with a face value of HK$2,923 million, US$1,652 million,

CNY3,400 million, GBP36 million, and EUR436 million.
The Group redeemed certificates of deposit and debt
securities amounting to HK$56,185 million equivalent
upon maturity.

At the end of December 2016, the face value of the
outstanding certificates of deposit and debt securities
issued was equivalent to HK$36,067 million, with a
carrying amount equivalent to HK$36,011 million.

Maturity Profile of Certificates of Deposit and Debt Securities Issued

As at 31st December, 2016
(All expressed in millions of dollars)

Total Year of Maturity
Face Value 2017 2018 2019
Floating Rate
HKD 300 300
usb 325 325
Fixed Rate (Note)
HKD 5,554 4,571 683 300
usb 1,498 1,463 35
CNY 450 450
GBP 128 128
SGD 100 100
Zero Coupon
HKD 1,942 1,942
usb 1,062 1,062
CNY 3,255 3,255
Total Certificates of Deposit and Debt Securities
issued in HKD equivalent 36,067 34,812 955 300

Note:

Associated interest rate swaps have been arranged in order to manage interest rate risk from long-term certificates of deposit and debt securities

issued, if deemed necessary.

In 2016, BEA issued fixed rate loan capital with a face value of US$500 million.

At the end of December 2016, the face value of the outstanding loan capital issued was equivalent to HK$20,568 million,

with a carrying amount equivalent to HK$20,608 million.
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Maturity Profile of Loan Capital
As at 31st December, 2016
(All expressed in millions of dollars)

Total Year of Maturity

Face Value 2020 2022 2024 2026
USD (Notes 1, 2 & 3) 2,100 600 500 500 500
SGD (Note 4) 800 800
Total Loan Capital issued in HKD equivalent 20,568 4,653 8,161 3,877 3,877
Notes:
1. The US$500 million loan capital that matures in 2022 will be callable on 4th May, 2017.
2. The US$500 million loan capital that matures in 2024 will be callable on 20th November, 2019.
3. The US$500 million loan capital that matures in 2026 will be callable on 3rd November, 2021.
4. Callable on 13th September, 2017.

COMPLIANCE

Compliance is an integral part of the Group’s corporate
governance. BEA is acutely aware of the potential risks
of regulatory non-compliance, which could lead to legal
or regulatory sanctions, supervisory actions or financial
penalties imposed by regulators, financial losses, and / or
the loss of reputation to the Group (i.e. compliance risk).

To address the growing compliance requirements, the
Compliance Division is discharged with the responsibility
of overseeing the regulatory compliance framework
and monitoring the compliance risks for the Group;
communicating new regulatory requirements to
affected units; delivering compliance advice for the
implementation of relevant regulations; conducting
regulatory compliance reviews on a risk-based approach;
and regularly reporting compliance matters to the Group’s
management committees. Any significant compliance
issues, including those related to anti-money laundering
and counter-terrorist financing, are also reported to
the Risk Committee and the Board of Directors via the
Operational Risk Management Committee. Through the
support of the Risk and Compliance function established
in the Bank’s business, functional, and operations units,
which act as the first line of defence against regulatory
non-compliance, a comprehensive and efficient
compliance risk management framework is maintained
within the Group.

In view of the increasing demand on banks to comply
with new and tighter regulations, including those related
to anti-money laundering and counter-terrorist financing;
the Foreign Account Tax Compliance Act of the United
States of America; new legislation in Hong Kong for
implementing the new international standard on the
automatic exchange of financial account information
in tax matters; as well as requirements for cross-
border business, personal data protection, insurance
and investment products sales practices, BEA expects
compliance requirements to remain unavoidably high in
the coming years.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 17th February, 2017
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Dr. the Hon. Sir David LI Kwok-po

GBM, GBS, OBE, JB MA Cantab. (Economics & Law), Hon. LLD
(Cantab), Hon. DSc. (Imperial), Hon. LLD (Warwick), Hon. DBA
(Edinburgh Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon. LLD (Hong
Kong), Hon. DSocSc (Lingnan), Hon. DLitt (Macquarie), Hon. DSocSc
(CUHK), FCA, FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITP FCIArb,
Officier de I’Ordre de la Couronne, Grand Officer of the Order of
the Star of Italian Solidarity, The Order of the Rising Sun, Gold Rays
with Neck Ribbon, Commandeur dans I'Ordre National de la Légion
d'Honneur

Chairman & Chief Executive and Member of the Nomination
Committee

Sir David, aged 78, joined the Bank in 1969. He was appointed
a Director in 1977, Chief Executive in 1981, Deputy Chairman
in 1995 and Chairman in 1997. Sir David is the Chairman or a
Director of various members of the Bank Group, and he is also the
Chairman or a Member of various board committees of the Bank
and its Group members.

Sir David is an Independent Non-executive Director of Guangdong
Investment Limited, The Hong Kong and China Gas Company
Limited, The Hongkong and Shanghai Hotels, Limited, PCCW
Limited, San Miguel Brewery Hong Kong Limited and Vitasoy
International Holdings Limited. He is also a Director of Hong
Kong Interbank Clearing Limited. He was a Director of CaixaBank,
S.A. (listed in Spain) and an Independent Non-executive Director
of SCMP Group Limited (now known as Great Wall Pan Asia
Holdings Limited).

Sir David is a Member of the Council of the Treasury Markets
Association. He is Founding Chairman of The Friends of Cambridge
University in Hong Kong Limited, Chairman of the Advisory Board
of The Salvation Army, Hong Kong and Macau Command and
Chairman of the Executive Committee of St. James’ Settlement. He
was a Member of the Legislative Council of Hong Kong from 1985
t0 2012.

Sir David is the brother of Professor Arthur LI Kwok-cheung, the
cousin of Mr. Aubrey LI Kwok-sing and Mr. Stephen Charles LI
Kwok-sze, and the father of Mr. Adrian David LI Man-kiu and Mr.
Brian David LI Man-bun.
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Professor Arthur LI Kwok-cheung

GBS, MA, MD, M.B.B.Chir (Cantab), DSc (Hon), DLitt (Hon), Hon
DSc (Med), LLD (Hon), Hon Doc (Soka), FRCS (Eng & Edin), FRACS,
Hon FACS, Hon FRCS (Glasg & 1), Hon FRSM, Hon FPCS, Hon FCSHK,
Hon FRCP (Lond), JP

Deputy Chairman, Non-executive Director and Member of the Risk
Committee

Professor Li, aged 71, was a Director of the Bank (1995-2002) and
was re-appointed a Director in 2008 and was appointed a Deputy
Chairman in 2009.

Professor Li is a Member of the Executive Council of the Hong
Kong Special Administrative Region (“HKSAR") (he was also
a Member during 2002 to June 2007). He is a Member of the
National Committee of the Chinese People’s Political Consultative
Conference. Professor Li is also the Chairman of the Council for
Sustainable Development of the Government of HKSAR and the
Chairman of the Council of the University of Hong Kong.

Professor Li is an Independent Non-executive Director of Shangri-
La Asia Limited and Nature Home Holding Company Limited, and a
Non-executive Director (from May 2010 to December 2014, and was
re-appointed on 20th January, 2016) of BioDiem Ltd. (delisted from
Australian Securities Exchange in November 2013). He was a Non-
Independent Non-executive Director of AFFIN Holdings Berhad (listed
in Malaysia) and a Director of CaixaBank, S.A. (listed in Spain).

Professor Li was the Secretary for Education and Manpower of
the Government of HKSAR (2002-June 2007). Before these
appointments, he was the Vice Chancellor of the Chinese University
of Hong Kong (1996-2002) and was the Chairman of Department
of Surgery and the Dean of Faculty of Medicine of the Chinese
University of Hong Kong.

Professor Li had held many important positions in various social
service organisations, medical associations, and educational bodies,
including the Education Commission, Committee on Science and
Technology, the Hospital Authority, the Hong Kong Medical Council,
the University Grants Committee, the College of Surgeons of Hong
Kong, and the United Christian Medical Services Board. He was a
Member of the Board of Directors of the Hong Kong Science and
Technology Parks Corporation and the Hong Kong Applied Science
and Technology Research Institute, and Vice President of the
Association of University Presidents of China. He was a Hong Kong
Affairs Adviser to China.

Professor Li is the brother of Dr. the Hon. Sir David LI Kwok-po,
the cousin of Mr. Aubrey LI Kwok-sing and Mr. Stephen Charles LI
Kwok-sze, and the uncle of Mr. Adrian David LI Man-kiu and Mr.
Brian David LI Man-bun.
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Dr. Allan WONG Chi-yun

GBS, MBE, BSc, MSEE, Hon. DTech, JP

Deputy Chairman, Independent Non-executive Director, Chairman
of the Nomination Committee and the Risk Committee, Member of
the Audit Committee and the Remuneration Committee

Dr. Wong, aged 66, was appointed a Director in 1995 and a Deputy
Chairman in 2009. He is the Chairman and Group Chief Executive
Officer of VTech Holdings Limited. Dr. Wong is an Independent
Non-executive Director of China-Hongkong Photo Products
Holdings Ltd., Li & Fung Ltd and MTR Corporation Limited.

Dr. Wong holds a Bachelor of Science degree in electrical
engineering from the University of Hong Kong, a Master of Science
degree in electrical and computer engineering from the University
of Wisconsin and an honorary degree of Doctor of Technology from
the Hong Kong Polytechnic University.
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Mr. Aubrey LI Kwok-sing

ScB, MIBA
Non-executive Director, Member of the Remuneration Committee
and the Risk Committee

Mr. Li, aged 67, was appointed a Director in 1995. He is Chairman
of IAM Holdings (Hong Kong) Limited and Chairman of the Advisory
Board of MCL Financial Group Limited, both Hong Kong based
investment firms. Mr. Li possesses extensive experience in the fields
of investment banking, merchant banking and capital markets. He
is also an Independent Non-executive Director of Cafe de Coral
Holdings Limited, China Everbright International Limited, Kunlun
Energy Company Limited, Kowloon Development Co. Ltd, Pokfulam
Development Company Limited and Tai Ping Carpets International
Limited.

Mr. Li has an ScB in Civil Engineering from Brown University and a
Master of Business Administration from Columbia University.

Mr. Li is the cousin of Dr. the Hon. Sir David LI Kwok-po, Professor
Arthur LI Kwok-cheung and Mr. Stephen Charles LI Kwok-sze, and
the uncle of Mr. Adrian David LI Man-kiu and Mr. Brian David LI
Man-bun.
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Mr. Winston LO Yau-lai

SBS, BSc, MSc

Independent Non-executive Director, Chairman of the Audit
Committee, Member of the Nomination Committee, the
Remuneration Committee and the Risk Committee

Mr. Lo, aged 75, was appointed a Director in 2000. He is the
Executive Chairman of Vitasoy International Holdings Limited.

Mr. Lo graduated from the University of lllinois with a Bachelor of
Science degree in Food Science and gained his Master of Science
degree in Food Science from Cornell University.

Mr. Lo is a Director of Ping Ping Investment Company Ltd.

Mr. Lo is a Life Member of the Cornell University Council.
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Mr. Richard LI Tzar-kai
Independent Non-executive Director

Mr. Li, aged 50, was appointed a Director in 2001. Mr. Li is an
Executive Director and the Chairman of PCCW Limited, a global
company headquartered in Hong Kong which holds interests in
telecommunications, media, IT solutions, property development
and investment, and other businesses. He is also the Executive
Chairman and an Executive Director of HKT Limited and HKT
Management Limited, the trustee-manager of the HKT Trust. He
is also the Chairman and Chief Executive of the Pacific Century
Group, an Executive Director and the Chairman of Pacific Century
Premium Developments Limited, the Chairman and an Executive
Director of Singapore-based Pacific Century Regional Developments
Limited (listed in Singapore). Mr. Li is a Member of the Center
for Strategic and International Studies’ International Councillors’
Group in Washington, D.C., and a Member of the Global
Information Infrastructure Commission. Mr. Li was awarded the
Lifetime Achievement Award by the Cable & Satellite Broadcasting
Association of Asia in November 2011.
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Mr. Stephen Charles LI Kwok-sze

BSc (Hons.), ACA
Non-executive Director

Mr. Li, aged 57, was appointed a Director in 2006. He is a Member
of the Institute of Chartered Accountants in England and Wales.
Mr. Li holds a Bachelor of Science (Hons.) Degree in Mathematics
from King's College, University of London, U.K. He is a Director of
a hedge fund based in Europe and Affin Hwang Investment Bank
Berhad. He has extensive experience in investment banking, having
held senior capital markets positions with international investment
banks in London and Hong Kong.

Mr. Li is a member of the Executive Committee and the Honorary
Treasurer of The Keswick Foundation.

Mr. Li is the cousin of Dr. the Hon. Sir David LI Kwok-po, Professor
Arthur LI Kwok-cheung and Mr. Aubrey LI Kwok-sing, and the uncle
of Mr. Adrian David LI Man-kiu and Mr. Brian David LI Man-bun.
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Mr. KUOK Khoon-ean

Independent Non-executive Director and Member of the
Nomination Committee

Mr. Kuok, aged 61, was appointed a Director in 2008. He is the
Chairman of Kuok (Singapore) Limited, a Director of Kerry Group
Limited and Kerry Holdings Limited. He is the Chairman and Non-
executive Director of PACC Offshore Services Holdings Ltd. and
a Non-executive Director of Wilmar International Limited (both
companies are listed in Singapore). He is also a Non-executive
Director (Independent) of IHH Healthcare Berhad (listed in Malaysia
and Singapore).

Mr. Kuok had served as the Chairman of Shangri-La Asia Limited
from April 2008 to August 2013 and remained as a Non-executive
Director till June 2014. He was a Director of Shangri-La Hotel Public
Company Limited from April 2009 to June 2014 (listed in Thailand).

Mr. Kuok is a graduate in Economics from the Nottingham
University, U.K.
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Dr. Isidro FAINE CASAS

Non-executive Director and Member of the Nomination Committee
Dr. Fainé, aged 74, was appointed a Director in 2009.

Dr. Fainé is the Chairman of the Board of trustees of the
Caixa d’Estalvis i Pensions de Barcelona “la Caixa” Banking
Foundation Nete ' (hereinafter “la Caixa” Banking Foundation).

Dr. Fainé is the Chairman of Criteria Caixa, S.A. Sociedad
Unipersonal N ' (hereinafter Criteria Caixa). Criteria Caixa is a non-
listed holding company fully controlled by the “la Caixa” Banking
Foundation, which manages all of the group’s shareholdings in
strategic sectors, including financial, energy, infrastructure, services,
and real estate. Within financial sector, it manages a controlling
stake in CaixaBank, S.A., the leading financial group in the Spanish
retail banking market.

Dr. Fainé currently holds chairmanships and directorships in other
listed companies, where “Criteria Caixa Group” has an interest, as
follows:

(i) Vice Chairman of Telefénica, S.A. (integrated operator in the
telecommunication sector, listed in Spain)

(i) Board Member of Suez Environnement Company, S.A. (an
expert group in water and waste management, listed in France
and Brussels)

(iii) Chairman of Gas Natural SDG, S.A. (a leading group in the
energy sector, pioneering in gas and electricity integration, listed
in Spain)

Dr. Fainé was Second Vice Chairman of Sociedad General de Aguas
de Barcelona, S.A. He also was First Vice Chairman of Repsol,

A. (listed in Spain) until September 2016, a Director of Grupo
Financiero Inbursa, S.A.B. de C.V. (listed in Mexico) until 2011 and
a Board Member of Banco BPI, S.A. (listed in Portugal) until October
2016. Dr. Fainé was Chairman of Abertis Infraestructures, S.A.
until 11th May 2009 when he was appointed First Vice Chairman,
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position that he held until 17th February, 2015. Dr. Fainé remained
as Director of the company until 15th May, 2015, when he ceased
on his position in Abertis Infraestructuras, S.A..

Dr. Fainé is a Member of the Royal Academy of Economics and
Finance and of the Royal Academy of Doctorate Holders, Chairman
of the Spanish Confederation of Savings Banks (CECA), Chairman
of the European Savings Banks Group (ESBG) and Deputy Chairman
of the World Savings Banks Institute (WSBI). He is also Chairman of
the Spanish Confederation of Directors and Executives (CEDE), the
Spanish Chapter of the Club of Rome and the Circulo Financiero.

Dr. Fainé began his professional banking career as Investment
Manager for Banco Atlantico in 1964, later becoming General
Manager of Banco de Asuncién in Paraguay in 1969. On his return
to Barcelona, he held various managerial posts in financial entities:
Head of Human Resources at Banca Riva y Garcia (1973), CEO of
Banca Jover (1974) and CEO of Banco Unién (1978).

Dr. Fainé joined “la Caixa” and was appointed Deputy Executive
General Manager in 1982. He was appointed CEO in 1999 and
was further appointed Chairman of Caixa d'Estalvis i Pensions de
Barcelona “la Caixa” from June 2007 to June 2014. In June 2014,
“la Caixa” becomes “la Caixa” Banking Foundation, in compliance
with the Savings Banks and Banking Foundations Law of 27th
December, 2013. He has been a member of the Board of Directors
of CaixaBank, S.A. since 2000 and appointed as Chairman of its
Board in 2009 until June 2016.

Among other academic and professional qualifications, Dr. Fainé
holds a PhD in Economics, an International Senior Managers
Program certificate in Business Administration from Harvard
University, and a Diploma in Executive Management from the IESE
Business School.
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I

Dr. Peter LEE Ka-kit

GBS, DBA (Hon), JP
Non-executive Director and Member of the Remuneration
Committee

Dr. Lee, aged 53, was appointed a Director in 2013. Dr. Lee
is a Member of the Standing Committee of the 12th National
Committee of the Chinese People’'s Political Consultative
Conference. He is the Vice Chairman of Henderson Land
Development Company Limited and Henderson Investment Limited,
both of which are listed public companies, as well as Henderson
Development Limited. He is also a Non-executive Director of The
Hong Kong and China Gas Company Limited.

Dr. Lee has been appointed as a Justice of the Peace by the
Government of the Hong Kong Special Administrative Region and
awarded an Honorary University Fellowship by The University of
Hong Kong since 2009. He was awarded an Honorary Degree of
Doctor of Business Administration by Edinburgh Napier University
in July 2014. He was awarded the Gold Bauhinia Star (GBS) in
2015 by the Government of the Hong Kong Special Administrative
Region. He has been appointed Council Member of Hong Kong
Trade Development Council for two years from 2016. He was
educated in the United Kingdom.
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Mr. Adrian David LI Man-kiu

MA (Cantab), MBA, LPC, JP
Executive Director & Deputy Chief Executive

Mr. Li, aged 43, was appointed a Director in 2014. He first joined
the Bank in 2000 as General Manager & Head of Corporate
Banking Division. In April 2009, he was appointed Deputy Chief
Executive for Hong Kong Business, assisting the Chief Executive in
the overall management and control of the Bank Group. He serves
as a Director of several members of the Bank Group, and sits on
various board committees of the Bank and its Group members.

Mr. Li is currently an Independent Non-executive Director of three
listed companies under the Sino Group (Sino Land Company
Limited, Tsim Sha Tsui Properties Limited, and Sino Hotels (Holdings)
Limited), China State Construction International Holdings Limited,
and COSCO SHIPPING Ports Limited (formerly known as COSCO
Pacific Limited), and is a Non-executive Director of The Berkeley
Group Holdings plc (listed in London). He also serves as a Member
of the International Advisory Board of Abertis Infraestructuras, S.A.
(listed in Spain). He was previously an Alternate Director of AFFIN
Holdings Berhad (listed in Malaysia), an Alternate Independent
Non-executive Director of San Miguel Brewery Hong Kong Limited
and an Independent Non-executive Director of Shanghai Fosun
Pharmaceutical (Group) Co., Ltd (which is dual listed in Hong Kong
and Shanghai).

Mr. Li is a Member of the Guangdong Provincial Committee of
the Chinese People’s Political Consultative Conference and a
Counsellor of the Hong Kong United Youth Association. He is
also a Member of the MPF Industry Schemes Committee of the
Mandatory Provident Fund Schemes Authority, a Trustee of The
University of Hong Kong's occupational retirement schemes, an
Advisory Committee Member of the Hong Kong Baptist University’s
School of Business and a Vice President of The Hong Kong Institute
of Bankers’ Council. Furthermore, he serves as a Member of the
Election Committees responsible for electing the Chief Executive
of the HKSAR and deputies of the HKSAR to the 12th National
People’s Congress. He also sits on the Judging Panel of the BAI
Global Banking Innovation Awards. Mr. Li was previously a Member
of the All-China Youth Federation and Deputy Chairman of the
Beijing Youth Federation.
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Mr. Li holds a Master of Management Degree from Kellogg School
of Management, Northwestern University in the US, and a Master
of Arts Degree and Bachelor of Arts Degree in Law from the
University of Cambridge in Britain. He is a Member of The Law
Society of England and Wales, and The Law Society of Hong Kong.

Mr. Li is the son of Dr. the Hon. Sir David LI Kwok-po, the nephew
of Professor Arthur LI Kwok-cheung, Mr. Aubrey LI Kwok-sing and
Mr. Stephen Charles LI Kwok-sze, and the brother of Mr. Brian
David LI Man-bun.

FREARAEEALASIZRERSHRT
BEEBRLTSM  RESIBAREESZREL
RELTEM - th2RERME REBRME

[

S
m

\

~

FRERFEERLTZR T FREHKRZ
#ER - FERERERFEEEEZERE - U
RMEFERMFLEZH -



RERITEMRAT | 2006 F3R | 57

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
EEREBREEAENBEAESR (&)

Mr. Brian David LI Man-bun

MA (Cantab), MBA, FCA, JP
Executive Director & Deputy Chief Executive

Mr. Li, aged 42, was appointed a Director in 2014. He joined the
Bank Group in 2002. He was General Manager & Head of Wealth
Management Division of the Bank from July 2004 to March 2009.
In April 2009, he was appointed Deputy Chief Executive, primarily
responsible for the Bank’s China and international businesses, and
assisting the Chief Executive in the overall management and control
of the Bank Group. He serves as a Director of several members of
the Bank Group, and sits on various board committees of the Bank
and its Group members.

Mr. Li is currently an Independent Non-executive Director of
Towngas China Company Limited, Hopewell Highway Infrastructure
Limited and China Overseas Land & Investment Limited.

Mr. Li currently holds a number of public and honorary positions,
including being a Member of the Twelfth National Committee
of the Chinese People’s Political Consultative Conference, a
Member of the Advisory Committee of the Securities and Futures
Commission of Hong Kong, Chairman of the Traffic Accident
Victims Assistance Advisory Committee of the Government of Hong
Kong Special Administrative Region (“HKSARG"), a Member of the
HKSARG Aviation Development and Three-runway System Advisory
Committee and a Member of Market Development Committee,
Financial Services Development Council of the HKSARG.

He is a Member of the Hong Kong-Europe Business Council,
a Member of the Hong Kong-Taiwan Business Co-operation
Committee, a Member of Asian Financial Forum 2017 Steering
Committee, a Committee Member of the Hong Kong Chapter,
the Institute of Chartered Accountants in England and Wales
(the “ICAEW"), a Member of the Inaugural Financial Consulting
Committee for Authority of Qianhai Shenzhen-Hong Kong Modern
Service Industry Cooperation Zone of Shenzhen, and a Council
Member of The Hong Kong Management Association.

Mr. Li is a Fellow of the Hong Kong Institute of Certified Public
Accountants and a Full Member of the Treasury Markets
Association. Mr. Li is also a Fellow of the ICAEW. He holds an MBA
degree from Stanford University as well as MA and BA degrees from
the University of Cambridge.

Mr. Li is the son of Dr. the Hon. Sir David LI Kwok-po, the nephew
of Professor Arthur LI Kwok-cheung, Mr. Aubrey LI Kwok-sing and
Mr. Stephen Charles LI Kwok-sze, and the brother of Mr. Adrian
David LI Man-kiu.
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Dr. Daryl NG Win-kong

BA, MSc, DHL, JP
Independent Non-executive Director, Member of the Audit
Committee, the Nomination Committee and the Risk Committee

Dr. Ng, aged 38, was appointed a Director in 2015. He is currently
an Executive Director of Sino Land Company Limited, Tsim Sha Tsui
Properties Limited and Sino Hotels (Holdings) Limited.

Dr. Ng holds a Bachelor of Arts Degree in Economics, a Master
Degree of Science in Real Estate Development from Columbia
University in New York and an Honorary Doctor of Humane Letters
Degree from Savannah College of Art and Design. He was awarded
an Honorary University Fellowship by The Open University of Hong
Kong in 2016.

Dr. Ng is a General Committee member of The Chamber of Hong
Kong Listed Companies, a member of the Global Leadership
Council of Columbia University in the City of New York, a member
of the 10th Sichuan Committee of the Chinese People’s Political
Consultative Conference (“CPPCC"), a member of the 12th Beijing
Municipal Committee of the CPPCC, a member of the 10th and
11th Committees of the All-China Youth Federation and the Deputy
Chairman of the Chongqging Youth Federation. He is a trustee
member of World Wide Fund for Nature Hong Kong, the Vice
Chairman of Hong Kong United Youth Association, a member of
the Social Welfare Advisory Committee, a member of the Executive
Committee of Hong Kong Sheng Kung Hui Welfare Council
Limited, a member of Friends of Hong Kong Association Limited,
a co-opted member of the Community Care Fund Task Force of
Commission on Poverty, a member of the Council for Sustainable
Development, a member of the Court of the Hong Kong University
of Science and Technology, a member of the Steering Committee
on the Promotion of Electric Vehicles of the Government of Hong
Kong Special Administrative Region (“HKSARG") ,a member of
the Council of the University of Hong Kong, an Associate Member
of the Central Policy Unit of HKSARG, a Council Member of The
Hong Kong Management Association, a Council Member of
the Hong Kong Committee for UNICEF and a member of NUS
Medicine International Council (NIC) at the Yong Loo Lin School of
Medicine of National University of Singapore. He is a Director of The
Community Chest of Hong Kong and The Real Estate Developers
Association of Hong Kong.
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Mr. Masayuki OKU

LL.B, LL.M, the Order of Industrial Service Merit Silver Tower
Non-executive Director and Member of the Nomination Committee

Mr. Oku, aged 72, was appointed a Director in 2015. He is
Chairman of the Board of Sumitomo Mitsui Financial Group, Inc.
("SMFG", since June 2005) N2 (listed in Japan and USA). He is an
Independent Non-executive Director of Panasonic Corporation, Kao
Corporation, Komatsu Ltd. and Chugai Pharmaceutical Co., Ltd., all
of which are companies listed in Japan. Mr. Oku is also an Auditor
of Nankai Electric Railway Co. Ltd. (listed in Japan).

Mr. Oku began his career in 1968 at The Sumitomo Bank, Limited.
After engaging in the bank’s key acquisitions and investments in
the 1980's, he was transferred to New York and appointed General
Manager of Chicago Branch in 1991. He returned to Tokyo in
1992, assumed the position of General Manager of the Corporate
Planning Department, and was elected as a member of the Board
of Directors of the bank in 1994. In 1999, Mr. Oku was appointed
Secretary General of the Integration Strategy Committee of the
bank, leading its merger process with The Sakura Bank, Limited,
which culminated in the formation of Sumitomo Mitsui Banking
Corporation (“SMBC") Net¢2 in 2001. In 2003, he became Deputy
President of SMBC, heading Corporate Banking and International
Banking Units. In 2005, he was appointed President and CEO of
SMBC and Chairman of the Board of SMFG, the holding company
of SMBC. During his tenure as President and CEO of SMBC, he also
served as Chairman of Japanese Bankers Association in 2007 and
2010. In April 2011, he resigned as President and CEO of SMBC
to devote himself to his duties as Chairman of the Board of SMFG.
Mr. Oku also served as Vice Chairman of Keidanren (Japan Business
Federation) from 2011 to 2015.

Mr. Oku received his Bachelor of Law degree from Kyoto
University in 1968 and his Master of Laws (LL.M) degree from
Michigan Law School in 1975. He was awarded the Order of
Industrial Service Merit Silver Tower by the Government of the
Republic of Korea in 2009.
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Dr. the Hon. Rita FAN HSU Lai-tai

GBM, GBS, DSocSc, JP
Independent Non-executive Director and Chairman of the
Remuneration Committee

Dr. Fan, aged 71, was appointed a Director in February, 2016. She is
currently an Independent Non-executive Director of China Overseas
Land & Investment Limited, China Shenhua Energy Company Limited,
COSCO SHIPPING Ports Limited (formerly known as COSCO Pacific
Limited) and China COSCO Holdings Company Limited.

Dr. Fan is one of Hong Kong's best-known public figures and has
an outstanding track record of community service. Dr. Fan was
appointed to the Legislative Council from 1983 to 1992 and was a
Member of the Executive Council from 1989 to 1992. She became
the President of the Provisional Legislative Council in 1997, and has
since been re-elected as the President of the First, Second and Third
Legislative Council until 30th September, 2008. Dr. Fan served as
President of the legislature of the Hong Kong Special Administrative
Region (“"HKSAR") for 11 years.

In the lead-up to Hong Kong’s reunification with China, Dr. Fan
played a valuable role as a Member of the Preliminary Working
Committee for the Preparatory Committee for the HKSAR from
1993 to 1995 and of the Preparatory Committee for the HKSAR
from 1995 to 1997. She was elected as a Hong Kong Deputy to
both the Ninth and Tenth sessions of the National People’s Congress
("NPC") between 1998 and 2008. She was also a Member of the
Standing Committee of the Eleventh session of the NPC from 2008
to 2013 and is currently a Member of the Standing Committee of
the Twelfth session of the NPC.

Outside the political arena, Dr. Fan is serving as the Chairman of
Board of Management of the Endeavour Education Centre, the
Honorary President of the Hong Kong Breast Cancer Foundation, and
the Honorary Patron of the Hong Kong Transplant Sports Association.

After graduating from St. Stephen’s Girls" College, Dr. Fan studied at
the University of Hong Kong, and was awarded a Bachelor degree
in Science and a Master degree in Social Science. She was awarded
Honorary Doctorate degrees in Social Science by the University of
Hong Kong, the City University of Hong Kong and the Hong Kong
Polytechnic University, and an Honorary Doctorate in Law from
the China University of Political Science and Law of the People’s
Republic of China. Her record of public service was acknowledged
by the HKSAR Government through the award of the Gold Bauhinia
Star in 1998 and Hong Kong's top award, the Grand Bauhinia
Medal, in 2007.
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Mr. Meocre LI Kwok-wing

BCom, CPA
Independent Non-executive Director, Member of the Audit
Committee and the Risk Committee

Mr. Li, aged 61, was appointed a Director in September, 2016. He
is the Chief Executive of Alpha Alliance Finance Holdings Limited.

Mr. Li was the Managing Partner of Arthur Andersen, one of the
major international accounting firms, taking charge of its Hong
Kong and China operations from September 1993 to February
1995. He was the Managing Director and Head of Corporate
Finance of NatWest Securities Asia from March 1995 to March
1998. He was the Chief Executive of ICEA Finance Holdings Limited
(from March 1998 to March 2002), an investment banking joint
venture between The Industrial and Commercial Bank of China
and the Bank, prior to the company’s becoming a wholly-owned
subsidiary of the Bank, which was subsequently renamed as Tung
Shing Holdings Company Limited and disposed to SinoPac Securities
(Cayman) Holdings Limited on 6th April, 2016.

Mr. Li received a Bachelor of Commerce degree, with distinction,
from University of Alberta, Canada. Upon graduation, he was
awarded the Financial Executives Institute Silver Medal for “Highest
Standing in Finance”. He also earned a Postgraduate Management
Diploma from the Harvard Business School, and is a member of the
Hong Kong Institute of Certified Public Accountants.

Mr. Li is an Independent Non-executive Director of BEA China.
He is also the chairman of its audit committee and a member
of its connected transactions control committee and risk
management committee.
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Dr. the Hon. Henry TANG Ying-yen

GBM, GBS, JP

Independent Non-executive Director, Member of the Audit
Committee, the Nomination Committee and the Remuneration
Committee

Dr. Tang, aged 64, was appointed a Director on 1st March, 2017.
He was the Chief Secretary for Administration of the Hong Kong
Special Administrative Region (“HKSAR") Government from 2007 to
2011 and the Financial Secretary of HKSAR Government from 2003
to 2007. He served as a member of the Executive Council of Hong
Kong from 1997 to 2011 and was a member of the Legislative
Council of Hong Kong from 1991 to 1998.

Dr. Tang is a Standing Committee Member of the Chinese People’s
Political Consultative Conference.

Dr. Tang received a Bachelor of Arts degree from the University
of Michigan. In 1993, Dr. Tang was named Global Leader for
Tomorrow by the World Economic Forum. In 1989, he won the
Young Industrialist of Hong Kong award.

Dr. Tang is an Independent Non-executive Director of BEA China.
He is also chairman of its risk management committee and a
member of its audit committee and remuneration & nomination
committee.
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The Hon. CHAN Kin-por

BBS, JP
Independent Non-executive Director, Member of the Audit
Committee and the Risk Committee

Mr. Chan, aged 62, was appointed a Director on 15th March, 2017.
He is currently a member of the Legislative Council (Insurance
Functional Constituency) of Hong Kong Special Administrative
Region (“LegCo”). Among other duties, he serves as Chairman of
the LegCo Finance Committee.

Mr. Chan has extensive experience in the fields of banking and
insurance. He is an Associate of The Chartered Insurance Institute
(U.K.). He has become a member of the Munich Re China Advisory
Board since 2009 after serving as the Chief Executive of the Munich
Reinsurance Company — Hong Kong Branch for 4 years. Prior to
these appointments, he had worked in various positions at one
of the leading banks in Hong Kong for more than 3 decades and
left as the Assistant General Manager and Head of its Insurance
Group in 2005. He was also Chairman of the Chinese Insurance
Association of Hong Kong from 1998 to 1999 and the Hong Kong
Federation of Insurers from 2004 to 2005.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)

EERGBREEAENBEAESR (&)

Dr. Delman LEE

BEng, DPhil
Independent Non-executive Director and Member of the Risk
Committee

Dr. Lee, aged 49, was appointed a Director on 21st March, 2017.
He is currently the President and Chief Technology Officer of TAL
Apparel Limited. He is also a non-executive director of Tradelink
Electronic Commerce Limited. He was a non-executive director of
Luckytex (Thailand) Public Co. Ltd. (listed in Thailand).

Dr. Lee is a Council Member of The Hong Kong Productivity Council,
a Council Member of The Hong Kong Management Association
and the Vice Chairman of Sustainable Fashion Business Consortium.
Dr. Lee possesses extensive experience in information technology
and management in global operations. He also has a strong
background in research.

Dr. Lee holds a doctorate from the University of Oxford and a
Bachelor's degree in Electrical and Electronic Engineering from the
Imperial College, London.

Nete 1 Criteria Caixa, S.A. Sociedad Unipersonal (“Criteria Caixa”), is a wholly-owned
subsidiary of “la Caixa” Banking Foundation.

Each of “la Caixa” Banking Foundation and Criteria Caixa is a substantial
shareholder of the Bank as defined under the Listing Rules and within the
meaning of Part XV of the SFO, the details of which are disclosed in the
“Interests of Substantial Shareholders and Other Persons” section of
the Report of the Directors. Dr. Isidro FAINE CASAS is the Chairman of
Criteria Caixa and the Chairman of the Board of trustees of “la Caixa”
Banking Foundation.

Nete2 SMFG owns a 100% interest in SMBC. Both SMFG and SMBC are
substantial shareholders of the Bank as defined under the Listing Rules and
within the meaning of Part XV of the SFO, the details of which are disclosed
in the “Interest of Substantial Shareholders and Other Persons” section
of the Report of the Directors. Mr. Masayuki Oku is the Chairman of the
Board of SMFG.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)
EERGEEBAENBAER (&)

SENIOR MANAGEMENT

Mr. Adrian David LI Man-kiu

MA (Cantab), MBA, LPC, JP
Executive Director & Deputy Chief Executive

(Biographical details are set out on pages 55 and 56)

SEEEAE
FRI\EE

MA (Cantab), MBA, LPC, JP
HITEFREITRARE
(EAE R #5705 55 K56 &)

Mr. Brian David LI Man-bun

MA (Cantab), MBA, FCA, JP
Executive Director & Deputy Chief Executive

(Biographical details are set out on page 57)

FRMEE

MA (Cantab), MBA, FCA, JP
HITEFELBITTHARE,
(ELABR#EHIINES7 B)

Mr. Samson LI Kai-cheong

FCCA, CPA, FCIS, FCS, HKSI
Deputy Chief Executive & Chief
Investment Officer

Mr. Li, aged 56, joined the Bank
in 1987 as Chief Internal Auditor.
He was promoted to Deputy Chief
Executive & Chief Investment Officer

in April 2009. Mr. Li is primarily responsible for the Bank'’s
investment activities and treasury & broking operations including
treasury markets. He is also a Director of various members of the
Bank Group and a Member of various committees appointed by
the Board.

Mr. Li is a Fellow of The Hong Kong Institute of Chartered Secretaries,
the Institute of Chartered Secretaries & Administrators, and The
Association of Chartered Certified Accountants. In addition, he is an
Associate of the Hong Kong Institute of Certified Public Accountants
and a Member of the Hong Kong Securities and Investment Institute.
Mr. Samson Li received his Professional Diploma in Accountancy from
The Hong Kong Polytechnic University.

FHE KL

FCCA, CPA, FCIS, FCS, HKSI
BT TRAB I BAEE

oA RFES6HR L1987 FIMARITA
HBANERTERZ - 122009 F 4 BERF BRITTH
BEFRRERE - FEETEEERNTAR
BEE) - B RELEBREE  BIEES
MG MR AEBRAZHARNEER
ZEREEEEZACEZEENES -

A RATERINELR  KENFWE
BATRABARMEENFARGH AR
BRRL  EARHALARRLNEEES
FEASERE  WEESEIASEHE
BEE -

Mr. TONG Hon-shing

BSc, ACIB, FHKIB, FCIS, FCS
Deputy Chief Executive & Chief
Operating Officer

Mr. Tong, aged 57, joined the Bank in
1975. He was promoted to Assistant
General Manager in 1995 and to
General Manager in 2000. He was
General Manager & Head of Personal Banking Division from 2001 to
March 2009. He was further promoted to Deputy Chief Executive
and Chief Operating Officer in April 2009. Mr. Tong is primarily
responsible for strategic planning and control, operations support,
compliance, human resources, and corporate communications of
the Bank. He is also a Director of various members of the Bank
Group and a Member of various committees appointed by the
Board. Mr. Tong is a Fellow of The Hong Kong Institute of Bankers,
The Hong Kong Institute of Chartered Secretaries and The Institute
of Chartered Secretaries & Administrators as well as an Associate
of The Chartered Institute of Bankers. He holds a BSc from the
University of Manchester.

BEpTE

BSc, ACIB, FHKIB, FCIS, FCS
BT TERAB AR & B
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CORPORATE INFORMATION
LR RH

BOARD 5Eg

Executive Directors HITESE

Dr. the Hon. Sir David LI Kwok-po (Chairman & Chief Executive) ~ZBIBB T (L/EFTEAEZ)
Mr. Adrian David LI Man-kiu (Deputy Chief Executive) TRBEE (B THAEZ)
Mr. Brian David LI Man-bun (Deputy Chief Executive) TRMEE (B THAEZ)
Non-executive Directors FHITES

Professor Arthur LI Kwok-cheung (Deputy Chairman) ZEHEHE (5/F/F)

Mr. Aubrey LI Kwok-sing ZHELRE

Mr. Stephen Charles LI Kwok-sze ZTETEE

Dr. Isidro FAINE CASAS BREELT

Dr. Peter LEE Ka-kit TREFF/E

Mr. Masayuki OKU RIEEZERE

Independent Non-executive Directors BIEHITES

Dr. Allan WONG Chi-yun (Deputy Chairman) BYMEL (3/EF)

Mr. Winston LO Yau-lai BREXE

Mr. Richard LI Tzar-kai ZERLE

Mr. KUOK Khoon-ean EBIELE

Dr. Daryl NG Win-kong BKEELT

Dr. the Hon. Rita FAN HSU Lai-tai’ BHREREL

Mr. Meocre LI Kwok-wing? FTEIRKAE?

Dr. the Hon. Henry TANG Ying-yen? BREEL:

The Hon. CHAN Kin-por* PREZREE

Dr. Delman LEE® EEARF LS

" Appointed as Director on 25th February, 2016 " R20166F2 A25 HEZ T RES
2 Appointed as Director on 1st September, 2016 2 R2016F9F 1 HEZTREF
3 Appointed as Director on 1st March, 2017 3 R2017FE3A1HEZITRES
4 Appointed as Director on 15th March, 2017 4 R2017F3A15AEZHLRES

5 Appointed as Director on 21st March, 2017 5 R2017F3A21 HEZFREE
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CORPORATE INFORMATION (CONTINUED)

BOARD COMMITTEES

Audit Committee

Mr. Winston LO Yau-lai* (Chairman)
Dr. Allan WONG Chi-yun*

Dr. Daryl NG Win-kong*'

Mr. Meocre LI Kwok-wing*?

Dr. the Hon. Henry TANG Ying-yen*?
The Hon. CHAN Kin-por*

Nomination Committee

Dr. Allan WONG Chi-yun*> (Chairman)
Dr. the Hon. Sir David LI Kwok-po®
Dr. Isidro FAINE CASAS

Mr. Masayuki OKU’

Mr. Winston LO Yau-lai*

Mr. KUOK Khoon-ean*

Dr. Daryl NG Win-kong*'

Dr. the Hon. Henry TANG Ying-yen*3

Remuneration Committee

Dr. the Hon. Rita FAN HSU Lai-tai*® (Chairman)
Dr. Allan WONG Chi-yun*

Mr. Aubrey LI Kwok-sing

Dr. Peter LEE Ka-kit®

Mr. Winston LO Yau-lai*

Dr. the Hon. Henry TANG Ying-yen*3

Risk Committee

Dr. Allan WONG Chi-yun*> (Chairman)
Professor Arthur LI Kwok-cheung

Mr. Aubrey LI Kwok-sing

Mr. Winston LO Yau-lai*

Dr. Daryl NG Win-kong*'

Mr. Meocre LI Kwok-wing*?2

The Hon. CHAN Kin-por?*

Dr. Delman LEE™

*

Independent Non-executive Director

T Appointed as Member of AC and RIC with effect from the conclusion of the
2016 AGM, and appointed as Member of NC with effect from 1st January, 2017

2 Appointed as Member of AC and RIC on 1st September, 2016
3 Appointed as Member of AC, NC and RC on 1st March, 2017

4 Appointed as Member of AC and RIC on 15th March, 2017

> Appointed as Chairman of NC and RIC with effect from the conclusion of the
2016 AGM

6 Stepped down as Chairman and remains as Member of NC with effect from the
conclusion of the 2016 AGM

7 Appointed as Member of NC with effect from the conclusion of the 2016 AGM
8 Appointed as Chairman of RC with effect from the conclusion of the 2016 AGM
9 Appointed as Member of RC with effect from the conclusion of the 2016 AGM
19 Appointed as Member of RIC with effect from 21st March, 2017

~AER (&)

EEERTRES
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BEARAEL
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SEEEEL
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FHREHR
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FEIRKE *
BREEKHES
FEAEL

* BUFNITEE

" R2016 REFF LB RERSITAFERZEIRA
BEEEZE > WR2017F 171 HEZTEAREZ

2 R20166F9 A 1 HEZ T AFERZEGREREZESES
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RIHWEESZS

4 R2017F3 A 15 BEZ T AFRZESRARZESZS
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CORPORATE INFORMATION (CONTINUED)

~NAER (&)

SENIOR ADVISORS

Mr. Joseph PANG Yuk-wing
BSSc, MBA, Hon. DSocSc, Hon. Fellow (CUHK),
ACIB, FHKIB, BBS, JP

Mr. CHAN Kay-cheung
FHKIB

Mr. CHAN Tze-ching
BBS, JP

SENIOR MANAGEMENT

Mr. Adrian David LI Man-kiu
MA (Cantab), MBA, LPC, JP
Executive Director & Deputy Chief Executive

Mr. Brian David LI Man-bun
MA (Cantab), MBA, FCA, JP
Executive Director & Deputy Chief Executive

Mr. Samson LI Kai-cheong
FCCA, CPA, FCIS, FCS, HKSI
Deputy Chief Executive & Chief Investment Officer

Mr. TONG Hon-shing
BSc, ACIB, FHKIB, FCIS, FCS
Deputy Chief Executive & Chief Operating Officer

COMPANY SECRETARY

Mr. Alson LAW Chun-tak
FCCA, FCPA, FCIS, FCS

AUDITORS

KPMG
Certified Public Accountants

= A% RE
BSSc, MIBA, Hon. DSocSc, Hon. Fellow (CUHK),
ACIB, FHKIB, BBS, JP

REELE
FHKIB

RFBSEE
BBS, JP

SEEEAR
FREBKE

MA (Cantab), MBA, LPC, JP
HITEFRETRARE,
FTREEE

MA (Cantab), MBA, FCA, JP
MITEFRETHARE,
FTHESRE

FCCA, CPA, FCIS, FCS, HKSI
BT TRAB LRI BB
EERLE

BSc, ACIB, FHKIB, FCIS, FCS
BITTIRAB R EE R

DNEWE
BERRE
FCCA, FCPA, FCIS, FCS

BB

S ES S
HE S D
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CORPORATE INFORMATION (CONTINUED)
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CHIEF EXECUTIVE AND SENIOR MANAGEMENT
THRABKREEEEAR

Mr. Samson LI Mr. Adrian David LI~ Dr. the Hon. Sir David LI~ Mr. Brian David LI Mr. TONG Hon-shing
Kai-cheong Man-kiu Kwok-po Man-bun BB E
TEBRE ZREBEE ZEERLT ZRIBEE
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LIST OF OUTLETS
Wig—5%

1 Head Office - Hong Kong & — #17T
Greater China (ex-Hong Kong) KF#E#E (FEER)

2 Shanghai +E 18 Fuping County, Weinan &/ = F & 34 Qingyuan BB
3 Beijing = 19 Zhengzhou ZB 35 Guangzhou BEM
4 Urumg BB 20 Wuhan HE 36 Foshan il
5  Harbin IBERE 21 Hefei A 37 Shaoguan e
6 Shenyang B 22 Nanjing I 38 Zhuhai b2 91!
7  Dalian RiE 23 Nanchang B 39 Jieyang Bk5
8  Tianjin PN 24 Chengdu Bk EB 40 Dongguan =
9  Shijiazhuang ARHE 25 Chonggqing BE 41 Shenzhen sl
10 Jinan piiEz) 26 Changsha 9/ 42 Zhongshan Fil
11 Qingdao 55 27 Fuzhou &M 43 Zhanjiang ST
12 Wuxi i) 28 Xiamen EF 44 Huizhou =N
13 Kunshan =i 29 Kunming B 45 Shantou MIIEE]
14 Suzhou #RN 30 Nanning HE 46 Macau ikl
15 Hangzhou M 31 Zhaoging ER 47 Taipei ait
16 Ningbo B 32 Jiangmen pan
17 Xi‘an [ifoq 33 Maoming e
Singapore 73 Malaysia B3 # a2
Singapore s Labuan W

Kuala Lumpur HER
United Kingdom %] United States £
London {[GE3 New York H;E
Birmingham {(ELE L Los Angeles RS

Manchester ST
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LIST OF OUTLETS (CONTINUED)
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With more than 220 outlets worldwide, BEA operates an extensive international network covering Hong Kong and the

rest of Greater China, Southeast Asia, the United Kingdom, and the United States.

RL|ITAREBHREB 220 A0S - EANBERBKREERE - AhERMME - R - REMER -

HONG KONG BRANCH NETWORK & &2 1T#34&
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S Bonham Road eyl . s
) . S Hoi Yuen Road FRE
Caine Road g e
” Hong Kong BARE
S Causeway Bay SR Baptist University RE
Chai Wan il S iSQUARE ARES
S Happy Valley S Jordan 3
S Hennessy Road HeFa Kowloon City FLEE
Kennedy Town 2R S Kowloon Station JLEEILE 5
King's Road REBE Elements
S North Point it A S Kwun Tong HiE
Quarry Bay eV S Laguna City B
S Queen’s Road East ERKNER S Lok Fu &@s
S Shaukiwan LEE S @ Ma Tau Wei Road HEEEE
S Shek Tong Tsui AYER S MeiFooSun Chuen  EFHTB
S Sheung Wan kR Millennium City 5 Blte 2 WA E
S Shun Tak Centre [ azll S Mongkok AT £
S Taikoo Shing VL S Mongkok North AL
S The University of BERE S Olympian City BRI,
Hong Kong S Plaza Hollywood HEBEEES
Times Square RRES S San Po Kong s
Wanchai Bt Tai Hang Tung RILE
Wanchai Convention  EF&RES S Telford Plaza EEES
Plaza .
8 The Hong Kong BART
Polytechnic University =~ A2
S @ Tsim Sha Tsui SRE
S Waterloo Road miEE
S Whampoa Garden EHIHEE
S With SupremeGold Centre s Yaumatei el
BEBESEI B
© Branch with i-Financial Centre

DITRA - FEH L

FINANCIAL CENTRES 32 8ff /0

New Territories Branches i #2517

S East Point City AW

S © Fanling k|

S HaKwai Chung TR
Lingnan University BEREAR

S Ma On Shan Plaza SRILES

S Maritime Square B

SRS
R

S Metro City Plaza
Park Central

S Shatin Plaza W HES
S Sheung Shui FK
Sun Chui Estate 2R
Tai Po R
S TaiPo Plaza KifES
S Tai Wai KIE
The Chinese University &5 X
of Hong Kong rRE
Tin Shui Wai RKE
The Education University &5 8 A&
of Hong Kong
The Hong Kong BEREARE
University of Science
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Outlying Islands Branches Bt &% 1T

Cheung Chau &N
Tung Chung Sy
Silvermine Bay st
Tai O KA

Hong Kong Region &HEE&E

Kt B%5 - BB 0
BB FIRA P

Pacific Place i-Financial Centre
Quarry Bay SupremeGold Centre
New Territories Region $i R &

Tin Shui Wai i-Financial Centre
Tin Shui Wai One Sky Mall i-Financial Centre
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CORPORATE GOVERNANCE REPORT

The BEA Group is committed to maintaining high
standards of corporate governance and considers such
commitment essential in balancing the interests of
shareholders, customers and employees; and in upholding
accountability and transparency.

The Bank has in place a corporate governance framework
which sets out a range of governance principles and
practices to direct and guide the business conducts and
affairs of the Group.

The Bank also constantly reviews and enhances the
effectiveness of our corporate governance practices to
ensure that they are in line with the requirements of
relevant rules and regulations.

During the financial year ended 31st December, 2016,
the Bank has complied with all the Code Provisions set
out in the CG Code, except for Code Provision A.2.1 as
explained in section A below. The Bank has also followed
the modules on CG-1 and CG-5.

A. BOARD OF DIRECTORS
The Board

The Bank is headed by an effective Board which assumes
responsibility for leadership and control of the Bank and
is collectively responsible for promoting the success of
the Bank by directing and supervising the Bank'’s affairs.
The Board takes into account the legitimate interests of
shareholders, customers, employees and other relevant
stakeholders and ensures that the Bank operates in a
reliable, safe manner and meets its obligations on an
ongoing basis.

The Board is responsible for providing strategic direction
and overseeing effective implementation of pre-
determined objectives by the Management. It delegates
the day-to-day operation and administration of the Bank's
business to the Management.

The Bank has established a Schedule of Matters Reserved
to the Board for Decision (“Schedule”) to formalise the
matters reserved for the Board's approval and delegation
of power to the Board and Management Committees.
The Schedule will be reviewed periodically to ensure that
it remains appropriate to the Bank’s needs and regulatory
requirements.

Specific matters reserved for the Board's consideration
and decision include:

e (apital plans and management
e Financial Reports

e Business Plans

e Matters in relation to corporate governance functions
¢ Risk Management and Internal Controls

e Appointments, Removal and Succession Planning of
Directors, Chief Executive, Deputy Chief Executives,
Division Heads, Group Chief Compliance Officer,
Group Chief Financial Officer, Group Chief Risk Officer
and Group Chief Auditor of the Bank

e Substantial investment or disposal of Group’s assets
according to the disclosure requirements of the Listing
Rules

e Public Announcements according to the requirements
of the Listing Rules

Management functions

While the Board is responsible for formulating overall
strategy to guide and monitor the performance of the
Group, the management of day-to-day operation of the
Group’s businesses and implementation of the strategy
and direction set by the Board has been delegated to the
Management.

Board Meetings

Board meetings are held at least 5 times a year. In
addition, special Board meetings are held when necessary.
Dates of regular Board and Committee meetings are
scheduled in the prior year to provide sufficient notice to
give all Directors an opportunity to attend. For special
Board meetings, reasonable notice is given. Board agenda
is approved by the Chairman following consultation
with Directors and the Senior Management. All Board
meetings involve the active participation, either in person
or through other electronic means of communication, of
a majority of Directors.

Minutes of the meetings of the Board and Board
Committees record in sufficient detail the matters
considered by the Board and the Board Committees,
the decisions reached, including any concerns raised by
Directors or dissenting views expressed. Draft and final
versions of minutes of the meetings of the Board, the AC,
the RC, the NC and the RIC are sent to all Directors or
respective Board Committee members for their comment
and record within a reasonable period after the meetings
are held.

Minutes of the meetings of the Board, the AC, the RC
and the NC are kept by the Company Secretary whereas
minutes of the meetings of RIC and other Management
Committees (as listed under the subject Management
Committees in section B on page 90) are kept by the
appointed secretary of each Committee.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

Directors’ attendance records

In 2016, 5 Board meetings were held with an average attendance rate of 94%. Attendance records of the Directors at
BMs, ACMs, RCM, NCMs, RICMs and AGM held in 2016 are as follows:

Number of meetings attended/held in 2016
BM ACM RCM NCM RICM AGM
Executive Directors:
David LI Kwok-po?

(Chairman & Chief Executive) o5 ) K 212 212 i
Adrian DaV|d‘LI l\/Ian-kl.u 55 ) ) i ) 11

(Deputy Chief Executive)

Brian David L! I\/Ian-burj 5/5 ) ) i ) 11

(Deputy Chief Executive)

Non-executive Directors:
Arthur LI Kwok-cheung

(Deputy Chairman) 4/5 ) ) ) 3/4 "
Aubrey LI Kwok-sing? 5/5 - 11 7 2/4 11
Eric LI Fook-chuen? 3/3 - 171 i7Al 2/2 11
Stephen Charles LI Kwok-sze 5/5 - - - - 171
Isidro FAINE CASAS 5/5 - - 2/2 - 171
Peter LEE Ka-kit? 5/5 - - - - 11
Masayuki OKU? 5/5 - - 0/1 - 11

Independent Non-executive Directors:
Allan WONG Chi-yun?

(Deputy Chairman) 5/5 3/3 171 2/2 2/2 11
WONG Chung-hin? 2/3 171 - - - 0N
Winston LO Yau-lai 5/5 3/3 11 2/2 4/4 11
KHOO Kay-peng? 2/3 - 11 7 - 11
Richard LI Tzar-kai 4/5 - - - - 0/1
Kenneth LO Chin-ming?® 5/5 3/3 - 2/2 2/2 11
William DOO Wai-hoi 4/5 3/3 - - - VAl
KUOK Khoon-ean 4/5 - - 1/2 - 11
Valiant CHEUNG Kin-piu3 4/4 2/2 171 - 3/3 11
Daryl NG Win-kong? 5/5 172 - - 172 11
Rita FAN HSU Lai-tai'®? 3/3 - - - - 171
Meocre LI Kwok-wing* 1”71 171 - - 11 -

Average attendance rate 94% 94% 100% 88% 85% 90%

" Rita FAN HSU Lai-tai was appointed as Director on 25th February, 2016.
2 The following changes were effective from the conclusion of 2016 AGM:

- David LI Kwok-po stepped down as Chairman of NC, Chairman of RIC and Member of RC, and remains as Member of NC;
- Allan WONG Chi-yun was appointed as Chairman of NC and RIC; he stepped down as Chairman of RC and remains as Member;
- Rita FAN HSU Lai-tai was appointed as Chairman of RC;

- Peter LEE Ka-kit became Member of RC;

- Kenneth LO Chin-ming became Member of RIC;

- Daryl NG Win-kong became Member of AC and RIC;

- Masayuki OKU became Member of NC;

- Aubrey LI Kwok-sing ceased as Member of NC;

- WONG Chung-hin resigned as Director and ceased as Member of AC;

- Eric LI Fook-chuen resigned as Director and ceased as the Deputy Chairman of NC, Member of RC and RIC; and

- KHOO Kay-peng retired as Director and ceased as Member of NC and RC.

3 Valiant CHEUNG Kin-piu resigned as Director and ceased as Member of AC, RC and RIC with effect from 1st September, 2016.
4 Meocre LI Kwok-wing was appointed as Director and Member of AC and RIC on 1st September, 2016.

> Kenneth LO Chin-ming resigned as Director and ceased as Member of AC, NC and RIC with effect from 1st January, 2017.
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Chairman and Chief Executive Officer

Code Provision A.2.1 of the CG Code stipulates that
the roles of chairman and chief executive officer
should be separate and should not be performed by
the same individual.

Dr. the Hon. Sir David LI Kwok-po is the Chairman &
Chief Executive of the Bank. The Board considers that
this structure will not impair the balance of power and
authority between the Board and the Management of
the Bank. The division of responsibilities between the
Chairman and the Chief Executive is clearly established
and set out in the job mandate of the Chairman &
Chief Executive. The balance of power and authority is
ensured by the operations of the Board, which comprises
experienced and high calibre individuals and meets
regularly to discuss issues affecting operations of the
Bank. There is a strong independent element in the
composition of the Board. As at 22nd March, 2017,
out of the 19 Board members, 10 are INEDs. The Board
believes that the current structure is conducive to strong
and consistent leadership, enabling the Bank to make and
implement decisions promptly and efficiently. The Board
believes that Sir David’s appointment to the posts of
Chairman and Chief Executive is beneficial to the business
prospects and management of the Bank.

The Chairman ensures that all Directors are properly
briefed on issues arising at Board meetings. He promotes
a culture of openness and debate and encourages all
Directors to make a full and active contribution to the
Board’s affairs. He also takes the lead in ensuring that the
Board acts in the best interests of the Bank.

The Chairman also ensures that Directors receive, in a
timely manner, adequate information, which is accurate,
clear, complete and reliable, of the Bank.

During the year, apart from the 5 Board meetings held,
the Chairman, who is also an ED of the Bank, held a
meeting with the NED (including INEDs) in the absence of
the other EDs and the Senior Management.

Board composition

The Bank announced on 17th February, 2017 that
Mr. William DOO Wai-hoi has tendered his resignation
as an INED with effect from 18th February, 2017.
Furthermore, Mr. Richard LI Tzar-kai and Mr. KUOK
Khoon-ean have informed the Board that they would not
offer themselves for re-election and accordingly will retire
as Directors at the conclusion of the 2017 AGM.

The Bank has appointed Dr. the Hon. Henry TANG Ying-
yen, The Hon. CHAN Kin-por and Dr. Delman LEE as INED,
with effect from 1st March, 2017, 15th March, 2017 and
21st March, 2017 respectively.

Following the above Board changes, the overall size of the
Board will be reduced to 17 Directors, including 3 EDs, 6
NEDs and 8 INEDs after the conclusion of the 2017 AGM.
Over one-third of the Directors are INEDs. In this regard,
there is sufficient independent element on the Board that

ensures the independence and objectivity of the decisions
of the Board, as well as the thoroughness and impartiality
of the Board’s oversight of the Management. An updated
list of Directors, identifying their roles and functions at the
Bank, is available on the HKEx's and the Bank’s websites.

The compositions of the Board and Board Committees
are shown on pages 66 and 67 under the Corporate
Information. All Directors of the Bank are expressly identified
by categories of EDs, NEDs and INEDs in all corporate
communications that disclose the names of the Directors.

The Biographies of Directors, including relationships
with members of the Board, Senior Management and
substantial shareholders (as defined in the Listing Rules)
of the Bank, are shown from pages 44 to 64 under the
Biographical Details of Directors and Senior Management.

Board Effectiveness

The Board has adopted a Board Succession and Diversity
Policy which defines succession planning and diversity
of the Board. Board appointments are based on merit
and candidates are considered against objective criteria,
having due regard for the benefits of diversity on the
Board, including but not limited to gender, age, cultural
and educational background, ethnicity, professional
experience, skills, knowledge and length of service.

The Board has a balance of skills and experience
appropriate for the requirements of the Bank’s business.
Directors, who come from a variety of different
backgrounds, have a diverse range of business, banking
and professional expertise and bring valuable insight in
particular areas that support the development and growth
of the Bank. Changes to its composition can be managed
without undue disruption.

Responsibilities of Directors

Directors, both collectively and individually, are required
to fulfill fiduciary duties and duties of skill, care and
diligence to a standard commensurate with the standard
established by the Laws of Hong Kong. Every Director
is required to know his/her responsibilities as a Director
of the Bank and of the conduct, business activities and
development of the Bank. The Terms of Reference of the
Board mandate the responsibilities of the Directors of the
Bank and also include the functions of the NEDs (including
INEDs) as specifically required under Code Provision A.6.2
of the CG Code.

INEDs and other NEDs shall make a positive
contribution to the development of the Bank’s strategy
and policies through independent, constructive and
informed comments.

The Board regularly reviews the contributions required
from a Director to perform his responsibilities to the Bank,
and whether he is spending sufficient time performing
them. It also considers whether Directors, who have
multiple board representations, are able to and have been
devoting sufficient time to discharge their responsibilities
as Directors of the Bank adequately.
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The Bank has received confirmation from each Director
that he/she has spent sufficient time and attention to
the affairs of the Bank during the year 2016. Directors
have also disclosed to the Bank the number and nature
of offices held in Hong Kong or overseas listed public
companies or organisations and other significant
commitments, with the identity of the public companies
or organisations and an indication of the time involved.
Directors are reminded to notify the Company Secretary
in a timely manner any change of such information.

The Bank has adopted the Directors’ Code of Conduct
and Policy on Conflict of Interests (the “Policy”) which
provides guidance to Directors to help them recognise
and deal with ethical issues including the handling of
conflict of interests and fair dealing, and help foster a
culture of honesty and accountability in the best interests
of the Group as well as the shareholders of the Bank. The
Policy also contains a compliance process which requires
declaration by a Director in respect of any (existing or
proposed) contract, arrangement, transaction or other
proposal in which the Director and/or his/her connected
entity (as defined in section 486 of the Companies
Ordinance), is/are directly/indirectly materially interested.
A Director shall not vote on any resolution approving any
contract, arrangement or transaction in which he/she
and/or his/her connected entity has any material interest.

If a Director has a conflict of interest in a matter to be
considered by the Board which the Board has determined
to be material, the matter shall not be dealt with by
way of circulation or by a Committee (except for an
appropriate Board Committee set up for that purpose
pursuant to a resolution passed in a Board meeting) and
a Board meeting shall be held to deal with the specific
matter. INEDs who, and whose associates, have no
material interest in the transaction shall be present at
such Board meeting.

The Bank has established its own code of securities
transactions to be observed by Directors and Chief
Executive, i.e. Policy on Insider Dealing — Directors
and Chief Executive (“Bank’s Policy”) on terms no less
exacting than the required standard set out in Appendix
10 — Model Code for Securities Transactions by Directors
of Listed Issuers (“Model Code”) of the Listing Rules.
Specific enquiries have been made on all Directors of the
Bank. All Directors confirmed that they had complied
with the required standard set out in the Model Code
and the Bank’s Policy at all the applicable times during the
year ended 31st December, 2016.

The Bank has also established a Policy on Insider Dealing —
Group Personnel to be observed by the employees of the
Bank or directors or employees of the Bank’s subsidiaries,
in respect of their dealings in the securities of the Bank.

In order to assist the Directors to discharge their duties to
the Group, the Bank’s Policy on Obtaining Independent
Professional Advice by Directors sets out the procedures
to enable the Directors, upon reasonable request, to
seek independent professional advice in appropriate
circumstances, at the Bank’s expense.

The Bank has arranged a Directors & Officers Liability and
Company Reimbursement Insurance to indemnify the
directors and officers of the Group against claims made
against them jointly and severally for any wrongful act
committed or alleged to have been committed in their
capacity as directors or officers of the Group.

Induction and continuous development

The Bank strives to ensure that the Directors continue
to develop and enhance their skills to better serve its
stakeholders.

A formal letter of appointment, which includes the
Director’s scope of duties and obligations, is provided to
every new Director of the Bank. The newly appointed
Director also receives an Information Package from
the Company Secretary on the first occasion of his/
her appointment. This Information Package is a
comprehensive, formal and tailored induction on the
responsibilities and on-going obligations to be observed
by a Director. In addition, the Information Package
includes materials on the operations and business of the
Bank. The EDs, Senior Management and the Company
Secretary will subsequently conduct such briefing as is
necessary, to ensure that the Directors have a proper
understanding of the operations and business of the Bank
and that they are aware of their responsibilities under the
laws and applicable regulations.

All Directors of the Bank participate in continuous
professional development to develop and refresh their
knowledge and skills. The Bank will keep Directors
updated on areas, including directors’ duties and
responsibilities, corporate governance and changes in
regulatory requirements, to enable them to properly
discharge their duties. The Bank is responsible for
arranging and funding suitable training for Directors.

During the year, all Directors received updated information
in relation to the following topics:

¢ Implementation of the Basel Ill capital buffers

e Supervision of regulated activities of SFC-registered
authorized institutions

e Credit Risk Transfer Activities
¢ Regulatory Framework for Supervision of Liquidity Risk
e De-risking and Financial Inclusion

¢ Sound Systems and Controls for Liquidity Risk
Management

¢ Anti-money Laundering and Counter-Financing of
Terrorism Training

Directors also attended other relevant courses,
conferences and seminars at the Bank’s expense (where
appropriate).  All current Directors provided to the Bank
a record of training they received in 2016.
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The following summarises key areas of trainings"°®® received by current Directors of the Bank during the year 2016:

Corporate
Governance Bank’s
and Risk Requlatory | business and Corporate Social
Directors Management Update management | Cyber Security | Responsibility
Executive Directors:
David LI Kwok-po v v 4 4 4
(Chairman & Chief Executive)
Adrian David LI Man-kiu v v v v 4
(Deputy Chief Executive)
Brian David LI Man-bun v 4 v 4 v
(Deputy Chief Executive)
Non-executive Directors:
Arthur LI Kwok-cheung v v v v
(Deputy Chairman)
Aubrey LI Kwok-sing 4 v v v v
Stephen Charles LI Kwok-sze v v v v
Isidro FAINE CASAS v v v v
Peter LEE Ka-kit v v v 4
Masayuki OKU 4 v v 4
Independent Non-executive Directors:
Allan WONG Chi-yun v v v 4 v
(Deputy Chairman)
Winston LO Yau-lai v v v v v
Richard LI Tzar-kai v v 4 4
KUOK Khoon-ean v v v
Daryl NG Win-kong 4 v v 4
Rita FAN HSU Lai-tai 4 v v v
Meocre LI Kwok-wing v v 4 4 v
Henry TANG Ying-yen' N/A N/A N/A N/A N/A
CHAN Kin-por? N/A N/A N/A N/A N/A
Delman LEE? N/A N/A N/A N/A N/A

Note: Attending seminars/conferences, giving speeches, reading articles, and/or reviewing information are considered as part of the

Directors’ training.

! Henry TANG Ying-yen was oppointed as Director on 1st March, 2017.

2 CHAN Kin-por was oppointed as Director on 15th March, 2017.

3 Delman LEE was oppointed as Director on 21st March, 2017.

Supply of and access to information

Directors are provided in a timely manner with appropriate
information that enables them to make an informed
decision and to discharge their duties and responsibilities
as Directors of the Bank. To ensure that the Board is well
supported by accurate, complete and timely information,
Directors have unrestricted access to Board papers,
minutes and related materials.

Management is aware that it has an obligation to
supply the Board and Board Committees with adequate
information in a timely manner to enable them to make
informed decisions. The information supplied must be
complete and reliable. The Board and each Director
have separate and independent access to the Senior
Management.

In respect of regular BMs and Board Committee meetings,
notice of meetings will be given to all Directors at least
14 days before the date of the scheduled meetings; and
so far as practicable in all other cases, an agenda and
accompanying meeting papers are sent in full to the
Directors or respective Committee members in a timely
manner.

Appointments and re-election of Directors

The Bank adopts a nomination procedure in the
selection of new Directors and for the succession of
appointments to the Board. The proposed appointment
will first be reviewed by the NC, taking into account
the balance of skills, knowledge, experience and
diversity on the Board. Candidates to be selected and
recommended shall meet the relevant standards set out
in the Listing Rules and CG-1.
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A candidate who is to be appointed as an INED should
also meet the independence criteria set out in Rule 3.13
of the Listing Rules and the requirements of the guidance
on Empowerment of INEDs in the Banking Industry in
Hong Kong issued by the HKMA. Upon recommendation
of the NC, the proposed appointment will be reviewed
and, if thought fit, approved by the Board. According to
the requirement of the Banking Ordinance, prior approval
from the HKMA will also be obtained. Pursuant to the
Articles of Association of the Bank, Directors (including
NEDs and INEDs) are appointed for a term of not more
than approximately three years and on expiration of his
term he shall be deemed a retiring Director and eligible
for re-election. All new Directors appointed by the Board
are subject to re-election by shareholders of the Bank at
the first general meeting after their appointments have
become effective.

The NC conducts annual review of the independence of
INEDs before confirming their independence status to the
Board. The relevant INEDs will abstain from participating
in the assessments of their own independence.
Particular consideration will also be paid in assessing the
independence of those INEDs who have been serving on
the Board for more than 9 years and seeking re-election
in the AGM. Reasons will be given in the AGM Circular
to explain why the Board believes those INEDs are still
independent and should be re-elected.

Evaluation of the Board and Directors

During the year, the Bank had conducted an evaluation
of the effectiveness of the Board as a whole and

the contributions made by each Director to the
effectiveness of the Board in the form of a questionnaire
to all Directors individually. The evaluation covered
Board structure and composition; Board process and
effectiveness; responsibilities of the Board; and duties
and responsibilities of Directors. The evaluation report
revealed that Board process is effective during the year
2016. All Directors continue to perform effectively and
demonstrate commitment to their roles. The result of the
evaluation had been reviewed by the NC and submitted
to the Board.

The Bank will continue to undertake an evaluation of the
performance of the Board and Directors annually.

B. BOARD DELEGATION

The Board has delegated authority to various Committees
to deal with specific matters under defined terms of
reference. The composition and terms of reference
of these Committees are reviewed and updated
regularly to ensure that they remain appropriate and
in line with the regulatory requirements, the Group’s
business and changes in governance practices. These
Committees are categorised as Board Committee or
Management Committee. Board Committees include
the AC, the NC, the RC, the RIC and the Sealing
Committee. Management Committees include the
Executive Committee, the Investment Committee, the
Crisis Management Committee, the Risk Management
Committee, the Asset and Liability Management
Committee, the Credit Committee and the Operational
Risk Management Committee.
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Board Committees
Audit Committee

It is the responsibility of the Board to establish formal
and transparent arrangements for considering how
it will apply the financial reporting, risk management
and internal control principles and for maintaining an
appropriate relationship with the Bank’'s auditors. The
Bank has established an AC with specific written Terms of
Reference which deal clearly with its authority and duties
included in CG Code.

The Board has delegated its corporate governance
functions as set out in Code Provision D.3.1 of the CG
Code to the Audit Committee.

As laid down in the Terms of Reference, the AC is
responsible for reviewing corporate governance functions,
financial controls, risk management and internal control
systems, annual report and accounts, and half-year
interim report.

The AC comprises 6 members and all the members
are INEDs. Their names and biographies are set out in
the Corporate Information and Biographical Details of
Directors and Senior Management of the 2016 Annual
Report. No former partners of the Bank's external
auditors is acting as a member of the AC before expiry
of a period of one year commencing the later of the date
of his ceasing to be a partner of the firm or to have any
financial interest in the firm.

AC meetings are held at least 3 times a year. The
Chairman & Chief Executive, Deputy Chief Executives,
other Senior Executives, and the external auditors are
invited to attend these meetings. During the year, the
external auditors held meetings with the AC members,
without the presence of the Chairman & Chief Executive,
Deputy Chief Executives and the other Senior Executives.

The AC is accountable to the Board and the minutes
of the ACM are kept by the Company Secretary. Draft
and final versions of minutes of the ACM will be sent
to all members of the AC for their comment and record
respectively, in both cases within a reasonable period after
the meetings.

The number of meetings held by the AC and attendance
of individual members at ACM in 2016 is recorded on
page 74.

The following is a summary of the work performed by the
AC during and for the year 2016:

e Reviewed and endorsed the policies and practices
under the Bank’s CG Framework, including
the Corporate Governance Policy and made
recommendations to the Board, where appropriate;

e Reviewed the training and continuous professional
development of Directors and Senior Management;

e Reviewed the policies and practices on compliance
with legal and regulatory requirements;

e Reviewed the code of conduct and compliance
manual applicable to employees and Directors;

e Reviewed the status of compliance with the CG Code
and disclosure in the Corporate Governance Report;

e Met with the external auditors to discuss their
audit work;

e Reviewed external auditors’ 2016 annual audit plan,
management letter and management’s response;

e Reviewed and approved the appointment of external
auditors for providing non-audit services to the Group;

e Reviewed the Auditors’ Independent Assurance
Reports in respect of the Bank’s financial disclosures
under the Banking (Disclosure) Rules for 2015 and six
months ended 30th June, 2016;

e Reviewed and recommended to the Board for
approval of the audit fee proposal for the Group for
2016;

e Recommended to the Board to re-appoint KPMG as
the Group’s external auditors for 2016;

e Reviewed the internal audit reports covering the
evaluation of risk management and internal control
systems of various operations of the Group;

e Reviewed the adequacies of resources, qualifications
and experience of the staff of the Bank’s accounting,
internal audit and financial reporting functions, and
their training programmes and budget; effectiveness
of the Group’s internal audit function;

e Reviewed the Auditor’s Report regarding the internal
control systems for 2015 prepared under section
63(3A) of the Banking Ordinance;

e Reviewed the on-site examination reports of the
HKMA issued in 2016;
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e Reviewed the Interim Report and the interim results
announcement for the six months ended 30th June,
2016;

e Reviewed the audited financial statements and final
results announcement for 2016; and

e Reviewed and approved Group internal audit plan for
2017.

All matters raised by the AC have been addressed by the
Management. The work and findings of the AC have
been reported to the Board. During the year, no issues
brought to the attention of the AC and the Board were of
sufficient importance to require disclosure in the Annual
Report.

The Board agreed with the AC's proposal for the re-
appointment of KPMG as the Group’s external auditor
for 2017. The recommendation will be presented for the
approval of shareholders at the 2017 AGM.

The AC has made available its Terms of Reference, on the
websites of the HKEx and the Bank, explaining its role
and the authorities delegated to it by the Board.

The AC is provided with sufficient resources, including the
advice of external auditors and Internal Audit Division, to
discharge its duties.

The Bank has established the Policy on Appointment
of External Auditor for Provision of Non-Audit Services,
setting out the principles by which an external auditor may
be appointed to provide non-audit services, with a view to
ensuring the independence of the external auditor.

Nomination Committee

The Bank has established an NC with specific written
Terms of Reference which deal clearly with its authorities
and duties. The Terms of Reference of the NC have
included the specific duties set out in Code provision
A.5.2 of the CG Code, with appropriate modifications
where necessary.

The NC is responsible for recommending to the Board
on relevant matters relating to appointments, re-
appointment, removal and succession planning of
Directors, Chief Executive, Senior Management, Division
Heads, Group Chief Compliance Officer, Group Chief
Auditor of the Bank, Group Chief Financial Officer and
Group Chief Risk Officer; defining succession planning
and diversity of the Board and performing evaluation of
the Board performance and Directors’ contribution to the
effectiveness of the Board.

The NC comprises 8 members and 5 of them are INEDs.
Their names and biographies are set out in the Corporate
Information and Biographical Details of Directors and
Senior Management of the 2016 Annual Report.

The number of meetings held by the NC and the
attendance of individual members at NCM in 2016 is
recorded on page 74.

The following is a summary of the work performed by the
NC for the year 2016 and up to 22nd March, 2017:

e Reviewed the size, structure, composition and diversity
of the Board;

¢ Reviewed the Procedures for Nomination of Directors;
e Reviewed the Terms of Reference of the NC,

e Reviewed the Management Succession Policy,

e Reviewed the Management Succession Plans,

¢ Reviewed the appointments of Meocre LI Kwok-wing,
Henry TANG Ying-yen, CHAN Kin-por and Delman LEE
as INEDs;

¢ Assessed the independence status of current INEDs,
including the INEDs who will seek re-election at the
2017 AGM;

e Considered re-election of Arthur LI Kwok-cheung,
Peter LEE Ka-kit, Meocre LI Kwok-wing, Henry TANG
Ying-yen, CHAN Kin-por and Delman LEE as Directors
of the Bank to be proposed for shareholders’ approval
at the 2017 AGM;

e Reviewed the appointment of the Executive Director
and Chief Executive of BEA China;

e Reviewed the proposed restructuring of China Division
and International Division and Appointment of Senior
Executives of BEA China;

e Reviewed the Board Succession and Diversity Policy
(the "Policy”) including measurable objectives for
implementing the Policy; and

e Reviewed and assessed the evaluation of the Board
performance and Directors’ contribution to the
effectiveness of the Board.

The NC has made available its Terms of Reference, on the
websites of HKEx and the Bank, explaining its role and
the authorities delegated to it by the Board.

The NC is provided with sufficient resources including the
advice of independent professional firms, if necessary, to
discharge its duties.
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Remuneration Committee

The Bank has established an RC with specific written
Terms of Reference which deal clearly with its authority
and duties. The Terms of Reference of the RC have
included the specific duties set out in Code Provision
B.1.2 of the CG Code, with appropriate modifications
where necessary.

The RC is responsible for making recommendations to the
Board regarding the Bank’s remuneration policy, and for
the formulation and review of the remuneration packages
of the Directors, Chief Executive, Senior Management and
Key Personnel of the Group.

The emoluments payable by the Bank to its Directors
and senior executives are determined taking into
account their role and responsibilities so as to ensure a
fair and competitive remuneration package. The Bank
will also ensure that no Director, Chief Executive or any
of their associates will be involved in deciding his own
remuneration.

The RC comprises 6 members and 4 of them are INEDs.
Their names and biographies are set out in the Corporate
Information and Biographical Details of Directors and
Senior Management of the 2016 Annual Report.

The number of meetings held by the RC and the
attendance of individual members at RCM in 2016 is
recorded on page 74.

The following is a summary of work performed by the RC
during and for the year 2016:

e Reviewed the Variable Remuneration for the Chief
Executive, Senior Management and Key Personnel for
2015;

e Reviewed the vesting of Deferred Variable
Remuneration for the Awards of the Year 2012 to
2014;

e Considered Sixth Offer and Grant of share options
under the 2011 Scheme to eligible employees
including Chief Executive, Senior Management and
Division Heads;

e Reviewed the list of Senior Management and other
Key Personnel for 2016;

e Reviewed the Remuneration Packages for the Chief
Executive, Senior Management and Key Personnel for
2016;

e Reviewed the Remuneration Packages for the newly
promoted Executive Director & Chief Executive of
BEA China;

e Reviewed Annual Salary Review for 2016;

e Reviewed Annual Salary Review for 2016 for the Local
Staff of Overseas Branches and Subsidiaries;

e Reviewed the Usage of Salary Increment Budget for
2015;

e Reviewed the audit on the Bank’'s Remuneration
System,;

e Reviewed the Terms of Reference of the RC, and
e Reviewed the Remuneration Policy.

The RC has made available its Terms of Reference, on the
websites of the HKEx and the Bank, explaining its role
and the authorities delegated to it by the Board.

The RC is provided with sufficient resources, including the
advice of independent professional firms, if necessary, to
discharge its duties.

Risk Committee

The Bank has established an RIC with specific written
Terms of Reference which deal clearly with its authorities
and duties. The RIC is responsible for dealing with the
Bank’s risk management-related issues, in particular
strategic issues, of the Group.

The RIC is assisted by the Management Committees
namely the Risk Management Committee, Credit
Committee, Asset and Liability Management Committee
and Operational Risk Management Committee, to deal
with daily management of risk-related issues; and by
the Crisis Management Committee to deal with crisis
management.

The RIC comprises 8 members and 6 of them are INEDs.
Their names and biographies are set out in the Corporate
Information and Biographical Details of Directors and
Senior Management of the 2016 Annual Report.

RICMs are held on a quarterly basis, or as required.
During the meetings, RIC reviews the risk management-
related issues of the Group including risk appetite,
risk management strategies, risk governance, risk
management framework, risk management policies and
risk profiles. Significant risk management-related issues
are reported to the Board via RIC.

The number of meetings held by the RIC and the
attendance of individual members at RICM in 2016 is
recorded on page 74.

The following is a summary of the work performed by the
RIC during and for the year 2016:

e Reviewed the Group's Risk Appetite Statement;

e Reviewed the Group’s risk management strategies;
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e Reviewed and monitored the Group’s risk profiles;

e Reviewed the Group’s risk governance and
management framework;

e Reviewed the Group's enterprise risk management
framework and oversaw the status of implementation;

e Reviewed the Group Risk Management Policy;

e Reviewed the Internal Capital Adequacy Assessment
Process;

e Reviewed the stress-testing results for major risks;
e Reviewed the Group Recovery Plan;,

e Reviewed regulatory updates on risk management-
related issues and considered their probable material
implications to the Group;

e Reviewed critical regulatory comments on the Group’s
risk management-related issues;

e Reviewed the Terms of Reference of the RIC, Crisis
Management Committee, Risk Management
Committee, Credit Committee, Asset and Liability
Management Committee and Operational Risk
Management Committee;

e Reviewed the Risk Committee Report; and

e Oversaw the implementation of risk management
policies and compliance with respective statutory rules
and regulations.

The Terms of Reference of RIC require it to report back to
the Board on its decisions or recommendations.

The RIC has made available its Terms of Reference, on the
website of the Bank, explaining its role and the authorities
delegated to it by the Board.

The RIC is provided with sufficient resources including the
advice of independent professional firms, if necessary, to
discharge its duties.

Sealing Committee

Sealing Committee comprises all Directors of the
Bank as appointed from time to time. It is responsible
for directing the usage and custody of the Bank's
common seal.

Management Committees

Management Committees are established to deal with
matters as sufficiently prescribed in respective terms
of reference, each of which has specific roles and
responsibilities delegated by the Board or Management:

1. Executive Committee is responsible for reviewing
all major functions and critical issues as well as
formulating various strategies and policies relating to
the businesses and operations of the Group;

2. Risk Management Committee is responsible for
assisting the RIC in the daily management of issues
related to all major risks (in particular strategic and
new product and business risks) faced by the Group
including risk appetites, risk profiles, regulatory
updates and stress-testing;

3. Credit Committee is responsible for dealing with all
credit risk-related issues of the Group;

4. Operational Risk Management Committee is
responsible for dealing with issues related to
operational, legal, reputation, compliance, technology
and business continuity risks of the Group;

5. Asset and Liability Management Committee is
responsible for dealing with all issues related to
market, interest rate and liquidity risks of the Group;

6. Crisis Management Committee is responsible for
dealing with the Group’s management of crisis
scenarios which jeopardise or have the potential
to jeopardise the Group in its reputation, liquidity/
financial position and business continuity; and

7. Investment Committee is responsible for reviewing
and formulating investment strategies as well as
making investment decisions in respect of fixed
income instruments, equity and equity related
investments for the Bank, and The Bank of East Asia,
Limited Employees’ Provident Fund.

Material matters will be reported to the Board/Board
Committees by the Management Committees according
to their respective Terms of Reference.



o E RERAKENERAMNR
o RIAKENERERNREERE

s MAAKENEREAREERBREEEHNTT
(EP

o EMEEEREEBR

o EHAMEAT AR

o EMNIEEBHENAIHGER
o EMKEIKEE

. %&ﬁ@iﬂﬁﬁ%’ﬁ*ﬁf’%ﬁ’]%ﬁﬁ**%ﬁm I Z EHE A
REUAKBEERNEATE

o EFHHEASEAREEAENEZLERR

. %Bﬁﬂﬁﬁé,fg\*fiﬁéﬁéég RREER
EE \E@ CEEREEHEZBEEMEE
ﬂﬁﬁ’éﬁ SHRIERHE

o EFRRKRZEZER = 4

o EEEASEHITEAREIZEBEMETHEBED R

R o
RpZEenBESEREAXEZ 8 RRNEFESER
HORTE 2 -
RpZEenBERSESHNATHME L - BER
AR ANESSMRTHES

RRZEeREHARER BREBUEXAFNE
R (WRE)  WETEBE -
HEZEE

HEZ8edMANT ITREZENESEK  BEE
BT OEEHENERMRE ©

REWRITEMRAT | 2006 F5H | 91

TRERBE (&)

EEERTEES

%ﬁﬁ%"ltiﬂ?,%@iﬁﬁ%%AiéﬁT‘E%ﬁﬁ
MWAENMEE - WAEHER AARNRBEEE

1.

HWITZBESRRERIRESRARERLEFEDN
T 2YREMBEREE N HE T RKE LXK

FlEREZE8gREhRREEGRBEASE

BB ZRM LEEREM RERREBLR

) HEMNBEEREEE @ 2EARRLT - Ak
BB RRE MR STRI

EEZEcEERESEMEEEERREHEN
£H:
LEBERMEEZECEERESEEEEE &
2 =28 AR BEEBEXEXEERBREH
MEEH
EEAREELZECAERIBEEBMEETS
MEERSELRABEBNEET

BEHREEZE AL ANRBEBEERE
= RBE /M BURR RS EEKEEN S
EERBEENCHRENERESE &

Txﬁi,\;.,\, @] K BRI ANTT MR E|RITAR
REREABEHNABESESFTAE KERE
1@&%—5*@%2&%31,&%&%3%%

EEEETZEeREABRBREBENESTS/E2E
BEINLREQERSESEA -



92 | The Bank of East Asia, Limited | Annual Report 2016

CORPORATE GOVERNANCE REPORT (CONTINUED)

C. REMUNERATION OF DIRECTORS AND SENIOR EXECUTIVES

The scales of Director’s fees, and fees for membership of the AC, NC, RC and RIC are outlined below:

Amount per annum

2016

Board of Directors:

Chairman HK$460,000

Deputy Chairman HK$330,000

Other Directors HK$300,000
Audit Committee:

Chairman HK$210,000

Other members HK$120,000
Nomination Committee:

Chairman HK$80,000

Deputy Chairman HK$60,000

Other members HK$50,000
Remuneration Committee:

Chairman HK$80,000

Other members HK$50,000
Risk Committee:

Chairman HK$160,000

Other members HK$100,000

Information relating to the remuneration of each Director for 2016 is set out in Note 21 on the accounts on page 200.

Disclosure of Remuneration Policy

In accordance with the “Guideline on a Sound
Remuneration System” (the “Guideline”) issued by the
HKMA in March 2010 and its revision effective March
2015, the Bank has reviewed and revised its remuneration
policy for employees of the Group, including its overseas
branches and subsidiaries. The remuneration policy covers
all categories of employees, including the 4 described
in paragraph 2.1.1 of the Guideline. The RC, Group
Chief Risk Officer and Group Chief Compliance Officer
annually reviews the Bank’s remuneration policy, including
a reassessment of the principles applied in determining
remuneration packages, as well as the structure and
amount of compensation ultimately awarded.

General Principles

The remuneration policy of the Group promotes effective
risk management, and is designed to encourage employee
behaviour that supports the Group’s business objectives,
long-term financial soundness, risk tolerance, and risk
management framework.

Remuneration Structure

Employee remuneration packages may consist of a
combination of fixed and variable remuneration. The
appropriate proportion of fixed and variable remuneration

shall vary according to an employee’s seniority, role,
responsibilities, and activities within the Group, among
other things.

Fixed remuneration refers to an employee’s annual salary
(including year-end pay), while variable remuneration —
comprising cash bonus payments and/or share options
— is awarded based on the employee’s performance
with a view to better aligning incentives with risk and
longer-term value creation. Variable remuneration, which
is awarded in the form of cash bonus payments and/
or share options, is determined taking into account an
employee’s seniority, role and responsibilities, and the
actual or potential risks that the employee’s activities may
create for the Group and the extent to which they may
affect its overall performance.

Separate bonus schemes apply to risk control personnel,
whose awards are not linked to the performances of the
business units that they oversee.

Employees’ Performance Measurements
and the Award of Variable Remuneration

The RC determines the measures and the corresponding
target levels of the Group’s performance with reference to
corporate goals and objectives at the beginning of each
financial year and when necessary.
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Score-cards comprised of a set of pre-defined and
assessable criteria are used to assess the performance
of individual employees. The criteria are determined
according to the individual’s areas of responsibility, as well
as relevant financial and non-financial factors. To help
ensure a balanced evaluation, a series of compliance and
risk management ratings are also taken into account. The
major types of risks covered are market, credit, interest
rate, liquidity and operational risks. Other risks including
legal, reputation and strategic risks are closely monitored
at bank level by various Management Committees and
adjustment will be made to an individual’s variable
remuneration when appropriate. The award of variable
remuneration to an employee is based on the overall
performance of the Group, as well as the performance of
the relevant business unit, and that individual employee.
Poor performance (either financial or non-financial)
will result in a reduction or elimination of variable
remuneration. Moreover, performance in relation to non-
financial factors, including risk and compliance, forms a
significant part of the employee performance appraisal
exercise, given that poor performance in these areas can
be indicative of significant risks to the Group. Adverse
performance in non-financial factors, where appropriate,
should override outstanding financial achievements.
The overall quality of an employee’s performance - as
opposed to solely his/her financial performance — can

Total value of remuneration in 2016

therefore be accurately determined as an integral part of
the assessment. This ultimately helps mitigate risk to the
Group and ensures the deployment of suitable personnel
based on competence.

Senior Executive Compensation

The RC annually reviews the remuneration packages
of the Chief Executive, Senior Management, and Key
Personnel. The Senior Management consists of the 4
Deputy Chief Executives while Key Personnel includes
15 Division Heads, the Executive Director & Chief
Executive of BEA China, and the Head of Capital Markets
& Liquidity Management Department. In determining
the remuneration packages of the Chief Executive,
Senior Management, and Key Personnel, the RC takes
into account individual performances, performances of
respective divisions and departments, and the Group’s
overall business goals and objectives. In 2016, the Bank
engaged an external consultant, Willis Towers Watson, to
review the Senior Executive Bonus Schemes of BEA and
BEA China.

The aggregate payouts for these 23 senior executives for
2016 are shown in the table below in accordance with
the disclosure requirement 3.3 of the Guideline.

Non-deferred Deferred

Total value of remuneration awards for the current financial year (HK$) (HK$)
(i) Chief Executive

Fixed remuneration

e Cash-based 10,712,650 0

Variable remuneration

e Cash-based 5,501,664 0

e Share Options 0 11,008,889
(ii) Senior Management

Fixed remuneration

e Cash-based 15,503,280 0

Variable remuneration

e Cash-based 4,777,184 0

¢ Share Options 0 14,312,448
(iii) Key Personnel

Fixed remuneration

e Cash-based 45,462,192 0

Variable remuneration

e Cash-based 11,911,873 4,344,353

e Share Options 0 9,907,716

Remarks:

(i) For indicative purpose only, the value of share options is calculated based on the fair value of the Bank’s shares on 17th January, 2017.

(i) No guaranteed bonuses, sign-on, or severance payments were made to the Chief Executive, Senior Management, and Key Personnel of the

Group in 2016.
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Total outstanding deferred remuneration in 2016

Performance Performance
adjustments to adjustments to
Vested portion Unvested portion Vested portion Unvested portion

Outstanding deferred during the year 2016 | as at the end of 2016 | during the year 2016 | as at the end of 2016
remuneration (HK$) (HK$) (HK$) (HK$)
(i) Chief Executive

¢ Cash-based 8,372,969 6,966,966 0 0

e Share Options 7,289,067 23,091,457 0 0
(ii) Senior Management

¢ Cash-based 3,420,472 2,484,176 0 0

e Share Options 9,472,804 30,043,156 0 0
(iii) Key Personnel

e Cash-based 7,775,555 11,495,811 340,000 473,334

e Share Options 4,812,015 18,428,220 0 0

Remarks:

(i) The values of share options are calculated based on the fair value on the respective Grant Dates.

(ii) The vested cash bonuses and share options relate to the 2012 variable remuneration award granted in 2013 and vested in 2016, the 2013
variable remuneration award granted in 2014 and vested in 2016 and the 2014 variable remuneration award granted in 2015 and vested
in 2016. The total number of share options granted in 2013, 2014 and 2015 are 5,650,000 shares, 5,987,500 shares and 6,100,000 shares

respectively.

(iif) The unvested cash bonuses and share options relate to the 2013, 2014 and 2015 variable remunerations.

(iv) The outstanding deferred remuneration of Key Personnel in 2016 includes the vested and unvested cash bonuses and share options of 3 Key
Personnel who left the Group on Tst January, 2013 and 1st October, 2013 respectively.

Details of the remuneration payable to members of the Senior Management by band are disclosed in Note 22 on the

accounts on page 202.

Deferral Arrangements

The award of variable remuneration to the Chief
Executive, Senior Management, and Key Personnel is
subject to deferment in such a manner as determined
by the RC. In general, the proportion of variable
remuneration which is subject to deferment will increase
in line with the seniority, scope of responsibilities, and
other relevant factors pertinent to the Chief Executive,
Senior Management, and Key Personnel.

The award of deferred remuneration is subject to
a minimum vesting period and pre-defined vesting
conditions as determined by the RC and communicated to
all relevant employees. Deferred remuneration is awarded
in such a manner so as to align employees’ incentive
awards with long-term value creation and the time
horizons of risk. The future performance (both financial
and non-financial) of the Group, relevant business units,
and individual employees, as well as the creation of value
for our shareholders, are taken into consideration when
determining vesting conditions. Vesting and payment
of deferred remuneration will be made gradually over a
period of 3 years and no faster than on a pro-rata basis.

In circumstances where it is later established that any
performance measurement for a particular year was

based on data that is later proven to have been manifestly
misstated, or it is later established that the relevant
employee has committed fraud, malfeasance, or a
violation of internal control policies, any unvested portions
(i.e. both cash bonuses and/or share option tranches that
have yet to be vested) of deferred variable remuneration
(relating to that particular year in question) should be
forgone, either in part or in whole, as determined by the
RC. In certain circumstances, claw back of vested portion
of the deferred variable remuneration of that particular

year may apply.

Future Review

As a major financial institution in Hong Kong, the
Group not only takes extensive measures to ensure that
it complies with all the relevant guidelines, rules, and
regulations, but also adopts positive steps to ensure that
ethical, social, and environmental aspects are taken into
account when determining remuneration policies and
packages.

The Group will keep abreast of the latest development
in the labour market, especially in the financial services
sector, and will review and refine its compensation and
remuneration policies whenever necessary to enable the
provision of competitive remuneration packages to ensure
the retention of talent.



REWRITEMRAT | 2006 F3R | 97

TRERHRSE (F)

2016 FERBHHIELE S B4 58
MN2016 EE N2016 FfZ
N2016 EE 2016 FEK ATERBMEVE | ATERRMEVSE
BEREND BB MESREIY RRFBEID
IR B TR 3 T 3 (BE) (BEE) (BEE) (BE)
(i) THER
o IMETELT 8,372,969 6,966,966 0 0
o RRRHE 7,289,067 23,091,457 0 0
(i) EEEEBAE
e IMEIEAT 3,420,472 2,484,176 0 0
o SRR 9,472,804 30,043,156 0 0
(i) TEEEAE
o G IEAL 7,775,555 11,495,811 340,000 473,334
o RREHE 4,812,015 18,428,220 0 0

() BRAAEERIESET AR AT EEFE -

(i) BEFBRESEARGIRIER2013FR IR 2016 FEBAI2012 FE)ZE)EF B - 2014 FIR IR 2016 FEZE A 2013 F)ZE)F BHF1 2015 F
RFIR2016 FE5/BEI 2014 F)ZEB)FB o 7R 2013 ~ 2014 ) 2015 F 17 T IR R EAERE 53 513 5,650,000 8% ~ 5,987,500 88 X 6,100,000 % °

(i) REFBIE 2 TEAL R RRIES 2013 ~ 2014 ] 2015 FF 815 o

(V) 2016 FEZ T EEEA BARBIMAELFNE 3EESFIR2013F1 A18R2013F 101 HEB > T EEEANESNEGERAGEE S
TEAL R 5RRIE o

GRS EED A BB IR 202 EHEER 22 -
EIE R SRR E RS T R R EE A
N o ommneE o SABEE B - EEE
AEAE  BEEEAEREIEEEARNIDEH ;iﬁf;gg;ﬁgézﬁé; ;; Wgﬁfﬁf;éﬁi
FRFIERRFENEERAEN - — RS 1 BRRASR EREER R E

2B D RERBIR LA/ SRR SRR
R B GRURE TABUE - EF TIBR T - &/ E
FENE RBIELTEH A T A -

RERAE

AEBERBBIENTREE - EETHMBERM

B SEEEAERTEERASA TRIENY
BFMLLD > SREASHNBE  BAESEMEE
EEIESEN R

EEHMNERZERNFHEE S ELBNEEH
& 8 M AR AD BR B HAIR AN TE SR A0 BR BB IR 1 IR AT B ey

LAIE BETE (R (R B FTIE Y Sl B2 = HR ) (B (B A& A0
SNFERERLS - AETREERFRS - @282
B - HHRAEMEPIME B RREM IS LI F5 0 |
MR - AR BBCRPTEIENEE - BXHMAFE
M A & 1E 3 EFE A0 B SR L 7T -

e MEREUBZ B EEARTEMBRERA - R
RIMFRG) - WERETE R EFE e AR S ER - e
MIRRE M °

AEBRKETYEESE T HS  LEARSRRE A
Y EORTER - A A6 B A AR AT e 2R B K B R
R RBUREEBRF DFMAES ABEAT -



98 | The Bank of East Asia, Limited | Annual Report 2016

CORPORATE GOVERNANCE REPORT (CONTINUED)

D. ACCOUNTABILITY AND AUDIT

Financial reporting

The Board is responsible for presenting a balanced,
clear and comprehensible assessment of the Bank'’s
performance, position and prospects.

Management shall provide sufficient explanation and
information to the Board as will enable the Board to
make an informed assessment of the financial and other
information presented before the Board for approval.
It provides the Board with monthly updates giving a
balanced and understandable assessment of the Bank’s
performance, position and prospects to assist the Board
as a whole and each Director to discharge their duties.

The Directors are responsible for ensuring maintenance
of proper accounting records and preparing accounts of
each financial period, which give a true and fair view of
the state of affairs of the Group and of the results and
cash flow for that period. In preparing the accounts for
the year ended 31st December, 2016, the Directors have:

e consistently applied appropriate accounting policies;

e made judgements and estimates that are prudent and
reasonable; and

e prepared the accounts on the going concern basis.

The Bank has announced its annual and interim results
within 2 months after the end of the relevant periods,
which is earlier than the limit of three months (for annual
results) and within the limit of two months (for interim
results) as required by Rule 13.49(1) and (6) of the Listing
Rules respectively.

A statement by the auditors about their reporting
responsibilities is included in the Independent Auditor’s
Report from pages 146 to 154.

The Board will present a balanced, clear and
understandable assessment to annual and interim reports,
other price-sensitive announcements and other financial
disclosures required under the Listing Rules, and reports
to regulators as well as to information required to be
disclosed pursuant to statutory requirements.

Risk Management and Internal Controls

The Directors acknowledged that they are responsible
for the Group’s risk management and internal control
systems and reviewing their effectiveness. The Internal
Audit Division and Risk Management Division assume the
responsibilities of internal audit and risk management
functions of the Bank, respectively. During the financial
year ended 31st December, 2016, the Board reviewed the
adequacy and effectiveness of the risk management and
internal control systems.

The Board is responsible for evaluating and determining
the nature and extent of the risks it is willing to take in
achieving the Bank’s strategic objectives and ensuring
that the Bank establishes and maintains appropriate and
effective risk management and internal control systems.
The Board is also responsible for overseeing Management
in the design, implementation and monitoring of the risk
management and internal control systems.

The risk management and internal control systems of
the Bank are designed to manage rather than eliminate
the risk of failure to achieve business objectives, and
can only provide reasonable and not absolute assurance
against material misstatement or loss. Such systems
comprise comprehensive policies and standards under
a well-established organisational structure. Areas of
responsibilities of each business and operational unit are
clearly defined to ensure effective checks and balances.
Please refer to the Sections “Principal Risk Management”
from pages 247 to 271 and “Principal Risk Management
and Capital Adequacy” from pages 330 to 335 of Annual
Report 2016 for further details on the processes that the
Group uses to identify, evaluate and manage principal
risks.

The key procedures that the Board established to provide
effective internal controls are as follows:

e A distinct organisation structure exists with defined
lines of authority and control responsibilities.

e A comprehensive management accounting system
is in place to provide financial and operational
performance indicators to the Management and
the relevant financial information for reporting and
disclosure purpose.

e Policies and procedures are 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.
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e An enterprise risk management framework is in
place for the Group to identify, evaluate, manage,
control and report principal risks including credit,
market, operational, liquidity, interest rate, strategic,
legal, reputation, compliance, technology, business
continuity, and new product and business risks. To
identify and manage all potential risks in a more
holistic and effective manner, a “Three Lines of
Defence” risk management model is adopted, with
Risk Owners, Risk Controllers and Internal Audit
Division acting as the 1st, 2nd and 3rd lines of defence
respectively, along with the overall coordination
of the Group Chief Risk Officer. Oversight of risk
management is provided by the RIC, which is assisted
by the Management Committees including the
Risk Management Committee, Credit Committee,
Asset and Liability Management Committee and
Operational Risk Management Committee. Policies
and procedures are in place to ensure compliance
with applicable laws, rules and regulations.

e The AC reviews reports (including management
letter) submitted by external auditors to the Group’s
Management in connection with the annual audit
and internal audit reports submitted by the Group
Chief Auditor.

e A Policy on Handling and Dissemination of Inside
Information is in place, setting out the guiding
principles, procedures and internal controls for the
handling and dissemination of inside information in a
timely manner.

e A Whistle-blowing Policy is in place, which encourages
employees to raise concerns, in confidence, about
possible improprieties in any matter related to the
Bank. The Bank treats all information received
confidentially and protects the identity and the
interests of all whistle-blowers.

Pursuant to a risk-based approach, the Group’s Internal
Audit Division conducts independent reviews of control
mechanisms over various operations and activities to
assess the effectiveness of the Group’s risk management
and internal control systems which cover all material
controls, including financial, operational and compliance
controls.

During the year, the Board reviewed the adequacy and
effectiveness of the risk management and internal control
systems of the Group. As a result, the Board concurred
with the Management’s confirmation that the Group’s risk
management and internal control systems are considered
effective and adequate.

Auditor’s Remuneration

During 2016, the fees paid or payable to KPMG, the
Bank’s external auditor, and its associates for providing
non-audit services amounted to approximately HK$16
million, which included the following items:

e Review and consultancy services: HK$12 million;

¢ Services made at the request of regulators: HK$1 million;
e Taxation services: HK$2 million; and

e Other services: HK$1 million.

The fee paid or payable to KPMG for providing audit
service of the Group is HK$20 million.

E. COMPANY SECRETARY

The Company Secretary is responsible for, among other
things, ensuring that Board procedures are observed, and
that the Bank’s Articles of Association, relevant rules and
regulations including, requirements of the Listing Rules
and the HKMA, Companies Ordinance and Disclosures
of Interests under the SFO, are complied with. The
Company Secretary assists the Chairman and the Board in
implementing and strengthening corporate governance
practices and processes of the Bank. All Directors
have access to the advice and services of the Company
Secretary.

The Company Secretary assists the Chairman in
ensuring efficient information flow within the Board and
Board Committees and between Directors and Senior
Management. The Company Secretary is responsible
for facilitating induction programme of new Directors
and the continuous professional development of existing
Directors. The Company Secretary assists the Chairman
of the Board and Chairmen of the Board Committees in
the development of the agendas for the Board and Board
Committee meetings. He also attends and prepares
minutes for Board and Board Committee meetings.

The Company Secretary is an employee of the Bank and
reports directly to the Chairman & Chief Executive. The
Board approves the selection, appointment or dismissal of
the Company Secretary. During the year, the Company
Secretary undertook over 15 hours of professional
training.
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F. SHAREHOLDERS’ RIGHTS &
INVESTOR RELATIONS

Communication with Shareholders

The Bank recognises the importance of maintaining
continuous communication with shareholders and
constantly looks for ways to ensure we maintain an open
and ongoing dialogue with the investment community.
The Bank has in place a Shareholders Communication
Policy which sets out the practices in relation to
communication with the shareholders and the investment
community. Such Policy which is published on the
website of the Bank, shall be reviewed by the AC and the
Board on a regular basis to ensure its effectiveness.

In order to ensure shareholders and investors have
fair, timely and simultaneous access to the Bank’s
information, the Bank through various channels,
including its website (www.hkbea.com), provide
shareholders and investors timely access and continuous
disclosure of the Bank's announcements, financial
results, and press release. The Bank also holds press and
investor conferences to present half-year and full-year
financial results to the media and analysts.

The Bank welcomes shareholders’ views and concerns
relating to the Group’s management and governance.
Shareholders may at any time send their enquiries to the
Board by addressing to the Bank’s Company Secretary at
the Bank'’s registered address or email at info@hkbea.com.

General Meetings

The Board endeavours to maintain an ongoing dialogue
with shareholders and, in particular, uses the AGMs or
other general meetings as a useful forum for shareholders
to exchange views with the Board. The Chairman of
each of the AC, NC, RC and RIC, external auditors, Senior
Management and legal advisors, are also present to
answer shareholders’ questions.

Shareholders are informed of details about the AGM
through published notices or circulars sent to all
shareholders and are requested to participate and openly
communicate their views on matters relating to the Bank.
Separate resolutions are proposed at general meetings
for each substantial issue, including the election and re-
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 has provided detailed information on the Bank’s
2016 AGM in a circular to shareholders which included
Notice of the AGM, information on the retiring Directors
who were eligible for re-election at the 2016 AGM,

proposal involving adoption of staff share option scheme
and explanatory statement on buy-back of shares. All the
resolutions were proposed on each substantially separate
issue and were voted on by poll and approved by the
shareholders of the Bank. The Bank has engaged KPMG
to act as the scrutineer for the poll voting. The results of
the poll voting were posted on the websites of HKEx and
the Bank on the same day of the 2016 AGM.

The Bank’s 2017 AGM will be held on Friday, 5th May,
2017 at 11:30 a.m., the notice of which will be sent to
shareholders at least 20 clear business days before the
meeting. Please refer to the Circular for the 2017 AGM.

Convening of general meeting
on requisition

Subject to the Companies Ordinance, Directors of the
Bank shall on the request of shareholders of the Bank
who represent at least 5% of the total voting rights of all
the members having a right to vote at general meetings,
forthwith proceed to convene a general meeting of the
Bank. Each request must state the general nature of the
business to be dealt with at the meeting, the name and
contact details of the person making the request, must
be authenticated by the person making it and may be
sent to the Bank in hard copy form or in electronic form.
Shareholders may include the text of a resolution that
may properly be moved and is intended to be moved at
the meeting. The Bank will take appropriate actions and
make necessary arrangements in accordance with the
requirements of the Companies Ordinance once a valid
request is received.

For further details, shareholders may refer to the
requirements as set out in the Companies Ordinance.

Putting Forward Proposals at
General Meeting

Shareholders representing at least 2.5% of the total
voting rights of all the members having a right to vote, or,
at least 50 shareholders who have a relevant right to vote,
may:

e put forward proposal at general meeting; and

e circulate to other shareholders written statement with
respect to matter or other business 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
Sections 580 and 615 of the Companies Ordinance.
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Nomination of Directors by Shareholders

Shareholders are allowed to propose a person other than
a retiring Director of the Bank to be elected as a Director
at a general meeting. A notice in writing shall be given
to the Company Secretary of the Bank by the shareholder
(not being the person to be proposed) entitled to attend
and vote at the meeting for which such notice is given of
his/her intention to propose such person for election and
also notice in writing signed by the person to be proposed
of his/her willingness to be elected. Such notice must be
sent to the Company Secretary of the Bank within 7 days
after the day of despatch of the notice of the general
meeting (or such other period, being a period of not less
than 7 days, commencing no earlier than the day after
the despatch of the notice of such meeting and ending
no later than 7 days prior to the date appointed for such
meeting). The Procedures for Nomination of Directors by
Shareholders are published on the website of the Bank.

Handling and Dissemination of Inside
Information

The Bank has in place a Policy on Handling and
Dissemination of Inside Information (" Policy”) which sets
out the procedures and internal controls for handling
and dissemination of inside information in a timely
manner in such a way so as not to place any person in
a privileged dealing position and to allow time for the
market to price the listed securities of the Bank with the
latest available information.

This Policy also provides guidelines to staff of the Bank
to ensure proper safeguards exist to prevent the Bank
from breaching the statutory disclosure requirements. It
also includes appropriate internal control and reporting
systems to identify and assess potential inside information.

Dissemination of inside information of the Bank shall
be conducted by publishing the relevant information on
the websites of HKEx and the Bank, according to the
requirements of the Listing Rules.

Investors Relations

In accordance with the Shareholders Communication
Policy, the Bank maintains an open and regular dialogue
with institutional and individual shareholders, fund
managers, analysts and the media through an effective
corporate communication system which provides
transparent, regular and timely public disclosures
on the Group’s latest developments and strategies
through different means. Apart from the AGMs, other
communication channels include:

e the Group’s website at www.hkbea.com;
e annual and interim reports, and press releases;

® announcements, notices and circulars;

e press conferences after the announcement of interim
and final results for media and analysts;

e meetings with analysts; and
e roadshows.

The Chief Executive, Executive Directors and Senior
Management conducted briefings with analysts and the
press to apprise them of the Bank’s annual and interim
results, business strategies and outlook.

G. RELATED PARTY TRANSACTIONS

Details of the significant related party transactions
are provided under Note 50 on the accounts. These
transactions were entered into by the Bank in the ordinary
and usual course of business and on normal commercial
terms and, if constituted connected transactions or
continuing connected transactions, are exempt from the
relevant disclosure requirements under Chapter 14A of
the Listing Rules.

H. CONNECTED TRANSACTION

In December, 2016, the Bank, together with Kerry
Holdings Limited ("KHL") and Kerry Properties Limited
(“KPL"), its joint bidders, won the land bid of Qianhai
Authority to acquire the land use rights of the Land at a
total consideration of RMB3,020 million (approximately
HK$3,412.6 million) for the development of the project
in connection with the development of a financial and
commercial complex on the Land (the “Project”). KHL
and KPL were subsidiaries of a Majority Controlled
Company (as defined in the Listing Rules) of Mr. Kuok
Khoon-ean, an Independent Non-executive Director of
the Bank, and his family members. As such, KHL and
KPL were Associates (as defined in the Listing Rules) of
Mr. Kuok Khoon-ean and Connected Persons (as defined
in the Listing Rules) of the Bank. Accordingly, the joint
bidding of the Land and the development of the Project
constituted connected transactions for the Bank under
the Listing Rules.

Details about the connected transactions are set out in
the Report of Directors.

I. RESPONSIBILITIES OF DIRECTORS
FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

The Directors of the Bank acknowledged that they are
responsible for the preparation of the consolidated
financial statements of the Bank. During the year, in
strict compliance with relevant provisions, the Bank
published the 2015 Annual Report and the 2016 Interim
Report as scheduled.
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The Bank of East Asia Group is committed to integrating
environmental, social, and governance priorities into
its business and operations. Our contributions to the
communities we serve extend beyond the provision
of banking, financial, and related services. We actively
engage with these communities through a wide range
of CSR programmes and initiatives organised by Group
members, including The Bank of East Asia Charitable
Foundation and the Shanghai Soong Ching Ling — BEA
Charity Fund.

This section highlights the Group’s major CSR achievements
in 2016. For a more comprehensive review, BEA will issue
an annual standalone CSR report in the first half of 2017.
All CSR reports are available via BEA's homepage at www.
hkbea.com (About BEA / Corporate Social Responsibility).

During the year under review, BEA placed a high priority on
enhancing transparency through strengthening corporate
governance in our supply chain. In December 2016,
we launched the Supplier Code of Conduct, which was
developed to encourage the adoption of best practice
among our suppliers in order to mitigate supply chain
risks. The Bank’s key suppliers were requested to confirm
compliance with the mandatory aspects of the Supplier
Code upon its issue. The Bank will extend the Supplier
Code to a growing number of suppliers going forward.

BEA also released an important policy document on
the prohibition of slavery and human trafficking in our
business and supply chain, the Slavery and Human
Trafficking Statement. The Statement is fully compliant
with the United Kingdom'’s Modern Slavery Act 2015, and
may be viewed at the Bank’s homepage.

THE BANK OF EAST ASIA, LIMITED

Employees

In order to serve the needs of our customers and community
effectively, all of our employees must have the opportunity
to realise their full potential. We therefore place great
importance on training and development. At the same time,
we believe in providing a positive and inclusive working
environment, and we strive to ensure that our staff members
can achieve a healthy work-life balance.

In 2016, the Bank sponsored talks on a wide range of
health and family-related topics, from spinal health, to
parent-child reading skills development, to cultivation of
indoor plants. The Bank’s Staff Sports and Recreation Club
organised regular recreational activities for staff members
and their families, and also facilitated their participation
in charitable events, including The Community Chest of
Hong Kong’s “2016 Walk for Millions — Hong Kong and
Kowloon Walk” and “Dress Casual Day".

In order to build a productive workforce, it is essential to
build a workplace culture that aids communication and
rewards innovation. To this end, the Bank is committed
to enhancing the efficiency and effectiveness of internal
processes, and fostering a mindset of continuous learning.

During the year under review, a wide range of classroom
and online courses were conducted on work-related topics.
The Bank also launched a new corporate intranet platform
in 2016. Staff members have access to a wide range of
information on corporate updates, upcoming events,
product promotions, compliance, human resources, forms
and guidelines, and more through the platform.

Recruitment and Outreach Programmes

Recognising that the business environment is experiencing
rapid change, the Bank carried out a staff realignment
exercise in June. All staff members made redundant were
provided compensation that exceeded the mandated
requirements. They were also offered post-employment
support, including emotional assistance and job-search
counselling.

BEA once again hosted a workplace visit and
tour of the Bank’s Innovation Centre for students
in Community Business” ENGAGE programme.
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Those staff members re-assigned to new positions were
provided with new skills training as part of the Bank’s
efforts to enhance overall operating efficiency.

The Bank runs a number of community outreach
programmes. One theme of these programmes is
responsible personal financial management; another is the
financial services industry as a career choice for students
and recent graduates. In January, the Bank conducted
a financial education workshop to improve financial
literacy among low-income families in collaboration
with the Hong Kong Association of Banks and Baptist
Oi Kwan Social Service. For the fifth consecutive year,
BEA supported ARCH Community Outreach to bring
educational and career development programmes to
under-resourced communities by organising a workshop
for student members.

Also for the fifth consecutive year, we offered our support
to the Cross-border Study Tour for Post-secondary
Financial Talents, organised by the Financial Services and
the Treasury Bureau of the Hong Kong government,
granting 3-week internships to undergraduates in
Shanghai and Hong Kong.

Customers

We are deeply committed to providing an exceptional
customer experience and consistent service excellence,
where the needs and preferences of customers are
always put at the forefront. To this end, the Bank applies
innovative financial technology to enhance service
delivery, while continuing to maintain one of Hong
Kong’'s most extensive branch networks. Our aim is to
ensure that all customers have convenient access to our
banking services.

Strong customer relationships are built on trust and
reliability. As a signatory of the Treat Customers Fairly
Charter endorsed by the Hong Kong Monetary Authority,
we pledge to uphold the Charter to ensure consumer
protection. In 2016, BEA revised its Code of Conduct
to provide staff members with greater guidance in the
implementation of the Charter’s principles.

Community Investment

BEA supports a wide range of community initiatives
through donations, volunteering, and many other forms
of giving.

Education

The support of education has been a pillar of the Bank’s
community investment programme for many years,
with a high priority placed on the accessibility of quality
education. For the 25th consecutive year, BEA sponsored
the Children’s Storytelling Competition, organised by the
Boys’ and Girls' Clubs Association of Hong Kong.

Health

In March 2016, Hong Kong’s largest blood collection
centre, the West Kowloon Blood Donor Centre, was
officially opened at the Hong Kong Red Cross’ new West
Kowloon Headquarters. To celebrate the opening, BEA
organised a blood drive at BEA Tower and several HKRC
blood donor centres throughout the city.

In April 2016, staff members of BEA's New York Branch
together with their families participated in “KIDS WALK",
hosted by the Memorial Sloan Kettering Cancer Center, to
raise funds for research into more effective and less toxic
treatments for children with cancer.

In Los Angeles, BEA volunteers assisted staff at
Arcadia Methodist Hospital, supporting a free medical
consultation service for low income and elderly residents.

Staff members of BEA's New York Branch visited fifth
grade students at Primary School #204 in Brooklyn in
the first quarter of 2016, to introduce basic banking
services to the students, and to teach them about the
value of saving money.
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g eeARERs BEA served as title sponsor of The
Community Chest BEA Charity Golf Day

2016 in March 2016.
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For the second consecutive year,

more than 70 staff members
joined the Sun Hung Kai Properties
Hong Kong Cyclothon.

AT 704 B TEEE 2F 20
[FrBEER B FEEA] o

Social Welfare

For many years, BEA has been actively involved in
programmes organised by The Community Chest. In March
2016, the Bank helped raise HK$2.3 million for agencies
providing mental health services, as the title sponsor of
The Community Chest BEA Charity Golf Day 2016.

As a long-standing supporter of The Salvation Army Hong
Kong and Macau Command, BEA acted as principal
sponsor of The Salvation Army Orienteering event for the
11th consecutive year, donating HK$150,000 in support
of community services for families in crisis, the disabled,
marginalised minorities, and other vulnerable groups.

In November, BEA extended the reach of its community
investment programme by joining Operation Santa Claus,
one of Hong Kong’s largest charitable fundraising events.
Over the course of one week, members of the BEA
Volunteer Team organised a variety of fundraising activities
including games, balloon twisting, caricature drawing, as
well as candy and ice-cream sales at both the Bank’s Head
Office and at BEA Tower. BEA and its staff members raised
a total of HK$150,000 for 23 selected charities.

Arts & Culture

BEA sponsored a variety of cultural events, including
Le French May, organised by the Association Culturelle
France — Hong Kong Limited, which the Bank supported
for the 13th consecutive year. In the UK, BEA branches
in Birmingham and Manchester sponsored the Xiyang
Chinese Culture and Art Show and the musical, Flower in
the Mirror, respectively, for the enjoyment of the Chinese
communities in both cities.

Staff Volunteering

In 2016, BEA's Volunteer Team, comprising more than 520
staff members, recorded over 9,200 staff volunteering
hours. Major activities included:

¢ aLunar New Year luncheon for more than 100 elderly
residents from less affluent districts;

e the BEA Summer Fun Day, for approximately 120
disadvantaged children and their families;

e |unch with residents at the Hong Kong Chinese Christian
Churches Union’s Kwun Tong Kwong Yum Home for the
Aged, in celebration of Senior Citizen’s Day;

e participation in three coastal clean-ups in the World
Wide Fund Hong Kong Costal Watch Programme; and

¢ the donation of 300 scarves and over 60 pairs of leg
warmers, knitted by more than 100 staff volunteers
for the elderly, new immigrants and members of
ethnic minorities.
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In the fourth quarter of 2016, staff members
supported Operation Santa Claus, one of Hong
Kong's largest charitable fundraising events.
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In July and November, members of BEA's Senior
Management and staff volunteers entertained elderly

Union Kwun Tong Kwong Yum Home for the Aged.
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In August 2016, staff members of BEA's Labuan Branch
and Kuala Lumpur Representative Office supported the
Children’s Wish Society of Malaysia by attending the
annual JOM DURIAN 8+1 Festival, which was held to
raise funds for terminally ill children.
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residents of the Hong Kong Chinese Christian Churches
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Environment

We recognise the importance of environmental protection
and are keenly aware of the impacts that result from our
Group’s decisions and actions. We constantly seek ways
to improve our environmental performance, particularly in
the areas of energy consumption and waste generation.

In April, BEA signed the Charter on External Lighting,
launched by the Hong Kong government’s Environment
Bureau. As a signatory, BEA pledges to turn off decorative
and advertising lighting installations at selected branches
and offices at 11:00 p.m. every evening. In addition, for
the eighth consecutive year, the Group participated in the
World Wide Fund for Nature’s Earth Hour, supporting the
fight against climate change.

To enhance the transparency of the Bank's environmental
performance, BEA disclosed data to the Carbon Footprint
Repository for Listed Companies in Hong Kong for the
second consecutive year, and to the global disclosure
system, CDP, for the first time.

BEA also incorporates environmental concerns into its
operations, implementing a variety of energy-saving
initiatives, such as the installation of energy-saving
equipment throughout its branch network and offices.
We promote environmentally responsible behaviour
among our stakeholders, encouraging customers to
utilise the services provided at our digital branches and to
receive e-statements instead of paper statements.

The Bank of East Asia Charitable
Foundation Limited

Palliative Care in Residential Care Homes for the
Elderly Programme

In partnership with “la Caixa” Foundation and The
Salvation Army, the BEA Foundation continued to support
the Palliative Care programme. With the assistance of
13 sub-vented residential care homes for the elderly
and seven geriatric teams of the Hospital Authority, the
programme’s team continued to render palliative care
and holistic care to terminally-ill elderly patients and their
family members.

During the year under review, approximately 40 volunteers
received end-of-life care training to provide psycho-social-
spiritual support to patients and families participating in
the programme, as well as to members of the community
engaged in educational outreach activities. At the policy
advocacy level, the programme’s team was invited by
the Hong Kong Council of Social Services to assist in the
establishment of an end-of-life task force to consolidate
recommendations on legal, clinical, and administrative
issues related to end-of-life policy making within the
social welfare sector.

BEA Parent-Child Reading Programme

For the fourth consecutive year, the BEA Foundation
supported the BEA Parent-Child Reading Programme,
which was launched in September 2016 and involves
6,750 students from over 100 schools.

BEA “High Five” Club

In September, the BEA Foundation and St. James' Settlement
kicked off the 2016 /2017 BEA “High Five” Club, an after-
school care programme for children of under-resourced
families. In May, BEA's Training & Development Department
organised a workshop at SJS's Kowloon Kindness Centre in
Tai Kok Tsui on the purpose and value of money. Mentors
from BEA's Volunteer Team provided assistance, helping
students to understand the importance of responsible
financial management.

Students of the BEA “High Five” Club,
received guidance and support from
members of the BEA Volunteer's “Big
Brothers and Big Sisters” programme.
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In 2016, the BEA Foundation continued to
support the Palliative Care programme for
terminally-ill elderly patients in Hong Kong.
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GREATER CHINA EX-HONG KONG

The Bank of East Asia (China) Limited

BEA China, the Bank’s wholly-owned subsidiary on the
Mainland, continued to contribute to a wide range of
charitable causes during the year under review.

Shanghai Soong Ching Ling Foundation —
BEA Charity Fund

Jointly established by BEA China and SSCLF, the Charity
Fund is committed to improving educational opportunities
for underprivileged children in rural areas on the
Mainland, and providing them with access to better
educational resources and facilities.

On 8th December, 2016, BEA China and SSCLF jointly
held the 8th annual Firefly Charity Night in Shanghai and
raised CNY9.10 million for the Charity Fund. As at 31st
December, 2016, the Charity Fund had raised CNY61.49
million since its establishment in 2009.

The Charity Fund established 12 new Firefly Centres in
2016, including six with “la Caixa” Foundation as the
title sponsor, bringing the total number of Firefly Centres
opened nationwide to 63. By the end of 2016, more than
38,000 “Firefly 60" Backpacks containing stationery and
books had been distributed to students in rural areas
since the programme’s launch in 2009.

The Charity Fund also arranged for volunteers to provide
training programmes for 25 schoolmasters and more
than 170 teachers in 10 cities across China between
July and September 2016. Twenty-nine volunteers from
BEA China conducted two teaching programmes in May
and October 2016, providing 90 hours of teaching for
students in rural schools.

In order to bring non-governmental organisations
together with commercial enterprises, BEA China and
China Business Network jointly organised “The Shanghai
Soong Ching Ling Foundation — BEA Charity Fund NGO
Show”. Ten NGOs were selected from more than 100
applicants to present their charity projects to a panel
of judges, who selected the winning projects to receive
support from various enterprises and the Charity Fund.
Highlights of the show were broadcast on China Business
Network TV.

Over the course of three days, BEA China conducted a
teaching programme for the students of Jianguo Primary
School in Harbin, Heilongjiang Province, where volunteers
provided 45 hours of teaching on a wide range of subjects.

REFERBRTIEAMBEET R NBETBEBRAERH
BB BIURE T 45/ AT EZHRIZ ©

BEA China’s Additional Charitable Activities
Education

For the fourth consecutive year, BEA China, the Shanghai
Students Moral Education Development Centre, and the
Shanghai Educational Press Group jointly organised the
“Bank of East Asia Cup Financial Education School Tour”
from September to December 2016.

The programme was developed to enhance the financial
literacy of middle school students, help teenagers develop
a better understanding of wealth management, and
promote financial education among the youngsters.
Approximately 10,000 students from 129 schools took
part in the Financial Knowledge Contest and the Debate
Contest on Finance. The programme received praise from
the China Banking Regulatory Commission.

Social Welfare

In celebration of the Lunar New Year, BEA China
organised the “Happy Year of the Monkey"” charity
campaign across 14 cities nationwide. Nearly 160
volunteers contributed over 780 hours of service, visiting
elderly centres, Firefly Centres, social welfare centres, and
other locations, as well as distributing food and other
daily necessities.

Environment

To promote the importance of environmental protection,
BEA China organised the “Protect Every Tree and Bush”
campaign. Over 680 volunteers, including staff members
and customers of BEA China and their family members,
took part in various activities. These activities included
visits to ecological farms and forest parks, seminars on
geoponics and potting, and the planting of more than
760 saplings.
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As part of BEA China’s “Protect Every Tree and
Bush” campaign, volunteers from Nanchang Branch
planted saplings at Meilingluoting Scenic Spot.
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Charitable Activities in Macau and Taiwan

Macau Branch supported the “Laisee Packets Recycling
and Reuse Campaign” jointly organised by the Civic
and Municipal Affairs Bureau of Macau and the Macau
Free Cycle Association, the Fu Hong Society of Macau’s
“Happy Market”, the “Macau Famine” organised by the
World Vision of Macau Association, and Orbis Macau’s
“Mid-Autumn Charity Sale”.

In addition, Macau Branch set up a dedicated donation
account for Caritas Macau to facilitate the collection of
donations. Staff members also joined a charity run to raise
funds for Caritas Macau’s rehabilitation services and, for
the second consecutive year, donated toys and purchased
raffle tickets to support the organisation’s charity bazaar.

OTHER SUBSIDIARIES

Blue Cross (Asia-Pacific) Insurance Limited

For the fourth year, staff members of Blue Cross
participated in the PHAB Walk for Integration, with all
proceeds going to the support of rehabilitation, as well
as elderly and youth services. In recognition of its efforts,
Blue Cross was named “Gold Sponsor”. For the fifth year,
Blue Cross sponsored the “Happy Teens, Full of Fun”
Programme. Designed for both able-bodied and disabled
teenagers, the Programme provides an interactive
platform to help equip participants for future challenges
in life. In 2016, over 20 activities were arranged for more
than 100 participants, who in turn served more than 1,300
needy individuals in Hong Kong.
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Staff members of BEA's Taipei Branch
took part in a blood drive in support
of the humanitarian services of the
Taipei Blood Centre of Taiwan Blood
Services Foundation in August.
M8A  RERITAILDITMET
ZMMBIED - AXFRBIRE

Credit Gain Finance Company Limited

In line with the Group’s focus on environmental
protection, members of the Credit Gain Volunteer Team,
together with members of the Evangelical Lutheran
Church Social — Hong Kong and their children, visited
ZCB, Hong Kong's first zero carbon building. Organised
for children from low-income families, the visit enabled
participants to learn about the low carbon lifestyle,
environmentally-friendly practices, and various eco-
building designs and technologies, such as energy and
water-saving solutions, and solar power.

BEA Union Investment Management Limited

During the year under review, staff members of BEA
Union Investment supported a number of meaningful
charitable campaigns including the Hong Kong Cancer
Fund’s annual Pink Revolution, which was organised to
raise public awareness of breast cancer. For the second
consecutive year, staff members took part in Bloomberg’s
Square Mile Race, and made a donation to the event’s
official beneficiaries, Unleash Foundation and the Agency
for Volunteer Service.
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For the fifth year, Blue Cross
supported the “Happy Teens, Full

of Fun” Programme for able-bodied

and disabled teenagers.
ETTFRESSFED
[4ETEEN j# FUN =21 ] - [REs
BREZRIERNEDF -

gaitiRmh ORI ABR



RAREENEEED

BPIDITIATTB R PIR AR Z BRI R B £ 05 1
SAMH [FEREEHAITE ]  RPIRFESE THd
[EUiM5] - REHSRMID SR DRFIHE ]
B AORPIRIETN [MREERE | B -

SN - RPN TTIVRRPIRAE R A E BRI
BRERK - ZHTEIESBNT2MEER - B
HPIRENERREEN  TAESF2FRERA
MEBEARERS  WIHRPIRENEELE -

HAuFy B 2 7

E+7 (EX) REBERLQA

EtTMmETIBESIFL2M[1GRELRPTH ]
EXRZEBL UL HERRY  URREATF AR
B METFTHIEREMNENS N BRrh[£]
MBI ERNHRE o WA ET+TEBESFHEE 4
TEENJWFUNETEI | sHEIMEMRRAK REEREE
NELFRHEBAAZREEENES TS  E2NE
FREE BRRETHEBRS (ET EME - 7£2016
FERUEELHET20%2EES - 2AEE
100A + WAEHE1,300% 2B H EMATRE T IR -

WEM S T

CREDIT GAIN Volunteer Team

Representatives of BEA Union
Investment took part in Bloomberg’s
Square Mile Relay 2016, raising funds
for charitable projects.
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In August 2016, Credit Gain volunteers led a group of
children and their families to visit ZCB, Hong Kong's first
zero carbon building, in Kowloon Bay.

2016 8 A + EEMBETIKEE—HREARBAT
EESBABERTIRES — [THhKib] -




118 | The Bank of East Asia, Limited | Annual Report 2016

CORPORATE SOCIAL RESPONSIBILITY (CONTINUED)

BEA GROUP’S CSR ACHIEVEMENTS R {TEBM DXL

BEA RInfR{T

1

“President’s Award” (for the 17th consecutive year), “Diamond Award”
in the Corporate & Employee Contribution Programme 2015 / 2016 (for
the 22nd consecutive year), “5th Top Fund Raiser Award” in the Dress
Casual Day 2015 programme, and “4th Runner-up in the Top Fund-
raiser Awards” in the 2015-16 Hong Kong & Kowloon Walk

- The Community Chest
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Named “Caring Company” (for the 13th consecutive year); Blue
Cross and Credit Gain were named “Caring Company” for the
eighth and sixth year, respectively

- HKCSS
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Named one of the top 20 companies in the Hong Kong Business

Sustainability Index (for the second consecutive year)

- The Hong Kong Polytechnic University, HKCSS, and Hong Kong
Productivity Council
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“Community Engagement **2 Stars Award" (for the second consecutive
year)
- Senior Citizen Home Safety Association

RELZEHERE [HRSE B8] GEEE2F)

“Gold Award for Volunteer Service” in 2015
- Social Welfare Department’s Central Office
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Oxfam Rice Event 2016 (Corporate Award — Champion)
- Oxfam Hong Kong
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“Gold Award” (Website Stream and Mobile Application Stream)

in the Web Accessibility Recognition Scheme (for the second

consecutive year)

- The Office of the Government Chief Information Officer and the
Equal Opportunities Commission
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Named “Manpower Developer” (for the fifth consecutive year)
- Employees Retraining Board
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2015 / 16 Family-Friendly Employers Award Scheme — “Family-
Friendly Employers 2015 / 16", “Special Mention 2015 / 16", and
“ Awards for Breastfeeding Support 2015/ 16"

- Family Council, an advisory body to the Hong Kong government
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10

Indoor Air Quality Certificate (Good Class) (for BEA's Head Office
Building)
- Environmental Protection Department
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11

“Class of Excellence” Energywi$e Label under Hong Kong Green
Organisation Certification (for BEA's Head Office Building and BEA
Tower)

- Hong Kong Awards for Environmental Excellence Programme
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12

“Class of Excellence” WasteWi$e label under HKGOC (for BEA's
Head Office Building and BEA Tower)
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13

Quality Water Supply Scheme for Buildings — Fresh Water (Plus) (Basic
Plan) (for BEA's Head Office)
- Water Supplies Department
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14 Merit Award — Corporate Real Estate (for BEA Tower)
- The Hong Kong Institute of Facility Management’s Excellence in
Facility Management Award 2016
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15 Wood Recycling & Tree Conservation Scheme Certificate 2016
- Hong Kong Environmental Protection Association
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16 “Food Wise Eateries” Award — Gold (for BEA Tower’s staff canteen)
and Food Wise Message Creativity Award
- Environmental Protection Department
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Category Merit Certificate 2016 R ERER /N — i REREGEERIER
- CLP Holdings Limited HE

18 National Safety and Security Watch Group Individual Award 2016 N L SRE K KA N RTE KR (2016 FEL 2
- Singapore Police Force and Singapore Civil Defence Force é@ﬁﬁ&ﬁ%iﬁﬁ 852

BEA China REEH

19 “Outstanding Corporate Social Responsibility Award” (for the Firefly
Project)
- SSCLF
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20 2015 Best Practice of Social Responsibility Award in the China
Banking Industry”
- China Banking Association
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21 "“Best Practice Award” in the China Business News Corporate Social
Responsibility Rankings in China
- China Business News

Blue Cross ¥+
22 "2015/16 Good MPF Employer Award”
- Mandatory Provident Fund Schemes Authority
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23 "The 7th Hong Kong Outstanding Corporate Citizenship Awards”
— Corporate Citizenship Logo in the Enterprise and Volunteer
Categories
- Organised by Hong Kong Productivity Council and Co-organised

by the Committee on the Promotion of Civic Education

Credit Gain $BER

24 "Consumer Caring Scheme 2016 — Consumer Caring Company” (for
the fifth consecutive year)
- GS1 Hong Kong
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25 “Caring Agency Award 2015 — 1-Star Certificate”
consecutive year)
- Tsuen Wan and Kwai Tsing District Co-ordinating Committee on
Elderly Services of the Social Welfare Department

(for the third
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26 "2015/16 Good MPF Employer Award” (for the second consecutive year)
- Mandatory Provident Fund Schemes Authority
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27 "Certificate of Appreciation for Contributing to the Partnership Fund
for the Disadvantaged”
- Social Welfare Department

BEA Union Investment RITEERE
28 "2015/16 Good MPF Employer Award”
- Mandatory Provident Fund Schemes Authority
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REPORT OF THE DIRECTORS

The Directors have pleasure in presenting their Annual
Report together with the audited financial statements for
the year ended 31st December, 2016 (“Annual Report”).

PRINCIPAL PLACE OF BUSINESS

The Bank of East Asia, Limited is a licensed bank
incorporated and domiciled in Hong Kong and has its
registered office and principal place of business at 10 Des
Voeux Road Central, Hong Kong.

PRINCIPAL ACTIVITIES

The Bank and its subsidiaries are engaged in the provision
of banking and related financial services, and business,
corporate and investor services.

BUSINESS REVIEW

A fair review of the business and a discussion and analysis
of the performance for the year ended 31st December,
2016 and an indication of likely future development in
the business of the Group are provided in the Chairman’s
Statement and the Report of the Chief Executive and
Senior Management of the Annual Report. Description
of the principal risks and uncertainties facing the Group
can be found throughout the Annual Report, in particular
the Risk Management section. Particulars of important
events affecting the Bank that have occurred (if any)
can be found in the Annual Report and the Notes to
the Financial Statements. An analysis using financial
key performance indicators are provided in the Financial
Highlights and the Report of the Chief Executive and
Senior Management. Compliance with relevant laws and
regulations which have significant impact on the Group
can be found throughout the Annual Report, in particular,
the Corporate Governance Report.

In addition, discussions on the Group’s environmental
policies and relationships with the key stakeholders that
have a significant impact on the Group are discussed in
the Corporate Social Responsibility Report of the Annual
Report as well as the standalone version of Corporate
Social Responsibility Report available on the Bank’s website
at www.hkbea.com under “About BEA — Corporate Social
Responsibility” section on the home page.

MAJOR CUSTOMERS

The Directors believe that the five largest customers of
the Group accounted for less than 30% of the total of
interest income and other operating income of the Group
for the year.

ACCOUNTS

The profit attributable to equity holders of the Group for
the year ended 31st December, 2016 and the state of the
Bank’s and the Group’s affairs as at that date are set out
in the accounts from pages 156 to 305.

FIXED ASSETS

Details of the movements in fixed assets are set out in
Note 35 on the accounts.

TRANSFER TO RESERVES

Profit attributable to equity holders of the Group, before
dividends, of HK$3,723 million (2015: HK$5,522 million)
has been transferred to reserves. Other movements in
reserves are set out in Note 42 on the accounts.

DIVIDENDS

An interim dividend of HK$0.28 per share (2015:
HK$0.38 per share) was paid on 30th September, 2016.
The Directors have declared the payment of a second
interim dividend of HK$0.28 per share (2015: a second
interim dividend of HK$0.50 per share) in respect of the
financial year ended 31st December, 2016.

FIVE-YEAR FINANCIAL SUMMARY

A summary of the results, assets and liabilities of the
Group for the last 5 years is set out in the Annual Report.

ISSUE OF SHARES

During the year, the Bank issued shares as follows:

(@) 42,225,317 ordinary shares were issued at HK$25.118
each and 19,222,696 ordinary shares were issued at
HK$31.331 each to shareholders who had elected to
receive new shares in lieu of cash dividend in respect
of the 2015 second interim dividend and the 2016
interim dividend respectively.

(b) 365,000 ordinary shares were issued for cash of
HK$11,461,000.00 on the exercise of options granted
under the approved staff share option schemes.

Details about the issue of shares are also set out in Note
40 on the accounts.
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PURCHASE, SALE OR REDEMPTION OF THE
BANK'S LISTED SECURITIES

On 7th March, 2016, the Bank redeemed a face value of
CHF100 million of 0.78% Senior Notes (the “2016 CHF
Senior Notes”) upon their maturity. The 2016 CHF Senior
Notes were issued in 2014 under the Bank’s Medium Term
Note Programme and listed on the Singapore Exchange.

On 16th March, 2016, the Bank redeemed a face value
of US$15 million 1.20% Senior Notes (the “2016 USD
Senior Notes”) upon their maturity. The 2016 USD Senior
Notes were issued in 2015 under the Bank’s Medium Term
Note Programme and listed on the Singapore Exchange.

During the year ended 31st December, 2016, the
Bank bought back an aggregate principal amount of
US$6,000,000 of the outstanding Hybrid Tier 1 capital
instruments (comprising the US$500,000,000 Step-up
Subordinated Notes due 2059 issued by the Bank and
the US$500,000,000 Perpetual Non-cumulative Step-

ISSUE OF DEBENTURES

up Preference Shares of no par value in a liquidation
preference of US$1,000 issued by Innovate Holdings
Limited, a wholly-owned subsidiary of the Bank) (“Hybrid
Tier 1 Securities”) on the Singapore Exchange. The
aggregate price paid by the Bank for such purchases
was US$6,772,500. All the Hybrid Tier 1 Securities
purchased by the Bank have been cancelled. Following
cancellation of the Hybrid Tier 1 Securities purchased
by the Bank, the aggregate principal amount of the
Hybrid Tier 1 Securities which remains outstanding is
US$318,345,000. The Hybrid Tier 1 Securities are listed
on the Singapore Exchange.

Save for the redemption of the 2016 CHF Senior Notes
and 2016 USD Senior Notes, and the cancellation of
the Hybrid Tier 1 Securities purchased by the Bank
as disclosed herein, there was no purchase, sale or
redemption by the Bank or any of its subsidiaries, of
listed securities of the Bank during the year ended 31st
December, 2016.

During the year ended 31st December, 2016, the following notes were issued by the Bank under its US$6,000,000,000
Medium Term Note Programme and its Singapore Branch’s US$2,000,000,000 Multicurrency Medium Term Note
Programme (together “MTN Programmes”) and U.S. Commercial Paper (“CP") Programme to raise funds for general

corporate purposes:

Class Issued under

Consideration received
(HK$ equivalent)

Amount Issued
(HK$ equivalent)

Senior Notes
Subordinated Notes
CP Notes

MTN Programmes
MTN Programmes
CP Programme

280,262,500.00
3,877,575,000.00
389,425,000.00

280,262,500.00
3,871,293,328.50
388,724,035.00

Total

4,547,262,500.00 4,540,279,863.50
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DIRECTORS

The present Directors of the Bank are shown on page 66.

In accordance with the Articles of Association, the terms
of office of Professor Arthur LI Kwok-cheung, Mr. Richard
LI Tzar-kai, Mr. KUOK Khoon-ean and Dr. Peter LEE Ka-kit,
will expire at the 2017 AGM. With the exception of Mr.
Richard LI Tzar-kai and Mr. KUOK Khoon-ean who do not
seek re-election, all the other retiring Directors, being
eligible, offer themselves for re-election at the 2017 AGM.

The following changes in the Board occurred during the
year 2016 up to 17th February, 2017 (being the date of
this Report):

e Dr. the Hon. Rita FAN HSU Lai-tai (an INED) was
appointed a Director of the Bank on 25th February,
2016. She retired at the conclusion of the 2016 AGM
in accordance with the Articles of Association and was
re-elected as a Director at the 2016 AGM.

e Mr. Meocre LI Kwok-wing (an INED) was appointed
a Director of the Bank on 1st September, 2016. He
will retire under the provisions of the Articles of
Association and, being eligible, offers himself for re-
election at the 2017 AGM.

e Mr. WONG Chung-hin resigned as an INED and Mr.
Eric LI Fook-chuen resigned as an NED with effect
from the conclusion of the 2016 AGM.

e Tan Sri Dr. KHOO Kay-peng did not seek re-election
at the 2016 AGM and retired as an INED with effect
from the conclusion of the 2016 AGM.

e Mr. Valiant CHEUNG Kin-piu resigned as an INED with
effect from 1st September, 2016.

e Mr. Kenneth LO Chin-ming resigned as an INED with
effect from 1st January, 2017.

Details of the Directors to be re-elected at the 2017 AGM
are set out in the Circular sent to the shareholders.

No Director proposed for re-election at the 2017 AGM has
a service contract that is not determinable by the Bank or
any of its subsidiaries within one year without payment of
compensation, other than normal statutory obligations.

The Bank has received an annual confirmation of
independence pursuant to Rule 3.13 of the Listing Rules
from each of the INEDs, namely: Dr. Allan WONG Chi-
yun, Mr. WONG Chung-hin', Mr. Winston LO Yau-lai,
Tan Sri Dr. KHOO Kay-peng', Mr. Richard LI Tzar-kai, Mr.
Kenneth LO Chin-ming, Mr. William DOO Wai-hoi, Mr.
KUOK Khoon-ean, Mr. Valiant CHEUNG Kin-piu?, Dr.
Daryl NG Win-kong, Dr. the Hon. Rita FAN HSU Lai-tai3
and Mr. Meocre LI Kwok-wing* and considers them to be
independent at all the applicable time.

DIRECTORS OF SUBSIDIARIES

The names of all directors who have served on the boards
of the subsidiaries of the Bank (included in the annual
consolidated financial statements for the year ended
31st December, 2016) during the year up to 17th
February, 2017 (being the date of approval of the Bank’s
2016 Annual Report) is available on the Bank’s website
at www.hkbea.com under “About BEA — Corporate
Governance” section on the home page.

DIRECTORS’ EMOLUMENTS

The emoluments of the Directors of the Bank on a named
basis are disclosed in Note 21 to the Financial Statements
for the year ended 31st December, 2016.

The fees to the Directors who resigned or retired or were
appointed during 2016 were paid in accordance with
their length of service.

CONNECTED TRANSACTION

On 2nd December, 2016, the Bank, Kerry Holdings Limited
("KHL") and Kerry Properties Limited (“KPL") (together, the
“Parties”) entered into a bidding agreement in respect of
their joint bidding of the Land®> (“Land Bid") in Qianhai,
Shenzhen, the PRC (the “Bidding Agreement”). On the
same day, pursuant to the requirement under the Tender
Notice® and the Bidding Agreement, the Bank, KHL and KPL
jointly paid the deposit of RMB604.0 million (approximately
HK$682.52 million) in cash in the respective proportion of
25%, 50% and 25% (the “Deposit”), of which, the Bank
paid RMB151 million (approximately HK$170.63 million).
As the Parties have been awarded the tender (please see
below for details), the Deposit will be refunded to each of
the Parties subject to payment of the land premium. The
land use type of the Land is for commercial use and will be
granted for a term of 40 years. The Bank intends to use its
respective portion of the Land mainly for self-use purpose.

" For the period from 1st January, 2016 up to the conclusion of 2016 AGM.

2 For the period from 1st January, 2016 to 31st August, 2016.

3 For the period from 25th February, 2016 to 31st December, 2016.
4 For the period from 1st September, 2016 to 31st December, 2016.

> The land plot located at Land Parcel 02 & 04, Unit 7, Qianwan Area, Qianhai Shenzhen-Hong Kong Modern Service Industry Cooperation
Zone, Shenzhen, the PRC (70 BRI Bl R BB ARG E A (EIB BT E B+ 8002 ~ 04#45) (Land Parcel No.: T102-0260), with a site area
of approximately 19,262.18 square meters for commercial use and a gross floor area of approximately 111,000 square meters.

¢ A land use right tender notice dated 27th October, 2016 and the supplemental notices dated 2nd November, 2016 and 15th November, 2016
issued by Qianhai Authority and the Land and Real Estate Exchange Center of Shenzhen Municipality in relation to the Land (Shenzhen Land

Exchange Notice [2016] No. 22).
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On 7th December, 2016, the Bank, together with KHL
and KPL, its joint bidders, won the land bid of Qianhai
Authority to acquire the land use rights of the Land at a
total consideration of RMB3,020 million (approximately
HK$3,412.6 million) for the development of the project
in connection with the development of a financial and
commercial complex on the Land (the “Project”).

Following the successful bidding of the Land, the Bank,
KHL and KPL entered into the master agreement relating
to the development of the Project on 7th December, 2016
(the “Agreement”). Pursuant to the Agreement, the Bank,
KHL and KPL will establish the PRC JV7 in Qianhai with
a total investment of RMB5,220 million (approximately
HK$5,898.6 million) to hold the land use rights of the
Land and develop the Project, and will hold 25%, 50%
and 25% of the equity interest in the PRC JV, respectively.
The Bank’s maximum total financial commitment in the
PRC JV is estimated at approximately RMB1,305 million
(equivalent to approximately HK$1,474.65 million), which
may be further adjusted under certain circumstances as
agreed among all Parties such as the adjustment of the
gross floor area to be used by the Bank.

The Bank believes that the participation in the Land Bid
jointly with KHL and KPL to acquire and develop the Land
and the formation of the PRC JV with KHL and KPL for
the purpose of investment in and development of the
Project is in alignment with the Bank’s overall strategy and
would benefit its long-term business development.

As at the date of the payment of the Deposit and the
date of entering into the Agreement, KHL and KPL
were subsidiaries of a Majority Controlled Company (as
defined in the Listing Rules) of Mr. Kuok Khoon-ean, an
INED, and his family members. As such, KHL and KPL
were Associates (as defined in the Listing Rules) of Mr.
Kuok Khoon-ean and Connected Persons (as defined in
the Listing Rules) of the Bank. Accordingly, (i) the joint
bidding for the Land as contemplated under the Bidding
Agreement and the payment of the Bank's pro-rata
amount of the Deposit; and (i) the entering into of the
Agreement and the formation of the PRC JV to develop
the Project thereunder (collectively the “Transactions”)
constituted connected transactions for the Bank under
the Listing Rules, and are required under the Listing
Rules to be reported in its Annual Report. For details
of the Transactions, please refer to the announcements
dated 2nd December, 2016 and 7th December, 2016,
respectively, issued by the Bank.

DIRECTORS’ INTERESTS IN TRANSACTIONS,
ARRANGEMENTS AND CONTRACTS

Details of the connected transactions between the
Bank, KHL and KPL which are subsidiaries of a Majority
Controlled Company of Mr. KUOK Khoon-ean, an INED,
and his family members during the year are set out in the
section under “Connected Transaction” of this Report.

Save as disclosed above, there was no transaction,
arrangement or contracts of significance in relation to
the Group’s business to which the Bank or any of its
subsidiaries was a party and in which a Director of the
Bank and/or any of his connected entities (as defined
under section 486 of the Ordinance) had, directly or
indirectly, a material interest subsisted at the end of the
year or at any time during the year.

DIRECTORS’ INTERESTS IN COMPETING
BUSINESS

None of the Directors of the Bank is interested in any
business apart from the Bank’s business that competes or
is likely to compete, either directly or indirectly, with the
Bank’s business.

MANAGEMENT CONTRACTS

Save for employment contracts, no other contracts,
relating to the management and/or administration of the
whole or any substantial part of the business of the Bank
were entered into or subsisted during the year.

Dr. the Hon. Sir David LI Kwok-po is employed as the
Chief Executive of the Bank. His existing three-year term
service contract commenced in April 2015 and will expire
in March 2018.

PERMITTED INDEMNITY

Pursuant to the Articles of Association, every Director,
Secretary and officer of the Bank shall be indemnified
out of the funds of the Bank against all liabilities (to the
extent permitted by the Ordinance) incurred by such
Director, Secretary or officer in the execution of his duties
or otherwise in relation thereto. Directors & Officers
Liability and Company Reimbursement Insurance has
been arranged to indemnify the Directors and officers of
the Group.

7 A joint venture company to be established in the PRC with limited liability and, upon its establishment, will be owned as to 25%, 50% and
25% by the Bank, KHL and KPL respectively through their respective special purpose vehicle.
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DIRECTORS' AND CHIEF EXECUTIVE'S INTERESTS

As at 31st December, 2016, the interests and short positions of the Directors and Chief Executive of the Bank in the
shares, underlying shares and debentures of the Bank and its associated corporations as recorded in the register required
to be kept under section 352 of the SFO (the “Register”) were as follows:

I. Long positions in ordinary shares of the Bank:

% of issued

Name Capacity and nature No. of shares Total voting Shares
David LI Kwok-po Beneficial owner 75,087,945

Interest of spouse 2,007,227

Interest of corporation 233,211

Executor of estate 10,163,500 87,491,883 3.24
Arthur LI Kwok-cheung Beneficial owner 23,279,233

Interest of corporation 16,317,470

Executor of estate 10,163,500 49,760,2032 1.84
Allan WONG Chi-yun Beneficial owner 420,690

Interest of spouse 136

Founder and beneficiary

of discretionary trust 15,776,240 16,197,066°3 0.60

Aubrey LI Kwok-sing Beneficial owner 1,142,381

Interest of spouse 22,143

Interest of corporation 16,369,495 17,534,0194 0.65
Winston LO Yau-lai - - Nil Nil
Richard LI Tzar-kai - - Nil Nil
Kenneth LO Chin-ming - - Nil Nil
Stephen Charles LI Kwok-sze  Beneficial owner 10,234,312

Interest of children 618,899

Beneficiary of discretionary trusts 2,656,085

Administrator of estate 1,217,383 14,726,679° 0.54
William DOO Wai-hoi - - Nil Nil
KUOK Khoon-ean - - Nil Nil
Isidro FAINE CASAS - - Nil Nil
Peter LEE Ka-kit Interest of corporation 679,000

Beneficiary of discretionary trust 1,100,000 1,779,0006 0.07
Adrian David LI Man-kiu Beneficial owner 814,418

Interest of child 7,031

Settlor/Founder

of discretionary trust 1,975,182 2,796,6317 0.10

Brian David LI Man-bun Beneficial owner 2,121,518

Interest of corporation 772,535 2,894,0538 0.11
Daryl NG Win-kong - - Nil Nil
Masayuki OKU - - Nil Nil
Rita FAN HSU Lai-tai - - Nil Nil

Meocre LI Kwok-wing - - Nil Nil
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Notes:

1

David LI Kwok-po was the beneficial owner of 75,087,945 shares and he was deemed to be interested in 2,007,227 shares through
the interests of his spouse, Penny POON Kam-chui. He was also deemed to be interested in 233,211 shares held by David Li Kwok-po
Charitable Foundation Limited, a charitable institution of which David LI Kwok-po is a director and the sole member. He was also deemed
to be interested in 10,163,500 shares held by an estate of which he is one of the executors. Arthur LI Kwok-cheung was also deemed to
be interested in the same block of 10,163,500 shares as one of the executors of the estate (please refer to Note 2 below).

Arthur LI Kwok-cheung was the beneficial owner of 23,279,233 shares and he was deemed to be interested in 16,317,470 shares held
by Dapa Company Limited, which is wholly-owned by him. He was also deemed to be interested in 10,163,500 shares held by an estate
of which he is one of the executors. David LI Kwok-po was also deemed to be interested in the same block of 10,163,500 shares as one
of the executors of the estate (please refer to Note 1 above).

Allan WONG Chi-yun was the beneficial owner of 420,690 shares and he was deemed to be interested in 136 shares through the
interests of his spouse, Margaret KWOK Chi-wai (deceased). He was also deemed to be interested in 15,776,240 shares held by a
discretionary trust, Allan Wong 2011 Trust, of which Allan WONG Chi-yun is a founder and an eligible beneficiary.

Aubrey LI Kwok-sing was the beneficial owner of 1,142,381 shares and he was deemed to be interested in 22,143 shares through the
interests of his spouse, Elizabeth WOO. He was also deemed to be interested in 16,369,495 shares held by Hope Lake Ltd., which is
wholly-owned by him.

Stephen Charles LI Kwok-sze was the beneficial owner of 10,234,312 shares, and he was deemed to be interested in 618,899 shares
through the interests of his children. He was also deemed to be interested in 1,217,383 shares held by an estate of which he is one of
the Administrators. Of the remaining 2,656,085 shares, (i) 2,431,400 shares were held by a discretionary trust, Settlement of Dr. Simon
F S. Li, of which Stephen Charles LI Kwok-sze, his spouse and his children were beneficiaries and (i) 224,685 shares were held by a
discretionary trust, Longevity Trust, of which his children were beneficiaries.

Of these 1,779,000 shares, 679,000 shares were owned by Golf Limited which in turn is wholly-owned by Peter LEE Ka-kit. He was also
deemed to be interested in 1,100,000 shares (“Deemed Shares”). The Deemed Shares were beneficially owned by a subsidiary of The
Hong Kong and China Gas Company Limited (“HKCG") and Peter LEE Ka-kit is a discretionary beneficiary of the discretionary trusts which
indirectly control more than one third of the voting power at the general meeting of HKCG.

Adrian David LI Man-kiu was the beneficial owner of 814,418 shares, and he was deemed to be interested in 7,031 shares through the
interests of his child under the age of 18. Adrian David LI Man-kiu has made a voluntary disclosure of 1,975,182 shares indirectly held by
a discretionary trust of which he was the settlor/founder but has no influence on how the trustee exercises its discretion.

Brian David LI Man-bun was the beneficial owner of 2,121,518 shares. He was also deemed to be interested in 772,535 shares held by
Triple Kingdom Limited, which is wholly-owned by him.

Long positions (in respect of equity derivatives) in underlying shares of the Bank:

Shares options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank
were granted to David LI Kwok-po, Adrian David LI Man-kiu and Brian David LI Man-bun pursuant to the approved
Staff Share Option Schemes. Information in relation to these share options during the year ended 31st December,
2016 was shown in the section under “Information on Share Options” of this Report.

Interests in Hybrid Tier | Capital Instruments:

Allan WONG Chi-yun was the beneficial owner of the following capital instrumentshete;

Issuer Type/Class of Securities Amount of Debentures No. of shares
The Bank of East Asia, Limited  Subordinated Notes US$7,000,000 -
Innovate Holdings Limited Preference Shares - 7,000
The Bank of East Asia, Limited  Substitute Preference Shares (unissued) - 7,000

Note: In November 2009, the Bank issued capital instruments qualifying as hybrid tier 1 capital with a face value of US$500 million. The

capital instruments comprise 8.5% step-up subordinated notes due 2059 issued by the Bank (the “2059 Notes”) stapled with perpetual
non-cumulative step-up preference shares issued by Innovate Holdings Limited, a wholly-owned subsidiary of the Bank (the “Innovate
Preference Shares”). The 2059 Notes and the Innovate Preference Shares are listed as stapled units on Singapore Exchange. The
Substitute Preference Shares (being perpetual non-cumulative step-up preference shares) are created, and to be issued by the Bank
upon the occurrence of a Substitution Event (as defined in the circular to shareholders of the Bank dated 11th November, 2009) as one
of the terms of the issue of the 2059 Notes and the Innovate Preference Shares.
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IV. Interests in Debt Securities of the Bank:

David LI Kwok-po was deemed to be interested in the following debt securities issued by the Bank through the
interests of his spouse, Penny POON Kam-chui:

Type/Class of Debt Securities Amount of Debentures
New Capital SecuritiesNote! US$500,000
Subordinated NotesNete 2 US$3,000,000

Note 1: The 5.5% US-dollar denominated fixed rate Undated Non-cumulative Subordinated Additional Tier | Capital Securities (“New Capital
Securities”), with a principal amount of US$650,000,000, were issued by the Bank under its US$6,000,000,000 Medium Term Note
Programme in 2015 and are listed on the Stock Exchange.

Note 2: The 4.0% Tier 2 Capital Dated Subordinated Notes due 2026, with a principal amount of US$500,000,000, were issued by the Bank
under its US$6,000,000,000 Medium Term Note Programme in 2016 and are listed on the Stock Exchange.

Save as disclosed above, no other interest or short position in the shares, underlying shares or debentures of the Bank or
any of its associated corporations were recorded in the Register.

At no time during the year was the Bank or any of its subsidiaries a party to any arrangement to enable the Directors
or Chief Executive of the Bank or their spouses or children under 18 years of age to acquire benefits by means of the
acquisition of shares in or debentures of the Bank or any other body corporate with the exception of the Staff Share
Option Schemes, details of which are set out in the following section under “Information on Share Options”, and Notes
2(g)(iv) and 39 on the accounts.

INFORMATION ON SHARE OPTIONS
Information in relation to share options disclosed in accordance with the Listing Rules was as follows:

(1) Movement of share options during the year ended 31st December, 2016:

Number of Share Options

Date of Outstanding Outstanding

Name Grant at 1/1/2016 Granted Exercised Lapsed at31/12/2016
David LI Kwok-po 05/5/20112 666,000™ - - - 666,000
05/5/2011° 666,000™ - - - 666,000

05/5/20112 668,000" - - - 668,000

03/5/20132 666,000™ - 365,000¢ - 301,000

03/5/2013¢ 668,000™ - - - 668,000

02/5/20142 666,000™ - - - 666,000

02/5/20142 666,000 - - - 666,000

02/5/20142 668,000™ - - - 668,000

04/5/2015° 666,000™ - - - 666,000

04/5/20152 666,000 - - - 666,000

04/5/20152 668,000™ - - - 668,000

08/4/2016° - 666,000™ - - 666,000

08/4/2016° - 666,000™ - - 666,000

08/4/2016° - 668,000™ - - 668,000
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Number of Share Options

Date of Outstanding

Outstanding
at 31/12/2016

Name Grant at 1/1/2016 Granted Exercised Lapsed
Adrian David LI Man-kiu 05/5/20112 216,000 - - -
05/5/2011° 216,000™ - - -
05/5/20112 218,000" - - -
10/5/20122 216,000™ - - -
10/5/20122 216,000™ - - -
10/5/20122 218,000 - - -
03/5/20132 216,000™ - - -
03/5/20132 216,000™ - - -
03/5/20132 218,000 - - -
02/5/20142 216,000™ - - -
02/5/20142 216,000™ - - -
02/5/20142 218,000 - - -
04/5/2015? 216,000™ - - -
04/5/20152 216,0007 - - -
04/5/2015° 218,000 - - -
08/4/2016° - 216,000™ - -
08/4/2016° - 216,000™ - -
08/4/2016° - 218,000 - -
Brian David LI Man-bun 05/5/20112 216,000 - - -
05/5/20112 216,000™ - - -
05/5/20112 218,000™ - - -
10/5/20122 216,000™ - - -
10/5/20122 216,000™ - - -
10/5/20122 218,000™ - - -
03/5/20132 216,000™ - - -
03/5/20132 216,000™ - - -
03/5/20132 218,000™ - - -
02/5/20142 216,000™ - - -
02/5/20142 216,000™ - - -
02/5/20142 218,000™ - - -
04/5/20152 216,000™ - - -
04/5/2015° 216,000™ - - -
04/5/2015° 218,000" - - -
08/4/2016° - 216,000™ - -
08/4/2016° - 216,000™ - -

08/4/2016° - 218,000™ - -

216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000

216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
216,000
216,000
218,000
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TRG 05/5/20112 216,000™ - - - 216,000
05/5/20112 216,000 - - - 216,000
05/5/20112 218,000" - - - 218,000
10/5/20122 216,000™ - - - 216,000
10/5/20122 216,000 - - - 216,000
10/5/20122 218,0007 - - - 218,000
03/5/20132 216,000™ - - - 216,000
03/5/20132 216,000 - - - 216,000
03/5/20132 218,000™ - - - 218,000
02/5/20142 216,000™ - - - 216,000
02/5/20142 216,000 - - - 216,000
02/5/20142 218,000 - - - 218,000
04/5/2015? 216,000™ - - - 216,000
04/5/2015? 216,000 - - - 216,000
04/5/2015? 218,000™ - - - 218,000
08/4/2016° - 216,000™ - - 216,000
08/4/2016° - 216,000 - - 216,000
08/4/2016° - 218,000 - - 218,000
TR 05/5/20112 216,000™ - - - 216,000
05/5/20112 216,000 - - - 216,000
05/5/20112 218,000" - - - 218,000
10/5/20122 216,000™ - - - 216,000
10/5/20122 216,000 - - - 216,000
10/5/2012° 218,0007 - - - 218,000
03/5/20132 216,000™ - - - 216,000
03/5/20132 216,000 - - - 216,000
03/5/20132 218,000" - - - 218,000
02/5/20142 216,000 - - - 216,000
02/5/20142 216,000 - - - 216,000
02/5/20142 218,000 - - - 218,000
04/5/2015? 216,000™ - - - 216,000
04/5/2015? 216,000 - - - 216,000
04/5/2015? 218,0007 - - - 218,000
08/4/2016° - 216,000™ - - 216,000
08/4/2016° - 216,000 - - 216,000
08/4/2016° - 218,000 - - 218,000
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Number of Share Options

Date of Outstanding Outstanding

Name Grant at 1/1/2016 Granted Exercised Lapsed at31/12/2016
Aggregate of other 05/5/20112 732,000™ - - 732,000
Employees* 05/5/20112 732,0007 - - 732,000
05/5/20112 736,000" - - 736,000
10/5/20122 632,000™ - - 632,000
10/5/20122 632,000™ - - 632,000
10/5/20122 636,000" - - 636,000
03/5/20132 732,000™ - - 732,000
03/5/2013¢ 732,000™ - - 732,000
03/5/20132 736,000" - - 736,000
02/5/20142 844,000 - - 844,000
02/5/20142 894,000™ - - 894,000
02/5/20142 899,500" - - 899,500
04/5/2015? 932,000™ - - 932,000
04/5/20152 932,0007 - - 932,000
04/5/2015° 936,000™ - - 936,000
08/4/2016° - 985,000™ - - 985,000
08/4/2016° - 985,000™ - - 985,000
08/4/2016° - 992,500™ - - 992,500
Other Participants** 05/5/20112 50,000™ - - 50,000
05/5/20112 100,000™ - - 100,000
05/5/20112 100,000™ - - 100,000
10/5/20122 100,000 - - 100,000
10/5/20122 100,000™ - - 100,000
10/5/20122 100,000™ - - 100,000
03/5/2013¢ 50,000™ - - 50,000
03/5/20132 50,000™ - - 50,000
03/5/20132 50,000™ - - 50,000

*  Employees working under employment contracts that were regarded as “Continuous Contracts” for the purpose of the Hong Kong

Employment Ordinance.

** Other Participants refer to two former employees who ceased to be employees of the Bank in 2013. The share options were granted to them
prior to their cessation as employees of the Bank.

Notes:

a  Particulars of share options granted in years 2011 to 2015:

Exercise Price Per Share

Date of Grant Tranche Vesting Period Exercise Period HK$
05/5/2011 T1 05/5/2011 - 04/5/2012 05/5/2012 - 05/5/2017 32.00
05/5/2011 2 05/5/2011 - 04/5/2013 05/5/2013 - 05/5/2018 32.00
05/5/2011 73 05/5/2011 - 04/5/2014 05/5/2014 - 05/5/2019 32.00
10/5/2012 T1 10/5/2012 — 09/5/2013 10/5/2013 - 10/5/2018 28.99
10/5/2012 2 10/5/2012 — 09/5/2014 10/5/2014 - 10/5/2019 28.99
10/5/2012 3 10/5/2012 — 09/5/2015 10/5/2015 - 10/5/2020 28.99
03/5/2013 T1 03/5/2013 - 02/5/2014 03/5/2014 - 03/5/2019 31.40
03/5/2013 2 03/5/2013 — 02/5/2015 03/5/2015 - 03/5/2020 31.40
03/5/2013 3 03/5/2013 - 02/5/2016 03/5/2016 — 03/5/2021 31.40
02/5/2014 T1 02/5/2014 - 01/5/2015 02/5/2015 - 02/5/2020 32.50
02/5/2014 2 02/5/2014 - 01/5/2016 02/5/2016 — 02/5/2021 32.50
02/5/2014 3 02/5/2014 - 01/5/2017 02/5/2017 — 02/5/2022 32.50
04/5/2015 T1 04/5/2015 - 03/5/2016 04/5/2016 — 04/5/2021 34.15
04/5/2015 2 04/5/2015 - 03/5/2017 04/5/2017 — 04/5/2022 34.15
04/5/2015 73 04/5/2015 - 03/5/2018 04/5/2018 - 04/5/2023 34.15




REWRITEMRADT | 2016 F3, | 137

EEgHwEE (&)

RREHE
M 1/1/2016 M 31/12/2016
i RFEH e RITHE 17fE K & RATBE
HhiE 8B~ 05/5/20112 732,000™ - - 732,000
05/5/20112 732,000 - - 732,000
05/5/20112 736,000" - - 736,000
10/5/20122 632,000™ - - 632,000
10/5/20122 632,000 - - 632,000
10/5/20122 636,000 - - 636,000
03/5/20132 732,000™ - - 732,000
03/5/20132 732,000 - - 732,000
03/5/20132 736,000" - - 736,000
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02/5/20142 894,000 - - 894,000
02/5/20142 899,500 - - 899,500
04/5/2015? 932,000 - - 932,000
04/5/2015? 932,000 - - 932,000
04/5/20152 936,000 - - 936,000
08/4/2016° - 985,000™ - - 985,000
08/4/2016° - 985,000 - - 985,000
08/4/2016° - 992,500 - - 992,500
Hfh2HE A *+* 05/5/20112 50,000 - - 50,000
05/5/20112 100,0007™ - - 100,000
05/5/20112 100,000™ - - 100,000
10/5/20122 100,000 - - 100,000
10/5/20122 100,0007 - - 100,000
10/5/20122 100,000 - - 100,000
03/5/20132 50,000 - - 50,000
03/5/20132 50,0007 - - 50,000
03/5/20132 50,000™ - - 50,000
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BRTTIEE
#FAH #H5 Foyie T8 B (T)
05/5/2011 T1 05/5/2011 - 04/5/2012 05/5/2012 — 05/5/2017 32.00
05/5/2011 2 05/5/2011 - 04/5/2013 05/5/2013 — 05/5/2018 32.00
05/5/2011 73 05/5/2011 - 04/5/2014 05/5/2014 — 05/5/2019 32.00
10/5/2012 T1 10/5/2012 — 09/5/2013 10/5/2013 — 10/5/2018 28.99
10/5/2012 T2 10/5/2012 — 09/5/2014 10/5/2014 - 10/5/2019 28.99
10/5/2012 73 10/5/2012 — 09/5/2015 10/5/2015 - 10/5/2020 28.99
03/5/2013 T1 03/5/2013 - 02/5/2014 03/5/2014 — 03/5/2019 31.40
03/5/2013 T2 03/5/2013 - 02/5/2015 03/5/2015 — 03/5/2020 31.40
03/5/2013 73 03/5/2013 - 02/5/2016 03/5/2016 — 03/5/2021 31.40
02/5/2014 T1 02/5/2014 - 01/5/2015 02/5/2015 — 02/5/2020 32.50
02/5/2014 2 02/5/2014 - 01/5/2016 02/5/2016 — 02/5/2021 32.50
02/5/2014 73 02/5/2014 - 01/5/2017 02/5/2017 — 02/5/2022 32.50
04/5/2015 T1 04/5/2015 — 03/5/2016 04/5/2016 — 04/5/2021 34.15
04/5/2015 T2 04/5/2015 — 03/5/2017 04/5/2017 — 04/5/2022 34.15
04/5/2015 73 04/5/2015 — 03/5/2018 04/5/2018 — 04/5/2023 34.15
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b Share options granted in year 2016:

(i) Particulars:

Exercise Price Per Share

Date of Grant Tranche Vesting Period Exercise Period HK$
08/4/2016 T1 08/4/2016 - 07/4/2017 08/4/2017 - 08/4/2022 28.45
08/4/2016 2 08/4/2016 - 07/4/2018 08/4/2018 - 08/4/2023 28.45
08/4/2016 73 08/4/2016 - 07/4/2019 08/4/2019 - 08/4/2024 28.45

(i) The closing price of the shares of the Bank on 7th April, 2016 (being the business day immediately preceding 8th April, 2016 on
which the options were granted) was HK$28.05.

(iii) Fair value of share options granted during the year ended 31st December, 2016 and the assumptions are set out in Note 39 on the
accounts.

¢ The annual weighted average (“AWA”") closing price of the shares of the Bank immediately before the date on which the Options were
exercised during the year ended 31st December, 2016:

Exercise Price Per Share AWA Closing Price
Date of Grant Tranche No. of Options Exercised HK$ HK$
03/5/2013 2 365,000 31.40 31.60

(2) No share options were cancelled during the year ended 31st December, 2016.
(3) The accounting policy adopted for share options is set out in Note 2(qg)(iv) on the accounts.

Save as disclosed above, as at 31st December, 2016, none of the Directors or Chief Executive of the Bank or their spouses
or children under 18 years of age were granted or exercised any right to subscribe for any equity or debt securities of the
Bank or any of its associated corporations.

INFORMATION ON SHARE OPTION SCHEME
The following is a summary of the 2016 Scheme disclosed in accordance with the Listing Rules:
1. Purpose of the 2016 Scheme:

(@  The 2016 Scheme is a share incentive scheme and is established to recognise and acknowledge the contributions
that eligible persons had made or may make to the Group.

(b)  The 2016 Scheme will provide the eligible persons with an opportunity to have a personal stake in the Bank
with the view to motivating the eligible persons to optimise their performance and efficiency for the benefit of
the Group.

2. Participants of the 2016 Scheme:

The Board may at its discretion grant options to any employees including Executive Directors and Chief Executive of
the Group.

3. Total number of shares available for issue under the 2016 Scheme and % of issued shares at 31st December, 2016:

During the year ended 31st December, 2016, no options had been granted under the 2016 Scheme since its
Adoption Date (i.e. 19th April, 2016). Therefore, no shares were available for issue under the 2016 Scheme as at 31st
December, 2016.
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4,

10.

Maximum entitlement of each participant under the 2016 Scheme:

No options may be granted to any eligible persons, which if exercised in full would result in the total number of shares
issued and to be issued upon exercise of the share options already granted or to be granted to such eligible person
under the 2016 Scheme or any other schemes (which are subject to regulation under Chapter 17 of the Listing Rules)
of the Bank (including exercised, cancelled and outstanding share options) in the 12-month period up to and including
the date of such new grant exceeding 1% of the issued share capital as at the date of such new grant. Any grant of
further options above this limit shall be subject to certain requirements as stipulated in the rules of the 2016 Scheme.

. The period within which the shares must be taken up under an option:

Beginning on the vesting date of such options, the date on which such option is vested and becomes exercisable, and
ending on the fifth anniversary of the vesting date thereof, except as provided otherwise in the rules of the 2016 Scheme.

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

From the Date of Grant of such options up to the day immediately before the vesting date thereof.

The amount payable on application or acceptance of the option and the period within which payments or
calls must or may be made or loans for such purposes must be paid:

N/A

The basis of determining the exercise price:
The exercise price is determined by the Directors and being not less than the highest of:

(@) the closing price of the Bank’s ordinary shares in the Stock Exchange’s daily quotations sheet on the date of
grant of the relevant options; and

(b) an amount equivalent to the average closing price of the Bank’s ordinary shares as stated in the Stock Exchange’s
daily quotation sheets for the 5 business days immediately preceding the date of grant of the relevant options.

Vesting of Options:

Save as provided otherwise in the rules of the 2016 Scheme, an option granted under the 2016 Scheme shall be
vested and become exercisable as follows:

(@  not more than one third of the option shall be vested and become exercisable on the first anniversary of the
Date of Grant;

(b)  not more than one third of the option shall be vested and become exercisable on the second anniversary of the
Date of Grant; and

(c)  the remaining balance of the option shall be vested and become exercisable on the third anniversary of the Date
of Grant.

The remaining life of the 2016 Scheme:

The Scheme Period will end on 18th April, 2021.
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INTERESTS OF SUBSTANTIAL SHAREHOLDERS AND OTHER PERSONS

As at 31st December, 2016, the interests or short positions of substantial shareholders and other persons in the shares
and underlying shares of the Bank as recorded in the register required to be kept under section 336 of the SFO (the
“Register”) as a result of disclosures to the Bank pursuant to Divisions 2 and 3 of Part XV of the SFO were as follows:

Long positions in ordinary shares of the Bank:

% of issued

Name Capacity and nature No. of shares voting Shares
Sumitomo Mitsui Banking Corporation Beneficial owner 510,003,673’ 19.01
Sumitomo Mitsui Financial Group, Inc. Interest of corporation 510,003,673 19.01
Criteria Caixa, S.A., Sociedad Unipersonal Beneficial owner 464,287,319? 17.30
Fundacion Bz?’ncang C,ejuxa d’Estalvis i Pensions de Interest of corporation 464,287,319 17.30
Barcelona, “la Caixa
Guoco Management Company Limited Beneficial owner 369,755,978 14.15°
Guoco Group Limited Interest of corporation 369,755,978° 14.15
Guoline Overseas Limited Interest of corporation 369,755,978° 14.15°
GuolLine Capital Assets Limited Interest of corporation 369,755,9783 14.155
Hong Leong Company (Malaysia) Berhad Interest of corporation 369,755,978%4 14.15
HL Holdings Sdn Bhd Interest of corporation 369,755,978° 14.15
QUEK Leng Chan Interest of corporation 369,755,9783 14.15
Hong Leong Investment Holdings Pte. Ltd. Interest of corporation 369,755,978* 14.15
Davos Investment Holdings Private Limited Interest of corporation 369,755,978* 14.15
KWEK Leng Kee Interest of corporation 369,755,978* 14.15
Elliott Capital Advisors, L.P. Interest of corporation 184,876,693° 7.00

Notes:

1

2

Sumitomo Mitsui Financial Group, Inc. owned a 100% interest in Sumitomo Mitsui Banking Corporation. Sumitomo Mitsui Financial
Group, Inc. was deemed to be interested in the 510,003,673 shares of the Bank held by Sumitomo Mitsui Banking Corporation.

The Bank had been notified that the shareholdings of the above 2 corporations had been increased such that, as at 31st December,
2016, they stood at 528,860,086 shares (equivalent to approximately 19.57% of the issued shares of the Bank as at 31st December,
2016). Such increases in shareholdings were not required to be disclosed under Part XV of the SFO.

As at 31st December, 2016, Fundacion Bancaria Caixa d'Estalvis i Pensions de Barcelona, "la Caixa" (“la Caixa”) owned a 100% interest in
Criteria Caixa, S.A., Sociedad Unipersonal (“Criteria Caixa”). la Caixa was deemed to be interested in the 464,287,319 shares of the Bank
held by Criteria Caixa.

The Bank had been notified that the shareholdings of the above 2 corporations had been increased such that, as at 31st December,
2016, they stood at 468,436,578 shares (equivalent to approximately 17.33% of the issued shares of the Bank as at 31st December,
2016). Such increases in shareholdings were not required to be disclosed under Part XV of the SFO.

The references to 369,755,978 shares of the Bank in Notes 3 and 4 relate to the same block of shares. Guoco Management Company
Limited was the beneficial owner of 369,755,978 shares (equivalent to approximately 13.68% of the issued shares of the Bank as at
31st December, 2016). Hong Leong Company (Malaysia) Berhad was deemed to be interested in the 369,755,978 shares held by Guoco
Management Company Limited by virtue of its 100% interest in GuolLine Capital Assets Limited which owned a 100% interest in GuolLine
Overseas Limited. GuolLine Overseas Limited held a 71.88% interest in Guoco Group Limited which in turn owned a 100% interest in
Guoco Management Company Limited. Guoline Capital Assets Limited, GuoLine Overseas Limited and Guoco Group Limited were all
deemed to be interested in the 369,755,978 shares held by Guoco Management Company Limited.

Quek Leng Chan was deemed to be interested in the 369,755,978 shares held by Guoco Management Company Limited by virtue of his
100% interest in HL Holdings Sdn Bhd (“HLH"). Hong Leong Company (Malaysia) Berhad was 49.27% owned by Quek Leng Chan as to
2.424% under his personal name, 46.534% via HLH which was wholly-owned by him and 0.311% via Newton (L) Limited.

The references to 369,755,978 shares of the Bank in Notes 3 and 4 relate to the same block of shares. Hong Leong Company (Malaysia)
Berhad was 34.69% held by Hong Leong Investment Holdings Pte. Ltd. which was in turn 33.59% held by Davos Investment Holdings
Private Limited. Hong Leong Investment Holdings Pte. Ltd. and Davos Investment Holdings Private Limited were deemed to be interested
in the 369,755,978 shares (equivalent to approximately 13.68% of the issued shares of the Bank as at 31st December, 2016) held by
Guoco Management Company Limited by virtue of their interests in Hong Leong Company (Malaysia) Berhad.

KWEK Leng Kee was deemed to be interested in the 369,755,978 shares held by Guoco Management Company Limited by virtue of his
41.92% interest in Davos Investment Holdings Private Limited.



REWRITEMRADT | 2016 F3, | 143

EEgHwEE (&)

FRERRKREMALHES

2016512 A31 B  iIR(EHFREBEKD) EXVBE_RE=HBRARTELBEEMCHERBE (FH LR
fEBI) 55 336 A THRFHERM ([ZECM)) ERRRMEMATHEBE RTTHRRD LR O HERI T

AT

B mTR

HEBRITERERERD

" # FoRME RHEE WE D=
= HERIRIT EmEEA 510,003,673 19.01
“HEREREE B R 510,003,673 19.01
Criteria Caixa, S.A., Sociedad Unipersonal EnEAA 464,287,3192 17.30
Fundacion Bincang Cflxa d’Estalvis i Pensions de SEE R 464,287,3192 17.30
Barcelona, “la Caixa
BlEEEBRAR] EnEEA 369,755,978 14.155
BlERE AR AR EERER 369,755,9783 14.15
Guoline Overseas Limited B 369,755,9783 14.155
Guoline Capital Assets Limited EE R R 369,755,9783 14.15°
Hong Leong Company (Malaysia) Berhad EEMETR 369,755,978%4 14.15
HL Holdings Sdn Bhd EERER 369,755,9783 14.15
LR EERER 369,755,9783 14.15
Hong Leong Investment Holdings Pte. Ltd. EE R 369,755,978* 14.15
Davos Investment Holdings Private Limited EE R 369,755,978% 14.15
KWEK Leng Kee EEMEZR 369,755,978 14.15
Elliott Capital Advisors, L.P. EER RS 184,876,693° 7.00
Bitst -

1

HEREBEEZERE=HERRTT - ZHERT BFEEEI MG BER =HERRITAFFER 510,003,673 A

RITE YL E 8 A0 _F 3wy (BB R 2016 F 12 A 31 ABfs ik E B 1% 112 528,860,086 & (1HERATTR 2016 F 12 A 31 HE EITR 74
19.57%) o 18 #5 5 BIAR (7 FEZAMRIE (B 5 REIEIED) FEXVESEH 1 -

R20164F 12 A31 B * Fundacién Bancaria Caixa d’Estalvis i Pensions de Barcelona, “la Caixa” ([la Caixa]) = &# B Criteria Caixa, S.A.,
Sociedad Unipersonal ([ Criteria CaixaJ) © la Caixa Lt 7 #1% /3% & Criteria Caixa {58 1) 464,287,319 IR &)1 za ©

AR7TE YL B A R R B R 2016 F 12 A 31 HB#5 AR 2 B 1S I E 468,436,578 I8 (HHER AT 2016 F 12 A 31 HE E1TR 1749
17.33%) ° #5151 B BAR (7 FEZAIRIK (85 RATEIEP) FEXVESEL #E -

KiiF2 & 3BT#5.2 369,755,978 IR ATTHR 17 A A — HLER 17 - BIE B H R A 5] /4 369,755,978 8 (HHER AT 2016 F 12 31 HE
BITR174713.68%) 2 BB A ° 17 Hong Leong Company (Malaysia) Berhad 2 &# % Guoline Capital Assets Limited + Guoline
Capital Assets Limited = & # 7 Guoline Overseas Limited * Guoline Overseas Limited 1 7 B & % B A [R 7~ 7] 89 71.88 % # 75 J B
EFHERANGI L BEHEEEEEIEHR A - Hong Leong Company (Malaysia) Berhad &1L [T #4243 HE B B4 & 12 £ [R 23 5] BT 5 B £
369,755,978 iR e 25 ° Guoline Capital Assets Limited + GuoLine Overseas Limited ME &£ BB IR A G118 BB EVEEEBR A
AIET#EH 19 369,755,978 R £ 1 7

B2 BEHE A HL Holdings Sdn Bhd (THLH) 89 2 B0 # 2 - 20 < B 5 B E A 5 % R 7% 18 H 2 & ¥ H 8 HLH 5 & Hong Leong
Company (Malaysia) Berhad i 2.424% % 46.534% &z + X K&i5B B Newton (L) Limited #5 0.311% (A 2£49.27% #75) + B ZSKE
W AR BEE G R A A1 B #Y369,755,978 FR AR (7 HfEan ©

Bt &£ 2 & 37 15 2 369,755,978 I8 K 77 AR 17 4 [B] — #L i% 17 ° Davos Investment Holdings Private Limited #¥ % Hong Leong Investment
Holdings Pte. Ltd. £33.59% # + Hong Leong Investment Holdings Pte. Ltd. ll###& Hong Leong Company (Malaysia) Berhad i 34.69%
## 7 ° Davos Investment Holdings Private Limited FHong Leong Investment Holdings Pte. Ltd. & #% & Hong Leong Company (Malaysia)
Berhad #9122 M 4 42 RPE B BDE BB IR 2\ A A5 H #9369,755,978R (FHERATTR20169F 12531 HEETTRI7#713.68% ) 8 ¥z

KWEK Leng Kee [ #F A Davos Investment Holdings Private Limited #141.92% # = MK R BHE B EHEEEER Rl i B .2
369,755,978 R 1w ©



144 | The Bank of East Asia, Limited | Annual Report 2016

REPORT OF THE DIRECTORS (CONTINUED)

5 GuolLine Overseas Limited and GuolLine Capital Assets Limited are wholly-owned subsidiaries of Hong Leong Company (Malaysia) Berhad
and Guoco Management Company Limited is a wholly-owned subsidiary of Guoco Group Limited. With the filing of the substantial
shareholder notices by Hong Leong Company (Malaysia) Berhad and Guoco Group Limited, GuoLine Overseas Limited, GuoLine Capital
Assets Limited and Guoco Management Company Limited do not need to file their respective substantial shareholder notices under the
“wholly-owned group exemption” as provided in the SFO.

6  Elliott Capital Advisors, L.P ("ECALP") was deemed to be interested in these shares comprising 122,018,020 shares held by Elliott
International L.P (*EILP"), 62,857,673 shares held by The Liverpool Limited Partnership ("Liverpool LP"), 200 shares held by Artan
Investments Ltd, 200 shares held by Frasco Investments Ltd, 200 shares held by Milton Investments Ltd, 200 shares held by Parlan
Investments Ltd and 200 shares held by Trevet Investments Ltd.

Liverpool LP was 100% controlled by Liverpool Associates, Ltd. Liverpool Associates, Ltd, Artan Investments Ltd and Frasco Investments
Ltd were 100% controlled by Elliott Associates, L.P. Milton Investments Ltd, Parlan Investments Ltd and Trevet Investments Ltd. were
100% controlled by EILP which in turn was 100% controlled by Hambledon, Inc..

Both Elliott Associates, L.P and Hambledon, Inc. were 100% controlled by ECALP which is accustomed to act in accordance with the
instructions of Paul Singer.

The Bank had been notified pursuant to Division 5 of Part XV of the SFO that the shareholding of the above shareholders had been
increased to 190,224,807 shares (equivalent to approximately 7.04% of the issued shares of the Bank as at 31st December, 2016)
comprising 170,188,207 shares held by EILR 20,035,600 shares held by The Liverpool LR 200 shares held by Artan Investments Ltd, 200
shares held by Frasco Investments Ltd, 200 shares held by Milton Investments Ltd, 200 shares held by Parlan Investments Ltd and 200
shares held by Trevet Investments Ltd.

Save as disclosed above, no other interest or short position in the shares or underlying shares of the Bank were recorded
in the Register.

EQUITY-LINKED AGREEMENTS

During the year, other than the Staff Share Option Schemes as set out in the above section under “Information on Share
Options” and Notes 2(qg)(iv) and 39 on the accounts, the Bank has not entered into any equity-linked agreement.

PUBLIC FLOAT

As at the date of this Report, the Bank has maintained the prescribed public float under the Listing Rules, based on the
information that is publicly available to the Bank and within the knowledge of the Directors.

DONATIONS

Donations made by the Group during the year for charitable and community purposes amounted to approximately
HK$5 million (2015: HK$5 million).

CORPORATE GOVERNANCE

The Bank is committed to maintaining high standards of corporate governance. Information on the corporate governance
practices adopted by the Bank is set out in the Corporate Governance Report of the Annual Report.

COMPLIANCE WITH THE BANKING (DISCLOSURE) RULES

The Annual Report for the financial year ended 31st December, 2016 complies with the applicable disclosure requirements
of the Banking (Disclosure) Rules.

AUDITORS

A resolution for the re-appointment of KPMG as auditors of the Bank is to be proposed at the forthcoming Annual
General Meeting.

On behalf of the Board
David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 17th February, 2017
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INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS OF THE BANK OF EAST ASIA, LIMITED

(incorporated in Hong Kong with limited liability)

OPINION

We have audited the consolidated financial statements of The Bank of East Asia, Limited (“the Bank”) and its subsidiaries (together
“the Group”) set out on pages 156 to 305, which comprise the consolidated statement of financial position as at 31 December 2016,
the consolidated income statement, the consolidated statement of comprehensive income, the consolidated statement of changes in
equity and the consolidated cash flow statement for the year then ended and notes to the consolidated financial statements, including a
summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of the Group as at
31 December 2016 and of its consolidated financial performance and its consolidated cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs"”) issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA")
and have been properly prepared in compliance with the Hong Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs"”) issued by the HKICPA. Our responsibilities
under those standards are further described in the Auditor’s responsibilities for the audit of the consolidated financial statements section
of our report. We are independent of the Group in accordance with the HKICPA's Code of Ethics for Professional Accountants (“the
Code"”) and we have fulfilled our other ethical responsibilities in accordance with the Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

Impairment of advances to customers
Refer to notes 2(k)(i), 29(b), 44(a) to the consolidated financial statements

Key audit matters

The Group's advances to customers amounted as at 31 December 2016
to HK$454,242 million, 45% of which related to exposures in People’s
Republic of China, excluding Hong Kong.

The current economic environment in Hong Kong and Mainland China
has contributed to an overall increase in impairment of advances to
customers across the banking industry, as counterparties have struggled
with lower commodity prices and over-capacity.

The amount of impaired loans of the Group increased from HK$4,973
million as at 31 December 2015 to HK$6,767 million as at 31 December
2016, with total impairment allowances amounting to HK$3,797 million
as at 31 December 2016.

Impairment of advances to customers is a subjective area due to the
level of judgement exercised by management in determining allowances.

How the matter was addressed in our audit

Our audit procedures to assess the impairment of advances to customers
included the following:

e assessing the design, implementation and operating effectiveness
of key internal controls over the approval, recording, monitoring
and restructuring of advances to customers, the credit grading
process and the measurement of impairment allowances for
individually assessed advances to customers, which included using
our information technology specialists to assess the information
systems controls critical to the credit grading process, such as the
compilation of the overdue reports for advances to customers.
We also assessed the design, implementation and operating
effectiveness of a selection of relevant automated application
controls within these systems, as well as the key internal controls
over these underlying systems, including controls over access to
these systems and controls over data and change management;
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

Impairment of advances to customers
Refer to notes 2(k)(i), 29(b), 44(a) to the consolidated financial statements

Key audit matters

From the Group's perspective, the impairment allowances of certain
portfolios are relatively more sensitive to management judgement.
These include advances to customers where impairment allowances
were derived from collective assessment models, where the advances
are unsecured or where the advances are subject to potential collateral
shortfalls.

The determination of the collective impairment allowance is heavily
dependent on the external macro environment and the Group's internal
credit risk management. The Group's collective impairment allowance is
derived from estimates including the Group'’s historical losses for loans,
the loss emergence period (i.e., the time lapse between the occurrence
of the event causing eventual default to the actual charge-off) and other
adjustment factors.

Individual impairment allowances are estimated by management once
objective evidence of impairment becomes apparent. Management
exercises judgement in determining the quantum of loss based on a
range of factors. These include available remedies for recovery, the
financial situation of the borrower, collateral valuation, the seniority
of claim and the existence and cooperativeness of other creditors.
Whilst the Group appoints external valuers for the valuation of certain
property and other illiquid collateral, enforceability, timing and means of
realisation also affect the ultimate collectability and thereby the amount
of impairment allowance as at the reporting date.

We identified impairment of advances to customers as a key audit
matter because of the inherent uncertainty and management judgement
involved and because of its significance to the financial results and
capital of the Group.

How the matter was addressed in our audit

evaluating the validity of the models used and assumptions adopted
in the Group's calculation of the collective impairment allowance by
critically assessing input parameters involving subjective judgement,
seeking collaborative evidence from external sources and assessing
the accuracy of the historical losses input to the models. As part
of these procedures, we challenged the Group's revisions to
estimates and input parameters, the consistency of judgement
applied in the use of economic factors, the loss emergence period
and the observation period for historical losses. \We compared the
economic factors used in the model to market information to assess
whether they were aligned with relevant market and economic
data. We also assessed the emergence period by comparing the
lifecycle of overdue accounts from the specific credit event with
the downgrading of the account to a non-performing loan. Having
considered the above, we assessed the quantitative accuracy of the
amount of collective impairment allowance;

assessing the impairment allowances for individually impaired loans
and advances by selecting a risk-based sample for credit review. We
analysed the loan portfolio by industry sector to select samples for
credit review in industries more vulnerable to the current economic
environment, such as those suffering from lower commodity prices
and over-capacity. We also selected samples based on other risk
criteria and from the Group's watch list and overdue report as well as
stress-testing results. We selected further samples for credit review
from loans classified as “Special Mention” or “Non-performing” in
accordance with the Guideline on Loan Classification System as set
by the Hong Kong Monetary Authority;

assessing the forecast cash flows for impaired loans, challenging
the viability of the Group's recovery plans, evaluating the timing
and means of realisation of collateral and considering other sources
of repayment asserted by management. We also evaluated the
consistency of management’s application of key assumptions,
assessed any change in basis and compared the data to our own
data sources; and

evaluating the competence and integrity of the external valuers
engaged by the Group to value certain collateral.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

Assessment of the fair value of financial instruments

Refer to notes 1(f)(iii), 27, 28, 30, 45, 46(b) to the consolidated financial statements

Key audit matters

Financial instruments carried at fair value account for a significant
portion of the Group's assets. As at 31 December 2016 the fair value
of these financial instruments was HK$127,387 million of which
HK$77,230 million, HK$49,664 million and HK$493 million were
classified as level 1, 2 and 3 financial instruments respectively.

The valuation of the Group's financial instruments, which are stated at
their fair values, is based on a combination of market data and valuation
models which often require a considerable number of inputs. Many of
these inputs are obtained from readily available data for liquid markets.
Where such observable data is not readily available, as in the case of
level 3 financial instruments, estimates need to be developed which can
involve significant management judgement.

In addition, the Group has developed its own models to value
certain level 2 and 3 financial instruments, which involve significant
management judgement.

We identified the assessment of the fair value of financial instruments
as a key audit matter because of the complexity and significant
management judgement required in the valuation of some financial
instruments and because of the lower transparency of inputs used in the
valuation techniques for certain financial instruments which increases
the risk of potential error.

How the matter was addressed in our audit

Our audit procedures to assess the fair value of financial instruments
included the following:

e assessing the design, implementation and operating effectiveness
of key internal controls over the valuation, independent price
verification and model validation for financial instruments. For the
key underlying systems used for the processing of transactions
in relation to financial instruments we utilised our information
technology specialists to assess the design, implementation and
operating effectiveness of a selection of relevant automated controls
within these systems. We also assessed the design, implementation
and operating effectiveness of the key internal controls over these
underlying systems, including controls over access to these systems
and controls over data and change management;

e evaluating the fair values of level 1 financial instruments by
comparing the fair values applied by the Group with publicly
available market data, on a sample basis;

e engaging our internal valuation specialists to perform, on a sample
basis, independent valuations of level 2 and level 3 financial
instruments and compare these valuations with the Group's
valuations. Our independent valuations included developing
models, obtaining inputs independently and verifying the inputs,
evaluating the methodology adopted by management for the
valuation of these financial instruments and assessing the inputs
and assumptions used in the valuations;

e assessing the appropriate application of Credit Value and Debit
Value Adjustments (“CVA/DVA") that form an integral part of fair
values; inquiring of management about any changes in the CVA/
DVA methodology and assessing the inputs applied; and

e assessing whether the disclosures in the consolidated financial
statements appropriately reflected the Group's exposure to financial
instrument valuation risk with reference to the requirements of the
prevailing accounting standards.
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

INFORMATION OTHER THAN THE CONSOLIDATED FINANCIAL STATEMENTS AND
AUDITOR’S REPORT THEREON

The directors are responsible for the other information. The other information comprises all the information included in the annual
report, other than the consolidated financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the consolidated financial statements or our knowledge obtained
in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required
to report that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF THE DIRECTORS FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The directors are responsible for the preparation of the consolidated financial statements that give a true and fair view in accordance
with HKFRSs issued by the HKICPA and the Hong Kong Companies Ordinance and for such internal control as the directors determine is
necessary to enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud
or error.

In preparing the consolidated financial statements, the directors are responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors
either intend to liquidate the Group or to cease operations, or have no realistic alternative but to do so.

The directors are assisted by the Audit Committee in discharging their responsibilities for overseeing the Group’s financial reporting
process.

AUDITOR'S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED FINANCIAL STATEMENTS
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. This report is made solely to
you, as a body, in accordance with section 405 of the Hong Kong Companies Ordinance, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in accordance with HKSAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgement and maintain professional scepticism throughout the
audit. We also:

e |dentify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.
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e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by the directors.

e Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Group's ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group
to express an opinion on the consolidated financial statements. We are responsible for the direction, supervision and performance of
the Group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide the Audit Committee with a statement that we have complied with relevant ethical requirements regarding
independence and communicate with them all relationships and other matters that may reasonably be thought to bear on our
independence and, where applicable, related safeguards.

From the matters communicated with the Audit Committee, we determine those matters that were of most significance in the audit
of the consolidated financial statements of the current period and are therefore the key audit matters. We describe these matters in
our auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Donowho, Simon Christopher.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

17 February 2017
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CONSOLIDATED INCOME STATEMENT
Fabha=

For the year ended 31st December, 2016 #Z 2016 12 531 AL EE

2016 2015
Restated
Notes ffzf ~ HK$ Mn B¥EERT  HKSMn BREET

CONTINUING OPERATIONS FECE TS
Interest income FEMBA 5 20,363 23,581
Interest expense MEZH 6 (9,265) (11,652)
Net interest income R B 11,098 11,929
Fee and commission income MR8 RBSWA 7 3,485 3,822
Fee and commission expense M5 & RASZH (892) (917)
Net fee and commission income RBEERASBATE 2,593 2,905
Net trading profits RGN FEE 8 480 233
Net result from financial instruments B ABBIERARE

designated at fair value through NTEESRTAD

profit or loss FRE 9 (92) (35)
Net hedging loss BT 10 (22) (10)
Net insurance revenue R ERFBA 11 415 372
Other operating income HaE A 12 378 473
Non-interest income FERBURA 3,752 3,938
Operating income PPN 14,850 15,867
Operating expenses RETH 13 (8,342) (8,904)
Operating profit before impairment losses AMBRREERZEE R 6,508 6,963
Impairment losses on loans and receivables B Z % fEUBRIERE IR K 14 (3,462) (2,031)
Impairment losses on available-for-sale

financial assets AftHESMEEREEREL (1) (17)
Impairment losses VEAIEEES (3,463) (2,048)
Operating profit after impairment losses EMBRBERAR 2L HF) 3,045 4,915
Net profit on sale of held-to-maturity

investments HEREIERE 2 FHF 10 3
Net profit on sale of available-for-sale

financial assets HERELESHEE 2 F Rt 15 92 257
Net loss on repurchase of debt issued EIEEEITERFEE (6) =
Net loss on sale of loans and receivables HEERRERRE 2 FEE - )
Net profit on sale of disposal groups and HEHEARIRFAEHEEE

assets held for sale 2% 29 -
Net gain on disposal of fixed assets HEBRTEEZFER 16 859 110
Valuation gains on investment properties EHREMERTF 62 546
Share of profits less losses of associates FEfRESE A Rl E A RUEE 33 431 556
Profit for the year before taxation FE AR AT 4,592 6,385
Income tax PS5 17 (1,067) (1,049)
Profit for the year from continuing operations £ [& 54848 & 27655 3,525 5,336
DISCONTINUED OPERATIONS BRIEREET
Profit from discontinued operations BRIy 56 304 302
Profit for the year FEREF 3,829 5,638




REMITHERADT | 2006 F 5k | 157 1M

CONSOLIDATED INCOME STATEMENT (CONTINUED)
ralmk (&)

For the year ended 31st December, 2016 & Z 2016 12 A 31 HIFFEE

2016 2015
Restated &3
Notes fifi  HK$ Mn B¥EERT  HKS Mn BEESET
Attributable to: ARER
Owners of the parent REERRER
— from continuing operations —REFHECEER 3,505 5,305
— from discontinued operations —REBRILEEER 218 217
42(3)) 3,723 5,522
Non-controlling interests IR IE R 43 106 116
Profit for the year FEE A 3,829 5,638
Earnings per share FRAEF HKS$ B% T HKS$ ST
Basic B9\ 20
— profit for the year —EE RG] 1.21 1.95
— profit from continuing operations — R ESREAEE ET A 1.12 1.86
Diluted e 20
— profit for the year —EENEF 1.21 1.95
— profit from continuing operations —RERELEEKRT 1.12 1.86

The notes on pages 164 to 305 form part of these financial statements. Details of ~ £164%E305H 2 it BAI KKk 2 —HH - B
dividends payable to equity shareholders of the Bank attributable to the profit for the BB E A& AN A T AITIRE 2 R BFHBE
year are set out in Note 19. FEEAPTEEQ ©
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FEZEHNER

For the year ended 31st December, 2016 & Z2016F 12431 HIEFE

2016 2015
Notes #fz# HK$ Mn B¥EERT  HKSMn BEEET

Net profit 5 7 3,829 5,638

Other comprehensive income for the year: FERNEMEEUE :
[tems that will not be reclassified to income

statement: PAEE W ERNER
Premises: T4 -
— unrealised surplus on revaluation of — EffITUATEAR
premises RERBH 42(b) 141 14
[tems that may be reclassified subsequently
to income statement: AR e m s R eI R
Premises: 73k
— deferred taxes —EEFIR 42(b) 10 (17)
Available-for-sale investment revaluation
reserve: At HERE NS
— fair value changes recognised to/(from) —5 A/ (BA)RFEER
equity HATEEZS 42(g) 12 (17)
— fair value changes reclassified (to)/from —(BA) /BElERN
income statement: NTEEES
- on impairment and amortisation AENE: § 42(g) 27 61
—on disposal =l 42(9) (136) (327)
— deferred taxes —iEERIE 42(g) 73 6
Share of changes in equity of associates FEREE A RS E) 42(h) 147 (59)
Exchange differences on translation of: R EEMEL Z5E
— accounts of overseas branches, —BINDTT - BRI K
subsidiaries and associates g N RIRIRRIE (2,144) (2,157)
Other comprehensive income Hih2EKE (1,870 (2,496)
Total comprehensive income FEREBE 1,959 3,142

Total comprehensive income attributable to: 2 EWHEEAIRER

Owners of the parent REBRRER 1,884 3,051
Non-controlling interests RS 75 91
1,959 3,142

The notes on pages 164 to 305 form part of these financial statements. F164E3058 2 Wi BAMBImKRZ —3H °
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
FEMBRAR

As at 31st December, 2016 2016 12531 H

2016 2015
Notes fi/# HK$ Mn BEEERT  HKSMn BEEERT
ASSETS BE
Cash and balances with banks and other B¢ RERITNEA
financial institutions SREENET 24 65,720 69,122
Placements with banks and other financial TERATRE M Bkt
institutions HTER 25 44,052 80,828
Trade bills SUES 26 11,939 19,532
Trading assets REGBREE 27 4,404 5,335
Financial assets designated at fair value TETE A i iR 1E i A R R
through profit or loss NTEENEREE 28 3,554 4,336
Positive fair value of derivatives FTET BHEARER 46(b)(ii) 8,938 6,205
Advances to customers and other accounts BREBT K HAERIA 29 489,520 473,088
Available-for-sale financial assets AHEESREE 30 110,491 93,595
Held-to-maturity investments BEIHRE 31 5,663 6,199
Investments in associates FNEIE = 33 6,011 5,763
Fixed assets BETEEE 35 11,990 13,297
— Investment properties —REMZ 4,467 4,891
— Other properties and equipment s U EY G 7,523 8,406
Goodwill and intangible assets HERENEE 34 2,639 3,883
Deferred tax assets EIEFHIEEE 36(b) 785 181
Total Assets BERE 765,706 781,364
EQUITY AND LIABILITIES RN EE
Deposits and balances of banks and RATRE A B R
other financial institutions FRRk A 26,475 32,126
Deposits from customers BEER 535,789 540,743
Trading liabilities RHAREE 37(a) 50 889
Negative fair value of derivatives TETEMBATER 46(b)(i) 7,982 6,909
Certificates of deposit issued BRI HE 28,857 37,277
- Designated at fair value through — 18 E ABiB RS AR
profit or loss RTEE 18,106 16,457
— At amortised cost — B A 10,751 20,820
Current taxation ANEARITE 36(a) 1,605 1,325
Debt securities issued BETEBES 7,154 13,597
— Designated at fair value through — 1B AiRiRE s AR
profit or loss RIEE 418 2,539
— At amortised cost — BN 6,736 11,058
Deferred tax liabilities ERERIHAE 36(b) 462 534
Other accounts and provisions HABRIA K 37(b) 50,088 45,327
Loan capital — at amortised cost BEER —# R A 38 20,608 16,996
___ Total Liabilities BfEmm 679,070 695,723
Share capital & 40 35,490 33,815
Reserves &S 42 42,941 43,598
Total equity attributable to owners of
the parent BRASEERREREE 78,431 77,413
Additional equity instruments FEINRART A 41 5,016 5,016
Non-controlling interests IEER 43 3,189 3,212
 Totalkquity ] R 86636 85,641
Total Equity and Liabilities TR R B B 765,706 781,364
Approved and authorised for issue by the Board on 17th February, 2017. EEER201762A17 Btk RIS -
Chairman and Chief Executive David LI Kwok-po FEFTHAEZ TEHE
Director Winston LO Yau-lai E ERE

The notes on pages 164 to 305 form part of these financial statements. 516453058 7 B IESRE 2 —205 o



160 | The Bank of East Asia, Limited | Annual Report 2016

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31st December, 2016 & Z2016F 12431 HIEFE

Capital
reserve - Revaluation
staff share  Exchange Investment reserve of Additional Non-
Share options revaluation revaluation bank  Capital  General Other  Retained equity controlling Total
capital issued  reserve  reserve  premises  reserve  reserve  resevess profits Total instruments interests equity
BARE-
BEEE EXER REER fUER . L0
s AE % i i EAEE -HERE  AtRE  EmER BF RAIR FEREE EEAE
HKSMn  HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
EMEET EMEET EMEER AMEER EMEER EWEER EWEER EWEER EMEER RWEER EMEER EWEER E¥EER
At Tst January, 2016 R201651818 33815 90 (162) 138 1,639 30 13,953 4,666 21,7199 71413 5,016 3212 85,641
Changes i equity BRE
Profit for the year EEAER - - - - - - - - 313 313 - 106 3829
Other comprehensive
income A2 AN - - 2113 (24) 151 - - 147 - (1,839) - (31) (1,870)
Total comprehensive
income 2ENELE - - ) (29) 151 - - 147 313 1,884 - 75 1,959
Shares issued in leuof LR EE{TH
dividend (Note 40) Ry (Hita0) 1,663 - - - - - - - - 1,663 - - 1,663
Shares issued under
Staff Share Option ~~ 1RIEEE AMEI%S
Schemes (ote 40) aliolZ1) 1 - - - - - - - - 1 - - 1
Equity settled share-
based transaction R AER(EZ
(Note 42(f) Ra (W) - 3% - - - - - - - 3 - - 3%
Transfer & 1 ) - - (62) - 8 489 (509) - - - -
Dividends declared or
approved during EENEERY
the year BERERE - - - - - - - - (2560)  (2,560) - (60)  (2620)
Purchase of interests
in businesses from
non-controling miARERR AR
interests investors E\EzER - - - - - - - ) - L) - 7 @
Buy back of Hybrid
Tier 1 capital EERA—&
instruments' BAIR - - - - - - - - ) ) - w6
At 315t December, 2016 520165128318 35,490 124 (2,275) 1,359 1,728 230 14,035 5293 2,447 78431 5,016 3,189 86,636

1. During the year, the Bank bought back HK$45 million Hybrid Tier 1 capital instruments which
are classified as non-controlling interests in the consolidated financial statements. The purchase
premium of HK$6 million paid in excess of the carrying amount of the non-controlling interests
acquired was charged to retained profits.

2. Other reserves include statutory reserve and other reserves.

The notes on pages 164 to 305 form part of these financial statements.

1. FERA - AITEIEEEA 5008 T RERE B G #RZ&
PR IERIER 2 RS —REARTA - St
BB IR 2 AR T (B2 3 (BB B 6008 TTAS

ERBE 7 FI5 3 o

2. EBfFHEERAEFEREMEE
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)

ReERZHXR(E)

For the year ended 31st December, 2015 & Z2015% 12 A 31 HILFEE

Captal
reserve - Revaluation
staff share ~ Exchange  Investment  reserve of Additional Non-
Share  options  revaluation revaluation bank Capital ~ General Other  Retained equity  controlling Total
capital issued reserve reserve - premises reserve resene  resenves’ profits Total instruments  interests equity
BAGE-
BRRR  ENEf RAER TENR #h

e DE B G e EARE RER ﬁ‘r&%ﬁz i) B8 RAIE FPRER EREE
HKSMn - HKSMn HKSMn HKSMn HKSMn  HKSMn  HKSMn  HKSMn HKSMn  HKSMn HKSMn  HKSMn  HKS Mn
BERET BEGET AMEET AYEET AMAEn AEESn AYAEn AYEERT AYEEn AMEET AEAEn AEEEn A¥EER

At 1t January, 2015 #201551A17 25217 84 1,970 1,660 1,642 28 13,930 4300 19,849 68,880 - 4,564 73444
Changes in equity {3
Profit for the year ERmEA - - - - - - - - 552 552 - 116 5,638
Other comprehensive
income AzEksE = - (2132) (277) 08 - - (59 - (2471) - (25 (24%)

Total comprehensive

income 2EkEEE - - 2,132 @) 3) - - (59) 5522 3,051 - 91 3142
Issue of additional

equity instruments' %é‘ﬁ%ﬁﬁhﬁﬂ&lﬁ‘ = = = = = = = = = = 5016 = 5016
Sharesissued in leuof R EEAH

dividend (Note 40) WinHz40) 1,856 - - - - - - - - 1,856 - - 1,856
Subscription of new

shares (Note 40) BTRR(Hi40) 6,576 - - - - - - - - 6,576 - - 6,576

Shares issued under
Staff Share Option ~ RIEEEZRFELT

Schemes (Note 40) R (Hiet40) 150 - - - - - - - - 150 - - 150
Equity settled share-

based transaction WRHBERES T2

(Note 42(f) ReMEa) - 2 - - - - - - - 2 - - P
Transfer £ 16 (16) = = = 2 3 425 (450) - - - -
Dividends declared or

approved during EEREEHY,

the year RERERE = = S S = = S S 2.91) 2.91) = (82) (2,993)
Buy back of Hybrid

Tier 1 capital EERA—&

instruments” éizlil,?lf - - - - - - - - n) n) - (1,361) (1,572)

At 315t December, 2015 20158124318 33815 90 (162) 1,383 1,639 230 13,953 4666 21,799 77413 5016 3212 85,641

1. In 2015, the Bank issued HK$5,038 million (USD650 million) undated non-cumulative 1. fE2015%F » AR{TE77/EM50.3818 7T (3£7T6.5018)

subordinated Additional Tier 1 capital securities (“AT1”). Direct issuance costs of HK$22 million FEFBH IR &R S RRIMRA T A ([FEIMRAT
are accounted for as a deduction from the equity instruments. A ) o BEETHAERE2 2008 TTASE ALK « I
HIRAT A A I

2. In 2015, the Bank bought back HK$1,361 million Hybrid Tier 1 capital instruments which 2. #£2015% & A7T X EL) (& 86,72 (87T ) FIUK
are classified as non-controlling interests in the consolidated financial statements, through FEER GEMETT) 7 A B8 13.6 1 BT AT
exchange offer with AT1 (HK$672 million) and tender offer (HK$900 million). The purchase BB BET DRI R 2 BE —REXK
premium of HK$211 million paid in excess of the carrying amount of the non-controlling T A o ST ABAIFIFREREE & (85
interests acquired was charged to retained profits. B2 N BT E R B R FIP < o

3. Other reserves include statutory reserve and other reserves. 3. AtRECEETRERAMERS

The notes on pages 164 to 305 form part of these financial statements. F164Z23058 2 M BAR Gz 2 —35 °
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CONSOLIDATED CASH FLOW STATEMENT

FEBERER

For the year ended 31st December, 2016 #Z 2016 12 531 AL EE

2016 2015
Restated E
Notes f7:#  HK$ Mn B¥EERT  HKSMn BEEET
OPERATING ACTIVITIES REEBED
Profit for the year before taxation FEERBRFEATGE ] 4,957 6,749
Adjustments for: A
Charge for impairment losses on loans
and receivables ERREWERE R BB XX 3,465 2,042
Charge for impairment losses on AHHESRHEEY
available-for-sale financial assets REBLL 1 17
Share of profits less losses of associates FEAREE & A AR A REE (431) (558)
Net profit on sale of held-to-maturity
investments HEREIEIRE 255 (10) 3)
Net profit on sale of available-for-sale HEHTESHEEY
financial assets ERA (96) (257)
Net profit on disposal of subsidiaries ﬁ%ﬁ‘f% G NG Pd
and associates FmF - )
Net profit on sale of disposal groups ﬁgﬁ’%iﬁ%&%ﬁﬁ
and assets held for sale ELEEE 2 F 5T (99 -
Net gain on disposal of fixed assets HEBEEEZFBH (859) (109)
Interest expense on certificates of deposit, BERIERE  BEEER
debt securities and loan capital issued EEEANEL 1,582 1,843
Depreciation on fixed assets EEEENE 35 500 523
Dividend income from available-for-
sale financial assets AftHESRMEEREKA (36) (40)
Amortisation of intangible assets B EESE 13 32 32
Amortisation of premium/discount on
certificates of deposit, debt securities BEIIENE  BEESR
and loan capital issued EEERRRE /il 170 236
Revaluation gains on certificates of deposit, éiE?é‘Tﬂ_m}‘ B
debt securities and loan capital issued REEERERN (152) (45)
Valuation gains on investment properties BERENERT 35 (63) (549)
Equity settled share-based payment expenses — SAR% {7 A EREES (& 13, 42(f) 35 22
OPERATING PROFIT BEFORE CHANGES
IN WORKING CAPITAL EEESREINEEER 8,996 9,901
(Increase)/decrease in operating assets: IRBERE (1) /R -
Cash and balances with banks with RARHR A31E A LS
original maturity beyond three months REAMIBITIF R 517 (1,207) 7,644
Placements with banks and other financial
institutions with original maturity beyond AR A31E A L LAY
three months RT R E A € BB X 9,585 5,407
Trade bills BI5E 7,593 41,143
Trading assets RHBBAEE 491 (906)
Financial assets designated at fair 1B AR A A R
value through profit or loss NTEENEREE 782 4,377
Positive fair value of derivatives TETEMEATER (2,733) (2,668)
Advances to customers RE#ZR (14,460) 881
Advances to banks and other
financial institutions RATRE A S BB R 31 24
Held-to-maturity debt securities B3| HER A 469 (208)
Available-for-sale financial assets AftHESREE (19,600) (10,436)
Other accounts and accrued interest HAARIE R ERTFIE (4,275) 6,397
Increase/(decrease) in operating liabilities: BB E /CF)E -
Deposits and balances of banks and other iEﬂ&/H\‘r@épaM%%E’J
financial institutions FR R &SR (5.651) (1,197)
Deposits from customers P T_«TA (4,954) (7,441)
Trading liabilities RHBBEE (839) 868
Negative fair value of derivatives TETEMBRTER 1,073 2,086
Other accounts and provisions H At BRTE K 4,897 (4,564)
Exchange adjustments b i TR 2,456 1,226
NET CASH (OUTFLOW)/INFLOW
FROM OPERATIONS i Eﬁ}ﬁﬁ T,/ RARE (17,346) 52,534
Income tax paid BRIFTE
Hong Kong profits tax paid EHE}%*‘ (565) (794)
Outside Hong Kong profits tax paid BREINIE f}i (832) (383)
NET CASH (USED IN)/GENERATED (AR)REREEE
FROM OPERATING ACTIVITIES BeFE (18,743) 51,357

The notes on pages 164 to 305 form part of these financial statements.
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CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)

For the year ended 31st December, 2016 & Z 2016 12 A 31 HIFFEE

mERTRER(E)

2016 2015
Restated &3
Notes i/ HK$ Mn B¥EERT  HKSMn BEEET
INVESTING ACTIVITIES REED
Dividends received from associates I ER B A IR B 76 35
Dividends received from available-for-sale
equity securities YER A i i AR D B AR B 36 40
Purchase of equity securities BARMDFE 5 (3,984) (2,174)
Proceeds from sale of equity securities HERD BATEHE 3,608 1,931
Purchase of fixed assets BAEEEE (448) (446)
Purchase of investment properties BAREME - (20)
Proceeds from disposal of other
properties and equipment HE Bt R REBRERA 1,142 158
Proceeds from disposal of investment
properties HEREMEMEIIE 624 -
Proceeds from sale of disposal groups and HENSERRFEELE
assets held for sale BEMBHE 746 -
Purchase of shareholding in associates FENE NG - (61)
Proceeds from disposal of an associate HE—MBE AR MENRE - 1
Purchase of subsidiaries BAKEAR 47() - M
Purchase of interests in businesses from FIEERERIREEEA
non-controlling interests investors REER 7 -
NET CASH GENERATED FROM/(USED IN) JRE /(BR)REZE >
INVESTING ACTIVITIES fﬁ.ﬁg% 77777777777777777777777777777777777777777777 1,807 ( 5?72
FINANCING ACTIVITIES REED
Ordinary dividends paid XA AR S (468) (817)
Distribution to Hybrid/Additional RETRE BI—RER
Tier 1 issue holders TERFBA 19(c), 42() (489) (320)
Subscription of new shares REERTAR 40 - 6,576
Issue of ordinary share capital BT ERARAR A 40 1 150
Issue of additional equity instruments BITRINME AT A - 4,344
Issue of certificates of deposit BITERE 40,284 61,503
Issue of debt securities BITRBES 695 11,150
Issue of loan capital BITHEEER 3,871 -
Redemption of Hybrid Tier 1 issued OEEETEE —REATLR (51) (900)
Redemption of certificates of deposit issued ~ B&[E 2 34T a0 7E (48,325) (68,298)
Redemption of debt securities issued BRI BITERES (7,119) (19,462)
Interest paid on loan capital TREEEARFE (921) (901)
Interest paid on certificates of deposit issued 15 B BT FEAEFIE (499) (731)
Interest paid on debt securities issued THEBITERESFTE (205) (402)
__ _NETCASH USED IN FINANCING ACTIVITIES ARBEEB2Re®® (13216) (8,108)
NET (DECREASE)/INCREASE IN CASH HERERAELERF
AND CASH EQUIVALENTS () /#8588 (30,152) 42,712
CASH AND CASH EQUIVALENTS
AT 1ST JANUARY MATEBRZAERERAEER  470) 110,966 71,986
Effect of foreign exchange rate changes [EREHMFE (4,973) (3,732)
CASH AND CASH EQUIVALENTS M2A31BZEER
AT 31ST DECEMBER ZRBELEE 47(b) 75,841 110,966
Cash flows from operating REEEESTEEN
activities included: Reme 8
Interest received FEWA 20,756 23,857
Interest paid FMEZH 9,725 12,238
Dividend received BB MA 75 80

The notes on pages 164 to 305 form part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

Bt ¥ 8 & B 5

1. PRINCIPAL ACTIVITIES FE#7

The Bank and its subsidiaries (the “Group”) are engaged in the provision of
banking and related financial services, and business, corporate and investor
services.

2. SIGNIFICANT ACCOUNTING POLICIES FE=:THE

FIREMBAR(TAREE ) MEEXBHIRHE
RITRABOERRE - UREE - CERKRE
EIRT -

(a) Statement of Compliance

These financial statements have been prepared in accordance with all applicable
HKFRS, which collective term includes all applicable individual HKFRS, HKAS and
Interpretations issued by the HKICPA, accounting principles generally accepted
in Hong Kong and the requirements of Companies Ordinance. These financial
statements also comply with the applicable disclosure provisions of the Listing
Rules. A summary of the significant accounting policies adopted by the Group is
set out below.

The HKICPA has issued certain new and revised HKFRS that are first effective or
available for early adoption for the current accounting period of the Group. Note
3 provides information on any changes in accounting policies resulting from initial
application of these developments to the extent that they are relevant to the
Group for the current and prior accounting periods reflected in these financial
statements.

(b) Basis of Preparation of the Financial Statements
The financial statements for the year ended 31st December, 2016 comprise the
Group and the Group's interest in associates.

The measurement basis used in the preparation of the financial statements is the
historical cost except that the following assets and liabilities are stated at their fair
value as explained in the accounting policies set out below:

— financial instruments classified as trading, designated at fair value through
profit or loss and available-for-sale (Note 2(f)(ii));

— derivative financial instruments (Notes 2(f)(ii), (vi) and 2(g)); and

— investment properties (Note 2(h)(ii)).

The preparation of financial statements in conformity with HKFRS requires
management to make judgements, estimates and assumptions that affect the
application of policies and reported amounts of assets and liabilities, income
and expenses. The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates.

(a) FEIECIEH
AR IDIZBE LSRG RMAE
ERACEEMBREER)  HEREBRE
EREAECEEHBREER)  (BEER
EADRRE - AREE—REANSERA
RCRBGBIDE B SR o AN TEHRK TRAT & Bk
R ETRADE R B ERE - ARER
MR BERGIOT -

BEGETRAGEBMEIENIE KB
(EBMBREED) - WHARFEAEED
GETHIE R AR AT IR R RN o M3 iR 4
HEIRERZE RIS B st R #2 0
BR - MZEERRABERREEFBEMNA
[RERAEARE R R 2T BB ISRk -

(b) FITEIRRAMBEAE

HE2016F12 A31 BIEFENMBREREIE

AN E R H FERE &N R 2 R o

~

BRIATEER B BERARTEBIIRSIN - &
BB HmREARERAERFTEEE - B
FIEBIN THIRF R -

— DEERZAE - BERBEGARR
AFEERAHEEEN SR T A (M
2(f)(ii))

— PSR T A (FRE2R), (vi)&2(g) :
&

— REBZECLRE2NI)

B(EBRBRERA )2 BNR - RIS
e BEBAEAE - A RERLEN
TERRBEERAEMERE  RKRAEIH
ZEBRSE - ARG RERDRERTEE
RTAIREMARE - RIEBEZERRE M
B2 - {1 BT AP Lo R BE fle Bt SRR FEE 1Y
AEEREBENKREE BERARARELSE
BERFEZR -
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the estimate
is revised if the revision affects only that period, or in the period of the revision and
future periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRSs that
have significant effect on the financial statements and major sources of estimation
uncertainty are discussed in Note 53.

Basis of Consolidation

These consolidated financial statements cover the consolidated position of the
Bank and all subsidiaries unless otherwise stated and the Group’s interest in
associates. For information required to be reported in accordance with the Banking
(Disclosures) Rules, the basis of consolidation is set out in the Note 1 in the
Unaudited Supplementary Financial Information.

(i) Subsidiaries and Non-controlling interests

The consolidated financial statements include the financial statements of the
Bank and all its subsidiaries made up to 31st December each year. Subsidiaries
are entities controlled by the Group. The Group controls an entity when it is
exposed, or has rights, to variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the entity.
When assessing whether the group has power, only substantive rights (held by
the Group and other parties) are considered.

An investment in a subsidiary is consolidated into the consolidated financial
statements from the date that control commences until the date that control
ceases. Intra-group balances, transactions and cash flows and any unrealised
profits arising from intra-group transactions are eliminated in full in preparing
the consolidated financial statements. Unrealised losses resulting from intra-
group transactions are eliminated in the same way as unrealised gains but only
to the extent that there is no evidence of impairment.

Non-controlling interests represent the equity in a subsidiary not attributable
directly or indirectly to the Bank, and in respect of which the Group has not
agreed any additional terms with the holders of those interests which would
result in the Group as a whole having a contractual obligation in respect
of those interests that meets the definition of a financial liability. For each
business combination, the Group can elect to measure any non-controlling
interests either at fair value or at the non-controlling interests’ proportionate
share of the subsidiary’s net identifiable assets.

Non-controlling interests are presented in the consolidated statement of
financial position within equity, separately from equity attributable to equity
shareholders of the Bank. Non-controlling interests in the results of the Group
are presented on the face of the consolidated income statement and the
consolidated statement of comprehensive income as an allocation of the net
profit and total comprehensive income for the year between non-controlling
interests and equity shareholders of the Bank.

(@

B R ¥R AR BT RE (4R

BRI RBRRAFEERS - BEFIRY

BRETH - GRHEFTROEITRZIETHA
R KRBT ERARAKETH

AAMERT R OR R & 5t AR HERR

i)

EHIFES3A - ERED REERYMSHRER
BERFEEBUBIRELERDFIEE
AR B T BRBAE AR E E R

meRE

BrZINRAIN - AR A B RERBEATR
HABEMB AR RASEMEH 2 QR 2
BEVERAMAMR o RIFCRTTER (BWER) R B
ERER/NWER - FIRANGEEEDER
REZRFEIM ARSI -

(i) MEBRAFRIFZERERS
RERMBHREBEANTREMEHE
AABESHEBFEZ212A318 X
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
kR E SN EAED)

2. SIGNIFICANT ACCOUNTING POLICIES (cONTINUED) £ E= TR (@)

(ii)

Changes in the Group's interests in a subsidiary that do not result in a loss
of control are accounted for as equity transactions, whereby adjustments
are made to the amounts of controlling and non-controlling interests
within consolidated equity to reflect the change in relative interests, but no
adjustments are made to goodwill and no gain or loss is recognised.

When the Group loses control of a subsidiary, it is accounted for as a disposal
of the entire interest in that subsidiary, with a resulting gain or loss being
recognised in profit or loss. Any interest retained in that former subsidiary at
the date when control is lost is recognised at fair value and this amount is
regarded as the fair value on initial recognition of a financial asset (Note 2(f))
or, when appropriate, the cost on initial recognition of an investment in an
associate (Note 2(c)(ii)).

In the Bank's statement of financial position, its investments in subsidiaries are
stated at cost less any impairment losses, if any (Note 2(k)).

Associates

The consolidated financial statements include the attributable share of the
results and reserves of associates based on financial statements prepared at
dates not earlier than three months prior to 31st December, 2016. An associate
is @ company in which the Group or the Bank has significant influence, but not
control or joint control, over its management, including participation in the
financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated financial
statements under the equity method unless it is classified as held-for-sale.
Under the equity method, the investment is initially recorded at cost, adjusted
for any excess of the Group’s share of the acquisition-date fair values of the
associate’s identifiable net assets over the cost of the investment (if any).
Thereafter, the investment is adjusted for the post acquisition change in the
Group's share of the associate’s net assets and any impairment loss relating to
the investment (Note 2(j) and 2(k)). Any acquisition-date excess over cost, the
Group's share of the post-acquisition, post-tax results of the associates and
any impairment losses for the year are recognised in the consolidated income
statement, whereas the Group'’s share of the post-acquisition post-tax items of
the associate’s other comprehensive income is recognised in the consolidated
statement of comprehensive income.

When the Group’s share of losses exceeds its interest in the associates,
the Group’s interest is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or
constructive obligations or made payments on behalf of the associate. For
these purposes, the Group’s interest in the associate is the carrying amount
of the investment under the equity method together with the Group’s long-
term interests that in substance form part of the Group’s net investment in the
associate.

Unrealised profits and losses resulting from transactions between the Group
and its associates are eliminated to the extent of the Group’s interest in the
associates, except when unrealised losses provide evidence of an impairment
of the asset transferred, in which case they are recognised immediately in
profit or loss.
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When the Group ceases to have significant influence over an associate, it
is accounted for as a disposal of the entire interest in that associate, with a
resulting gain or loss being recognised in profit or loss. Any interest retained in
that former associate at the date when significant influence is lost is recognised
at fair value and this amount is regarded as the fair value on initial recognition
of a financial asset (Note 2(f)).

The Bank accounts for the results of associates to the extent of dividends
received. Investments in associates are stated in the Bank’s statement of
financial position at cost less any impairment losses (Note 2(k)).

An associate is considered material if it is material to either income statement
or statement of financial position of the Group in two consecutive years.

(d) Translation of Foreign Currencies

Foreign currencies transactions during the year are translated into Hong Kong
dollars at the rates of exchange ruling at the transaction dates. Monetary assets
and liabilities denominated in foreign currencies are translated into Hong Kong
dollars at the rates of exchange ruling at the end of the reporting period. Exchange
gains and losses are recognised in the income statement.

Non-monetary assets and liabilities that are measured in terms of historical cost
in a foreign currency are translated into Hong Kong dollars using the foreign
exchange rates ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated using
the foreign exchange rates ruling at the dates the fair value was determined.

Exchange differences relating to investments at fair value through profit or loss
and derivative financial instruments are included in gains less losses from trading
securities or financial instruments designated at fair value through profit or loss.
All other exchange differences relating to monetary items are presented as gains
less losses from dealing in foreign currencies in the income statement. Differences
arising on translation of available-for-sale equity instruments are recognised in
other comprehensive income and accumulated separately in equity.

The results of foreign operations are translated into Hong Kong dollars at the
exchange rates approximating the foreign exchange rates ruling at the dates of the
transactions. Items of statement of financial position, including goodwill arising
on consolidation of foreign operations acquired on or after 1st January, 2005,
are translated into Hong Kong dollars at the foreign exchange rates ruling at the
end of the reporting period. The resulting exchange differences are recognised
directly in other comprehensive income and accumulated separately in equity in
the exchange reserve. Goodwill arising on consolidation of a foreign operation
acquired before 1st January, 2005 is translated at the foreign exchange rate that
applied at the date of acquisition of the foreign operation.

On disposal of a foreign operation, the cumulative amount of the exchange
differences relating to that foreign operation is reclassified from equity to the
income statement when the profit or loss on disposal is recognised.
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) F E=5THER (@)

(e) Revenue Recognition
Revenue is measured at the fair value of the consideration received or receivable.
Provided it is probable that economic benefits will flow to the Group and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in
the income statement as follows:

(i) Interest income
Interest income for all interest-bearing financial instruments is recognised in
the income statement on an accruals basis using the effective interest method.

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

For impaired loans, the accrual of interest income based on the original terms
of the loan is discontinued, but any increase in the present value of impaired
loans due to the passage of time is reported as interest income.

(i) Net income from financial instruments designated at fair value through profit
or loss and net trading income
Net income from financial instruments designated at fair value through profit
or loss and net trading income comprises all gains and losses from changes
in fair value (net of accrued coupon) of such financial assets and financial
liabilities, together with foreign exchange differences and dividend income
attributable to those financial instruments.

(iii) Fee and commission income
Fee and commission income is recognised in the income statement when the
corresponding service is provided, except where the fee is charged to cover the
costs of a continuing service to, or risk borne for, the customer, or is interest in
nature. In these cases, the fee is recognised as income in the accounting period
in which the costs or risk is incurred and is accounted for as interest income.

Origination or commitment fees received/paid by the Group which result in
the creation or acquisition of a financial asset are deferred and recognised as
an adjustment to the effective interest rate. If the commitment expires without
the Group making a loan, the fee is recognised as revenue on a straight-line
basis over the commitment period.
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(iv) Finance income from finance leases

Finance income implicit in finance leases is recognised as interest income
over the period of the lease so as to produce an approximately constant
periodic rate of return of the outstanding net investment in the leases for each
accounting period.

Rental income from operating leases

Rental income received under operating leases is recognised as other operating
income in equal instalments over the periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits to
be derived from the leased asset. Lease incentives granted are recognised in
the income statement as an integral part of the aggregate net lease payments
receivable. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.

Dividend income

Dividend income from unlisted investments is recognised when the
shareholder’s right to receive payment is established unconditionally. Dividend
income from listed investments is recognised when the share price of the
investment is quoted ex-dividend.

(f) Financial Instruments

i

)

Initial recognition

The Group classifies its financial instruments into different categories at
inception, depending on the purpose for which the assets were acquired or the
liabilities were incurred. The categories are: fair value through profit or loss,
loans and receivables, held-to-maturity investments, available-for-sale financial
assets and other financial liabilities.

Financial instruments are measured initially at fair value, which normally will
be equal to the transaction price plus, in case of a financial asset or financial
liability not held at fair value through profit or loss, transaction costs that are
directly attributable to the acquisition of the financial asset or issue of the
financial liability. Transaction costs on financial assets and financial liabilities at
fair value through profit or loss are expensed immediately.

The Group recognises financial assets and financial liabilities on the date it
becomes a party to the contractual provisions of the instrument. A regular way
purchase or sale of financial assets at fair value through profit or loss, available
for sales or held to maturity and financial liabilities at fair value through profit
or loss or debts issued are recognised using trade date accounting. Other
financial assets and financial liabilities are recognised using settlement date
accounting. From these dates, any gains and losses arising from changes in
fair value of the financial assets or financial liabilities measured at fair value are
recorded.

(iv)

(v)

(vi)
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) F E=5THER (@)

(i) Categorisation i) 5

Fair value through profit or loss

This category comprises financial assets and financial liabilities held for
trading, and those designated at fair value through profit or loss upon initial
recognition, but excludes those investments in equity instruments that do not
have a quoted market price and whose fair value cannot be reliably measured.

Trading financial instruments are financial assets or financial liabilities which
are acquired or incurred principally for the purpose of trading, or are part of a
portfolio of identified financial instruments that are managed together and for
which there is evidence of a recent actual pattern of short-term profit-taking.
Derivatives are recognised initially, and are subsequently remeasured, at fair
value, and classified as assets when their fair value is positive, or as liabilities
when their fair value is negative. Derivatives that do not qualify for hedge
accounting (Note 2(g)) are accounted for as trading instruments.

Financial instruments are designated at fair value through profit or loss upon
initial recognition when:

— the assets or liabilities are managed, evaluated and reported internally on
a fair value basis;

— the designation eliminates or significantly reduces an accounting mismatch
which would otherwise arise; or

— the asset or liability contains an embedded derivative that significantly
modifies the cash flows that would otherwise be required under the
contract and the separation of the embedded derivatives from the financial
instrument is not prohibited.

Financial assets and financial liabilities under this category are carried at fair
value. Changes in the fair value are included in the income statement in
the period in which they arise. Upon disposal or repurchase, the difference
between the net sale proceeds or the net payment and the carrying value is
included in the income statement.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market, other than
(a) those that the Group intends to sell immediately or in the near term, which
will be classified as held for trading; (b) those that the Group, upon initial
recognition, designates as at fair value through profit or loss or as available-for-
sale; or (c) those where the Group may not recover substantially all of its initial
investment, other than because of credit deterioration, which will be classified
as available-for-sale. Loans and receivables mainly comprise placements with
banks and other financial institutions, trade bills and loans and advances to
customers.
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Securities classified as loans and receivables typically comprise securities issued
by the same customers with whom the Group has a lending relationship that
are not quoted in an active market. Investment decisions for credit substitute
securities are subject to the same credit approval processes as loans, and the
Group bears the same customer risk as it does for loans extended to those
customers. Additionally the yield and maturity terms are generally directly
negotiated by the Group with the issuer. These securities include commercial
paper, short term debentures and preference shares issued by the borrower.

Loans and receivables and securities classified as loans and receivables are
carried at amortised cost using the effective interest method, less impairment
losses, if any (Note 2(k)).

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed
or determinable payments and fixed maturity which the Group has the
positive intention and ability to hold to maturity, other than (a) those that the
Group, upon initial recognition, designates as at fair value through profit or
loss or available-for-sale; and (b) those that meet the definition of loans and
receivables.

Held-to-maturity investments are carried at amortised cost using the effective
interest method less impairment losses, if any (Note 2(k)).

If, as a result of a change in intention or ability, it is no longer appropriate to
classify an investment as held-to-maturity, it shall be reclassified as available-
for-sale and remeasured at fair value.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are
designated as available-for-sale or are not classified in any of the other three
categories above. They include financial assets intended to be held for an
indefinite period of time, but which may be sold in response to needs for
liquidity or changes in the market environment.

Available-for-sale financial assets are carried at fair value. Unrealised gains
and losses arising from changes in the fair value are recognised in other
comprehensive income and accumulated separately in equity, except for
impairment losses and foreign exchange gains and losses on monetary items
such as debt securities which are recognised in the income statement.

Investments in equity securities that do not have a quoted market price in
an active market and whose fair value cannot be measured reliably, and
derivatives that are linked to and must be settled by delivery of such unquoted
equity securities are carried at cost less impairment losses, if any (Note 2(k)).

When the available-for-sale financial assets are sold, gains or losses on disposal
include the difference between the net sale proceeds and the carrying value,
and the accumulated fair value adjustments which are previously recognised
in other comprehensive income shall be reclassified from equity to the income
statement.
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Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair
value through profit or loss, are measured at amortised cost using the effective
interest method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market prices
at the end of the reporting period without any deduction for estimated future
selling costs.

If there is no publicly available latest traded price nor a quoted market price on
a recognised stock exchange or a price from a broker/dealer for non-exchange-
traded financial instruments or if the market for it is not active, the fair value of
the instrument is estimated using valuation techniques that provide a reliable
estimate of prices which could be obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows
are based on management’s best estimates and the discount rate used is a
market rate at the end of the reporting period applicable for an instrument
with similar terms and conditions. Where other pricing models are used, inputs
are based on market data at the end of the reporting period.

Derecognition

The Group derecognises a financial asset when the contractual rights to receive
the cash flows from the financial asset expire, or where the financial asset,
together with substantially all the risks and rewards of ownership, have been
transferred.

A financial liability is derecognised when the obligation specified in the
contract is discharged, cancelled or expires.

The Group uses the weighted average or first-in first-out method, where
appropriate, to determine realised gains and losses to be recognised in the
income statement on derecognition.

Offsetting

Financial assets and financial liabilities are offset and the net amount is
reported in the statement of financial position only where there is a legally
enforceable right to set off the recognised amounts and there is an intention to
settle on a net basis, or realise the asset and settle the liability simultaneously.

Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument
that includes both the derivative and a host contract with the effect that
some of the cash flows of the combined instrument vary in a way similar
to a stand-alone derivative. The embedded derivatives are separated from
the host contract and accounted for as a derivative when (a) the economic
characteristics and risks of the embedded derivative are not closely related to
the host contract; and (b) the hybrid (combined) instrument is not measured at
fair value with changes in fair value recognised in the income statement.

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.
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(9) Hedging

Hedge accounting recognises the offsetting effects on income statement of
changes in the fair values of the hedging instrument and the hedged item. The
Group assesses and documents whether the financial instruments that are used in
hedging transactions are highly effective in offsetting changes in fair values or cash
flows of hedged items attributable to the hedged risks both at hedge inception
and on an ongoing basis. The Group discontinues prospectively hedge accounting
when (a) the hedging instrument expires or is sold, terminated or exercised; (b) the
hedge no longer meets the criteria for hedge accounting; or (c) the Group revokes
the designation.

(i) Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the
variability in cash flows of a recognised asset or liability, or a highly probable
forecast transaction, or the foreign currency risk of a committed future
transaction, the effective part of any gain or loss on remeasurement of
the derivative financial instrument to fair value is recognised in other
comprehensive income and accumulated separately in equity in the hedging
reserve. The ineffective portion of any gain or loss is recognised immediately in
the income statement.

If the hedge of a forecast transaction subsequently results in the recognition
of a non-financial asset or non-financial liability, the associated gain or loss
is reclassified from equity to be included in the initial cost or other carrying
amount of the non-financial asset or liability. If a hedge of a forecast
transaction subsequently results in the recognition of a financial asset or
a financial liability, the associated gain or loss is reclassified from equity to
the income statement in the same period or periods during which the asset
acquired or liability assumed affects the income statement (such as when
interest income or expense is recognised).

For cash flow hedges, other than those covered by the preceding two policy
statements, the associated gain or loss is reclassified from equity to the income
statement in the same period or periods during which the hedged forecast
transaction affects the income statement. When a hedging instrument expires
or is sold, terminated or exercised, or the Group revokes designation of the
hedge relationship but the hedged forecast transaction is still expected to
occur, the cumulative gain or loss at that point remains in equity until the
transaction occurs and is recognised in accordance with the above policy. If
the hedged transaction is no longer expected to take place, the cumulative
unrealised gain or loss is reclassified from equity to the income statement
immediately.
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) F E=5THER (@)

(i) Fair value hedges (i) AFEEE

A fair value hedge seeks to offset risks of changes in the fair value of
recognised asset or liability that will give rise to a gain or loss being recognised
in the income statement.

The hedging instrument is measured at fair value, with fair value changes
recognised in the income statement. The carrying amount of the hedged item
is adjusted by the amount of the changes in fair value of hedging instrument
attributable to the risk being hedged. This adjustment is recognised in the
income statement to offset the effect of the gain or loss on the hedging
instrument.

When a hedging instrument expires or is sold, terminated or exercised, the
hedge no longer meets the criteria for hedge accounting, or the Group revokes
designation of the hedge relationship, any adjustment up to that point, to a
hedged item for which the effective interest method is used, is amortised to
the income statement as part of the recalculated effective interest rate of the
item over its remaining life.

(i) Hedge effectiveness testing

In order to qualify for hedge accounting, the Group carries out prospective
effectiveness testing to demonstrate that it expects the hedge to be highly
effective at the inception of the hedge and throughout its life. Actual
effectiveness (retrospective effectiveness) is also demonstrated on an ongoing
basis.

The documentation of each hedging relationship sets out how the
effectiveness of the hedge is assessed. The method which the Group adopts
for assessing hedge effectiveness will depend on its risk management strategy.

For fair value hedge relationships, the Group utilises the cumulative dollar
offset method or regressive analysis as effectiveness testing methodologies. For
cash flow hedge relationship, the Group utilises the change in variable cash
flow method or the cumulative dollar offset method using the hypothetical
derivative approach.

For prospective effectiveness, the hedging instrument must be expected to
be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk during the period for which the hedge is
designated. For actual effectiveness, the changes in fair value or cash flows
must offset each other in the range of 80 per cent to 125 per cent for the
hedge to be deemed effective.

(iii)
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

(h) Properties

(0}

Bank premises are stated in the statement of financial position at cost or at
Directors’ valuation as of 1989, by reference to an independent professional
valuation, less accumulated depreciation and accumulated impairment loss
(Note 2(k)).

When a deficit arises on revaluation, it will be charged to the income
statement, to the extent that it exceeds the amount held in the bank premises
revaluation reserve in respect of that same asset immediately prior to the
revaluation; and when a surplus arises on revaluation, it will be credited to the
income statement, to the extent that a deficit on revaluation in respect of that
same asset had previously been charged to the income statement.

In preparing these financial statements, advantage has been taken of the
transitional provisions set out in paragraph 80AA of HKAS 16 “Property, Plant
and Equipment” issued by the HKICPA, with the effect that bank premises
have not been revalued to fair value at the end of the reporting period.

Investment properties are properties which are held either to earn rental
income or for capital appreciation or for both. Investment properties are
stated at fair value. Investment properties are valued semi-annually by
external independent valuation companies, having an appropriate recognised
professional qualification and recent experience in the location and category of
property being valued. No allowance has been made in the valuations for any
charges, mortgages or amounts owing on the properties nor any expenses or
taxation which may be incurred in effecting a sale.

Any gain or loss arising from a change in fair value is recognised in the income
statement. Rental income from investment property is accounted for as
described in Note 2(e).

When a bank property is transferred to investment property following a
change in its use, any differences arising at the date of transfer between the
carrying amount of the bank property immediately prior to transfer and its fair
value is recognised as a revaluation of bank premises as described in Note 2(h)

(0).

If an investment property becomes owner-occupied, it is reclassified as bank
premises and its fair value at the date of reclassification becomes its cost for
subsequent accounting purposes.

A property interest under an operating lease is classified and accounted for as
an investment property when the Group holds it to earn rentals or for capital
appreciation or both. Any such property interest under an operating lease
classified as an investment property is carried at fair value. Lease payments are
accounted for as described in Note 2(]).

B R ¥R AR BT RE (4R

(h) #2€

(0]

(ii)

ITHE R AR 1989 F EE 2 BB L
HEIEERNGE  RRRFTER
AR (HEE2(k) BB AR R R )
EE o

BEEMLREER  RRERIENES
2 RBRNBENEEEGERTTIE R
AT E R FEOALR - EEHHR
BHRE  FARBRANSET AR
AR BRI TIE S RN R
EfhEE -

ERENEREREE - BRARAS
REMAEREMAEESERDSE
16551 12 - RS K3k | 5 80AAR L
EVBIR RAR - ERITHE I AR IR B R
AE/EQTEE-

BREWMERFEAERDES KERE
AEEL—EERNOYE - REVFER
REEEIER - REVEHINRIBILIG
BARSGFFIEHE RARNEFHEE
BRI BB BB A EYEA PR
BRI B ERAE SR o EIN AR E R
/B R REHERARRES
BV (EfRI & PR R ARIE -

R B S B 7 2 A ) RS FE M2
PONER - 12 ¥ 210 & WA S K20
Wi -

ETEE2(h) )P - B TR EREAS
HEMABEREMEE - ZWERE
REMMEEEERFEEZZEGRE
TTHEELE -

mM—RENMXEREM  ZMERAEH
DERITH - REFMHDEANRFEE
RIERRIES T RBEORKAE

AEENRERETASERFEREK
ARBERIEES —EERNYEERD
BRREME - WENREMRE T A
BEYERERAFEEIE - HeX
HIRRE2() BT EAR



176 | The Bank of East Asia, Limited | Annual Report 2016

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

B R ¥R AR BT AL (4R

2. SIGNIFICANT ACCOUNTING POLICIES (conTinveD) FEEFTEER )

(iiiy Profit or loss on disposal of bank premises and investment properties is (i) HEITIARIRE W E N B R A & FT
determined as the difference between the net sales proceeds and the carrying BREFRRAERRENEZENE -
amount of the asset and is recognised in the income statement upon disposal. WHEHERFRIKRERAAR  EAHFH
Any surplus that is included in the bank premises revaluation reserve related to Z BTHE BN B E R ETHE A
the bank premises disposed is transferred to the general reserve. HRA—REEA -

(i) Amortisation and Depreciation () BERITE

(i) Bank premises (i) 174E
Freehold land is not amortised. Leasehold land held for own use under an KA 2 LA THEH - BEgEE
operating lease, the fair value of which cannot be measured separately from EMEETH  MEAXTFEEZ TS
the fair value of a building situated thereon at the inception of the lease, is HAENRBEFEZERZYHAF
accounted for as being held under a finance lease. Leasehold land is amortised BESHE  AIZEESEREEEA
on a straight line basis over the remaining term of the lease. Buildings are R - ME TN ERARBERIREH
depreciated on a straight line basis at rates calculated to write off the cost BiH - ZBEMRAREEABRER
or valuation of each building over its estimated useful life of 50 years or the HIRRHE A F BRS04 3CH BEE + R
remaining lease period of the land on which it is situated, whichever is the HEHMEPNBIEHRAERE -
shorter.

Investment properties are not depreciated. REMERDSTINE -

(i) Other fixed assets (i) HtETEEE
Other fixed assets are stated in the statement of financial position at cost less HAth B 7E B E R RAANR RETHTE KR
accumulated depreciation and impairment losses, which is calculated on a BERINTBERARTIER - ZEEE
straight line basis to write off the assets over their estimated useful lives from RAEGERRBARIFE20FMTEHER
4 to 20 years. FHIGENE -

(j) Goodwill () =2

Goodwill represents the excess of R

(i) the aggregate of the fair value of the consideration transferred, the amount of
any non-controlling interests in the acquiree and the fair value of the Group’s
previously held equity interest in the acquiree; over

(i) the Group's interest in the net fair value of the acquiree’s identifiable assets
and liabilities measured as at the acquisition date.

When (ii) is greater than (i), then this excess is recognised immediately in profit or
loss as a gain on a bargain purchase.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill arising
on a business combination is allocated to each cash-generating unit, or groups
of cash generating units, that is expected to benefit from the synergies of the
combination and is tested annually for impairment (Note 2(k)).

On disposal of a cash generating unit, or an associate during the year, any
attributable amount of purchased goodwill is included in the calculation of the
profit and loss on disposal.

Expenditure on internally generated goodwill and brands is recognised as an
expense in the period in which it is incurred.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

(k) Impairment of Assets
At each end of the reporting period, the carrying amount of the Group's assets
are reviewed to determine whether there is objective evidence of impairment.

If internal and external sources of information indicate such evidence exists,

the carrying amount is reduced to the estimated recoverable amount and an
impairment loss is recognised in the income statement.

(0}

Loans and receivables

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated
future cash flows discounted at the asset’s original effective interest rate
(i.e. the effective interest rate computed at initial recognition of these
assets). Receivables with a short duration are not discounted if the effect of
discounting is immaterial.

The total allowance for impairment losses consists of two components:
individual impairment allowances, and collective impairment allowances.

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

The individual impairment allowance is based upon management'’s best
estimate of the present value of the cash flows which are expected to be
received discounted at the original effective interest rate. In estimating these
cash flows, management makes judgements about the borrower’s financial
situation and the net realisable value of any underlying collateral or guarantees
in favour of the Group. Each impaired asset is assessed on its own merits.

In assessing the need for collective impairment allowances, management
considers factors such as credit quality, portfolio size, concentrations, and
economic factors. In order to estimate the required allowance, the Group
makes assumptions both to define the way the Group models inherent losses
and to determine the required input parameters, based on historical experience
and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on
how well the Group can estimate future cash flows for individually assessed
impairment allowances and the model assumptions and parameters used in
determining collective impairment allowances. While this necessarily involves
judgment, the Group believes that the impairment allowances on loans and
advances to customers are reasonable and supportable.
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) = E=

a

TR @)

(ii)

(iii

=

All loans and receivables are reviewed and analysed periodically. Any
subsequent changes to the amounts and timing of the expected future cash
flows compared to the prior estimates that can be linked objectively to an
event occurring after the write-down, will result in a change in the impairment
allowances on loans and receivables and will be charged or credited to the
income statement. A reversal of impairment losses is limited to the loans
and receivables’ carrying amount that would have been determined had no
impairment loss been recognised in prior years.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.

Loans and receivables with renegotiated terms are loans that have been
restructured due to deterioration in the borrower’s financial position and
where the Group has made concessions that it would not otherwise consider.
Renegotiated loans and receivables are subject to ongoing monitoring to
determine whether they remain impaired or past due. The original loan that
is renegotiated is derecognised and a new financial asset is recognised at fair
value if the existing agreement is cancelled and a new agreement made on
substantially different terms.

Held-to-maturity investments

Impairment on held-to-maturity investments is considered at both an individual
and collective level. The individual impairment allowance is measured as the
difference between the asset’s carrying amount and the present value of
estimated future cash flows, discounted at asset’s original effective interest
rate, where the effect of discounting is material.

All significant assets found not to be individually impaired are then collectively
assessed for any impairment that has been incurred but not yet identified.
Assets that are not individually significant are then collectively assessed
for impairment by grouping together financial assets with similar risk
characteristics.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the income
statement. A reversal of impairment losses is limited to the asset’s carrying
amount that would have been determined had no impairment loss been
recognised in prior years.

Available-for-sale financial assets

When there is objective evidence that an available-for-sale financial asset is
impaired, the cumulative loss that had been recognised in the fair value reserve
is reclassified to the income statement. The amount of the cumulative loss that is
recognised in the income statement is the difference between the acquisition
cost (net of any principal repayment and amortisation) and current fair value,
less any impairment loss on that asset previously recognised in the income
statement.

For unquoted available-for-sale equity securities that are carried at cost, the
impairment loss is measured as the difference between the carrying amount
of the equity securities and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset,
where the effect of discounting is material.

(ii)

(iii)
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Impairment losses recognised in the income statement in respect of available-
for-sale equity securities are not reversed through the income statement. Any
subsequent increase in the fair value of such assets is recognised directly in
other comprehensive income.

Impairment losses in respect of available-for-sale debt securities are reversed
if the subsequent increase in fair value can be objectively related to an event
occurring after the impairment loss was recognised. Reversals of impairment
losses in such circumstances are recognised in the income statement.

Other assets

Internal and external sources of information are reviewed at each end of
the reporting period to identify indications that the following assets may be
impaired or, except in the case of goodwill, an impairment loss previously
recognised no longer exists or may have decreased:

property and equipment (other than properties carried at revalued
amounts);

— investments in subsidiaries and associates;

— goodwill; and

— intangible assets

If any such indication exists, the asset’s recoverable amount is estimated. In
addition, for goodwill, the recoverable amount is estimated annually whether
or not there is any indication of impairment.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its fair value less costs to
sell and value in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of time value of money and the risks specific to
the asset. Where an asset does not generate cash inflows largely independent
of those from other assets, the recoverable amount is determined for the
smallest group of assets that generates cash inflows independently (i.e. a cash-
generating unit).

Recognition of impairment losses

An impairment loss is recognised in the income statement whenever the
carrying amount of an asset, or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment losses recognised in respect of
cash-generating units are allocated first to reduce the carrying amount of any
goodwill allocated to the cash-generating unit (or group of units) and then,
to reduce the carrying amount of the other assets in the unit (or group of
units) on a pro rata basis, except that the carrying value of an asset will not be
reduced below its individual fair value less costs to sell, if measureable, or value
in use, if determinable.

(iv)
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEUR @)

Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed if
there has been a favourable change in the estimates used to determine the
recoverable amount. An impairment loss in respect of goodwill is not reversed.

A reversal of impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years.

Reversals of impairment losses are credited to the income statement in the
year in which the reversals are recognised.

(v) Interim financial reporting and impairment
Under the Rules Governing the Listing of Securities on the Stock Exchange
of Hong Kong Limited, the Group is required to prepare an interim financial
report in compliance with HKAS 34, Interim financial reporting, in respect of
the first six months of the year. At the end of the interim period, the Group
applies the same impairment testing, recognition, and reversal criteria as it
would at the end of the year (Note 2(k)(i) to (iv)).

Impairment losses recognised in an interim period in respect of goodwill,
available-for-sale equity securities and unquoted equity securities carried at
cost are not reversed in a subsequent period. This is the case even if no loss, or
a smaller loss, would have been recognised had the impairment been assessed
only at the end of the year to which the interim period relates. Consequently, if
the fair value of an available-for-sale equity security increases in the remainder
of the annual period, or in any other period subsequently, the increase is
recognised in other comprehensive income and not the income statement.

(I) Leased Assets
Leases of assets under which the lessee assumes substantially all the risks and
rewards of ownership are classified as finance leases. Leases of assets under which
the lessor has not transferred all the risks and rewards of ownership are classified as
operating leases.

(i) Assets held under finance leases
The amounts due from lessees in respect of finance leases are recorded in the
statement of financial position as advances to customers at the amounts of net
investment which represent the total rentals receivable under finance leases
less unearned income. Revenue arising from finance leases is recognised in
accordance with the Group's revenue recognition policies, as set out in Note
2(e).

(i) Assets held for use in operating leases

Where the Group leases out assets under operating leases, the leased assets
are included in the statement of financial position according to their nature
and, where applicable, are depreciated in accordance with the Group's
depreciation policies, as set out in Note 2(i) except where the asset is
classified as an investment property. Impairment losses are accounted for in
accordance with the accounting policy as set out in Note 2(k). Revenue arising
from operating leases is recognised in accordance with the Group’s revenue
recognition policies, as set out in Note 2(e).

BERK Z B

BREBINARIEE - MERREER
WEema G EERFNEL - B
BERASRELD - HENREBKTA
[ -

REBREDNRBREZEEMNRE
B - BOZEREBREREEFRE

=7
o ©

B S8 B SRR A AN
R -

(v) FEARFTS ¥R RIRE
REBRZACEMHRAD - AEEAER
(CEBEGETERIE345: P A 53R |
MREE RS B 618 A T MBS RE -
R - AR B RS R F RO
BRI - ER - R EEE (I RE2(k)I)
Z(iv)) °

BE - IHEEROHESFRERENRK
778 5 AT iE R i B EARS OB 1R K -
BT ERRIAFED - RERMZR
BEREEZ TR E 2 FREEN G
MzRERRETEEE FBRZE
HER/)  ERBERTATAED -
I A ERDESH R FEEE
BEBRTER - SR E M ER RN
En - NSRRIk
i FEdRES SR FERR

() HEEE
BT ARIERA T S A R EHREAR K
HMMAEREI ARERE o HHEALK
HREA RO RR LR EEH &S
RISETE -

(i) ABEHREBANEE
EATARELEAR  REEHEEM
HHEENKEFE  DEKESEHE
7‘]@%*%3’%&)\ ERMBARRRINERP

B - REREBRENRAGREARTT
E’JHSU\E&ELE(%WEEEZ( FREETE -

(i) AEREHENEE

BRREECHBERRENE  EA%E
NeMEZABHEE - ZBERRE
HUEEBRAEMBARERA - RIZHE
20k (AERE) AL BN T E SR
ﬁ.ﬁﬁ?ﬁ% REBRRRBEE R
BfEE2(FT#ATE - RELERENRA
ERBEAITH R ARER R R HTE2(e) Pk
FHE -



RERITERAR | 2016 F3R | 181

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

(ii) Operating lease charges

Where the Group has the use of assets under operating leases, payments made
under the leases are charged to the income statement in equal instalments
over the accounting periods covered by the lease term, except where an
alternative basis is more representative of the pattern of benefits to be derived
from the leased asset. Lease incentives received are recognised in the income
statement as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to the income statement in the accounting
period in which they are incurred.

(m) Repossession of Assets

In the recovery of impaired loans and advances, the Group may take possession of
the collateral assets through court proceedings or voluntary delivery of possession
by the borrowers. In accordance with the Group’s accounting policy set out in Note
2(k), impairment allowances for impaired loans and advances are maintained after
taking into account the net realisable value of the collateral assets, usually resulting
in a partial write-off of the loans and advances against impairment allowances.
Repossessed assets are reported under other assets if it is highly probable that their
carrying amount will be recovered through a sale transaction rather than through
continuing use and the assets are available for sale in their present condition.
Related loans and advances are then written off.

Repossessed assets are recorded at the lower of the amount of the related loans
and advances and fair value less costs to sell at the date of exchange. They are not
depreciated or amortised.

Impairment losses on initial classification and on subsequent remeasurement are
recognised in the income statement.

(n) Income Tax

(i) Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the income statement except to the extent that
they relate to items recognised in other comprehensive income or directly
in equity, in which case the relevant amounts of tax are recognised in other
comprehensive income or directly in equity, respectively.

(i) Current tax is the expected tax payable on the taxable income for the year, using
tax rates enacted or substantively enacted at the end of the reporting period,
and any adjustment to tax payable in respect of previous years.

(ii) Deferred tax assets and liabilities arise from deductible and taxable temporary
differences respectively, being the differences between the carrying amounts
of assets and liabilities for financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax losses and unused tax credits.
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2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) F E=5THER (@)

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising
from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary differences, provided those differences
relate to the same taxation authority and the same taxable entity, and are
expected to reverse either in the same period as the expected reversal of the
deductible temporary difference or in periods into which a tax loss arising from
the deferred tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing deductible temporary differences
support the recognition of deferred tax assets arising from unused tax losses
and credits, that is, those differences are taken into account if they relate to
the same taxation authority and the same taxable entity, and are expected to
reverse in a period, or periods, in which the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities
are those temporary differences arising from goodwill not deductible for
tax purposes, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business
combination), and temporary differences relating to investments in subsidiaries
to the extent that, in the case of taxable differences, the Group controls the
timing of the reversal and it is probable that the differences will not reverse
in the foreseeable future, or in the case of deductible differences, unless it is
probable that they will reverse in the future.

Where investment properties are carried at their fair value in accordance
with the accounting policy set out in Note 2(h)(ii), the amount of deferred
tax recognised is measured using the tax rates that would apply on sale of
those assets at their carrying value at the reporting date unless the property
is depreciable and is held within a business model whose objective is to
consume substantially all of the economic benefits embodied in the property
over time, rather than through sale. In all other cases, the amount of deferred
tax recognised is measured based on the expected manner of realisation or
settlement of the carrying amount of the assets and liabilities, using tax rates
enacted or substantively enacted at the reporting date. Deferred tax assets and
liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each end of the
reporting period and is reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the related tax benefit to be
utilised. Any such reduction is reversed to the extent that it becomes probable
that sufficient taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.
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(iv) Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred
tax liabilities if the Bank or the Group has the legally enforceable right to set
off current tax assets against current tax liabilities and the following additional
conditions are met:

— in the case of current tax assets and liabilities, the Bank or the Group
intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to income
taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or realise and settle
simultaneously.

(o) Insurance Reserves and Provisions for Outstanding Claims

Insurance reserves, except those attributable to long term business, represent the
proportion of retained premiums written in the year relating to the period of risk
from 1st January in the following year to the subsequent date of expiry of policies
which is carried forward as a provision for unearned premiums and calculated on a
daily basis.

The insurance reserve for long term business is ascertained by actuarial valuation.

Full provision is made for the estimated cost of claims notified but not settled
at the end of the reporting period and for the estimated cost of claims incurred
but not reported by that date, after deducting the amounts due from reinsurers.
Provision has also been made for the estimated cost of servicing claims notified
but not settled at the end of the reporting period and to meet expenses on claims
incurred but not reported at the end of the reporting period.

These reserves and provisions are classified as other accounts and provisions.
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2. SIGNIFICANT ACCOUNTING POLICIES (cONTINUED) £ E= TR (@)

(p) Provisions and Contingent Liabilities
Provisions are recognised for liabilities of uncertain timing or amount when the
Group or the Bank has a legal or constructive obligation arising as a result of a past
event, and it is probable that an outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present value of the expenditures
expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or
the amount cannot be estimated reliably, the obligation is disclosed as a contingent
liability, unless the probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the occurrence or non-
occurrence of one or more future events, are also disclosed as contingent liabilities
unless the probability of outflow of economic benefits is remote.

(q) Employee Benefits
(i) Salaries, bonuses and leave benefits
Employee entitlements to salaries, annual bonuses, paid annual leave, leave
passage and the cost to the Group of non-monetary benefits are recognised
when they accrue to employees. An accrual is made for the estimated liability
for annual leave as a result of services rendered by employees up to the end of
the reporting period.

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.

(i) Performance-related bonus plan
Liabilities for performance-related bonus plan, which are due wholly within
twelve months after the end of the reporting period, are recognised when
the Group has a present legal or constructive obligation as a result of services
rendered by employees and a reliable estimate of the obligation can be made.

Retirement benefits

Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident
Fund Exempted ORSO Scheme (“MPFEOS") or the Mandatory Provident Fund
Scheme (“MPFS”). Both are defined contribution schemes. The employer’s
monthly contributions to both schemes are at a maximum of 10% of each
employee’s monthly salary.

(iii

=

The pension schemes covering all the Group’s PRC and overseas employees are
defined contribution schemes at various funding rates, and are in accordance
with local practices and regulations.

The cost of all these schemes is charged to the income statement for the
period concerned and the assets of all these schemes are held separately from
those of the Group. Under the MPFEQS, the employer’s contribution is not
reduced by contributions forfeited by those employees who leave the scheme
prior to vesting fully in the contributions. Under the MPFS, the employer’s
contribution is reduced by contributions forfeited by those employees who
leave the scheme prior to vesting fully in the contributions.
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(iv) Share based payments
The option exercise price is equal to the higher of:

(@) the closing price of the Bank’s shares in the Stock Exchange's daily
guotation sheet on the date of grant of the relevant options; and

(b) an amount equivalent to the average closing price of the Bank’s shares as
stated in the Stock Exchange’s daily quotation sheets for the 5 business
days immediately preceding the date of grant of the relevant options.

When the options are exercised, equity is increased by the amount of the
proceeds received. The fair value of share options granted to employees is
recognised as an expense in the income statement with a corresponding
increase in a capital reserve within equity. The fair value is measured at the
grant date using the trinomial model, taking into account the terms and
conditions upon which the options were granted. Where the employees have
to meet vesting conditions before becoming unconditionally entitled to those
share options, the total estimated fair value of the share options is spread over
the vesting period, taking into account the probability that the options will
vest.

During the vesting period, the number of share options that is expected to vest
is reviewed. Any resulting adjustment to the cumulative fair value recognised in
prior years is charged or credited to the income statement for the year of the
review unless the original expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of share
options that vest (with a corresponding adjustment to capital reserve) except
where forfeiture is only due to not achieving vesting conditions that relate to
the market price of the Bank’s shares.

The equity amount is recognised in capital reserve until either the option is
exercised and new shares allotted (when it is transferred to share capital) or
the option expires (when it is released directly to retained profits).

(r) Related Parties
For the purposes of these financial statements, a party is considered to be related
to the Group if:

(@) A person, or a close member of that person’s family, is related to the Group if
that person:

(i) has control or joint control over the Group;

(i) has significant influence over the Group; or

(iii) is @ member of the key management personnel of the Group or the
Group'’s parent.
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2. SIGNIFICANT ACCOUNTING POLICIES (conTinuep) EEEFHEUR @)

(s)

(b) An entity is related to the Group if any of the following conditions applies:

(i) The entity and the Group are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the other entity (or an associate
or joint venture of a member of a group of which the other entity is a
member).

(i) Both entities are joint venture of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an
associate of the third entity.

(v) The entity is a post-employment benefit plan for the benefit of employees
of either the Group or an entity related to the Group.

(vi) The entity is controlled or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of
the entity).

(viii)The entity, or any member of a group of which it is a part, provides key
management personnel services to the Group or to the Group's parent.

Close members of the family of a person are those family members who may be
expected to influence, or be influenced by, that person in their dealings with the
entity.

Segment Reporting

Operating segments, and the amounts of each segment item reported in the
financial statements, are identified from the financial information provided
regularly to the Group’s most senior executive management for the purposes of
allocating resources to, and assessing the performance of, the Group’s various lines
of business and geographical locations.

Individually material operating segments are not aggregated for financial reporting
purposes unless the segments have similar economic characteristics and are
similar in respect of the nature of products and services, the nature of production
processes, the type or class of customers, the methods used to distribute the
products or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be aggregated if they
share a majority of these criteria.

(s)

(o) AATEMBEAT -—BEREHESERNE
=5 R

() ZEBRAEESRFA-SEKE
(Ag—MEAR - WBARKRER
MR EEbA ) o

(iy —ERREI EEANBEQFNE
BRR (B ERATRAEARE
ZE—EEYBR—%E) -

(i) MEETBER—F=FNEEAT] -

(ivy — BB —FE-—&EMEEQAMS
—ERBAEZFE-ENHERQT -

(vi)

(vii) FE (a)(i) T8 7 P 2% a8 B0 8 A 0 =% A8 A
HRERBEATEN  HZEA

ERER(ARLZERNBRE)M
TEEBABZKE °

(viii) ZE R HEEE T — & 2 EM

K& - ﬁﬁﬁf TREBABRBT

AEESAEEZERAF] -

BARTRRER B8 - IXZEA
FE  MHEZEERINRERE -

BENE - REFBERRIRNE 2 #0E
B2 ERPBERFHBHLRS - WE
HREH T ARENZSTREREERE
RO - ARFFZASES B D MR
PRFEHEEOZRER -

BRIED BBA B RRER E R EERMRES 2
HE - AERFZUE - TRPERNMER
REEEEMMEHRRE 2% - REER
Bz EERARE - @R ERNZEDHT
ﬁﬁﬁﬁxi&ﬁWL\aﬂ' o I APIHER JA LKA

DHIRZE - WIEEREAMEED BAREER
WaF



RERITERAR | 2016 F 3k | 187

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

(t) Cash and Cash Equivalents

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

(u) Deposits, Debt Securities Issued and Subordinated Liabilities

Deposits, debt securities issued and subordinated liabilities are the Group's sources
of debt funding.

The Group classifies capital instruments as financial liabilities or equity instruments
in accordance with the substance of the contractual terms of the instruments.

Subsequent to initial recognition deposits, debt securities issued and subordinated
liabilities are measured at their amortised cost using the effective interest method,
except where the Group designates liabilities at fair value through profit or loss.

(v) Assets Held for Sale

Non-current assets and disposal groups (including both the assets and liabilities
of the disposal groups) are classified as held for sale and measured at the lower
of their carrying amount and fair value less cost to sell when: (i) their carrying
amounts will be recovered principally through sale; (i) they are available for sale in
their present condition; and (iii) their sale is highly probable.

Immediately before the initial classification as held for sale, the carrying amounts of
the asset (or assets and liabilities in the disposal group) are measured in accordance
with applicable HKFRSs. On subsequent remeasurement of a disposal group, the
carrying amounts of the assets and liabilities that are not within the scope of the
measurement requirements of HKFRS 5 “Non-current Assets Held for Sale and
Discontinued Operations” are measured in accordance with applicable HKFRSs
before the fair value less costs to sell of the disposal group is determined.

Income earned and expenses incurred on assets and liabilities of disposal groups
held for sale continue to be recognised in the appropriate line items in the income
statement until the transaction is complete.

. CHANGES IN ACCOUNTING POLICIES &5t 2 &

(t)

(u)

(v)
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The HKICPA has issued a number of amendments to HKFRSs that are first effective
for the current accounting period of the Group. None of these developments have
had a material effect on how the Group'’s results and financial position for the
current or prior periods have been prepared or presented.

The Group has not applied any new standard or interpretation that is not yet
effective for the current accounting period.
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4. BANK-LEVEL STATEMENT OF FINANCIAL POSITION $R{TEREZEBRRET

2016 2015
HKS Mn B8 EHEBT  HKSMn BEEET
ASSETS BE
Cash and balances with banks and other financial B RERTNE DS RIEE
institutions R 29,940 34,538
Placements with banks and other financial institutions ~ 7E4847 J ELfh & RUKIE B 7220 10,663 37,021
Trade bills BH5EE 8,186 12,054
Trading assets REHFBEE 1,566 2,316
Financial assets designated at fair value through profit  #55F AEBIE R AR A FEER
or loss DRIEE 3,330 3,886
Positive fair value of derivatives FTETEMEATFEE 3,473 3,106
Advances to customers and other accounts RESI R EMERIE 319,566 298,396
Amounts due from subsidiaries MBARIRZK 10,072 16,093
Available-for-sale financial assets AEHESREE 84,874 67,284
Held-to-maturity investments BEFERE 4,499 4,198
Investments in subsidiaries MBARIRE 19,084 18,018
Investments in associates i YNGIE 3,265 3,265
Fixed assets BEEE 8,289 8,041
— Investment properties —REME 4,388 4,251
— Other properties and equipment U EY B 3,901 3,790
Goodwill and intangible assets EEREVEE 1,460 1,460
Deferred tax assets ERERIHEE 86 85
Total Assets BERE 508,353 509,761
EQUITY AND LIABILITIES PR kB A
Deposits and balances of banks and other financial 217 % EL{h & BB EIE X
institutions Rttt 17,174 19,989
Deposits from customers BEEX 354,463 339,441
Trading liabilities RH5HABAR 50 889
Negative fair value of derivatives PTETAMEBRATER 2,927 4,091
Certificates of deposit issued BEITERE 25,754 39,477
- Designated at fair value through profit or loss —ErERBRERENRIBATER 18,106 16,457
— At amortised cost —EHKA 7,648 23,020
Amounts due to subsidiaries R A Rl EIE 2,031 1,874
Current taxation AREATHIE 1,200 977
Debt securities issued BRTEEES 7,154 13,597
~ Designated at fair value through profit or loss —EEABBBRENARBATER 418 2,539 |
— At amortised cost —E KA 6,736 11,058 |
Deferred tax liabilities EERIEAE 310 399
Other accounts and provisions H BRI N E 6,036 5,919
Loan capital EEER 23,407 19,894
— Designated at fair value through profit or loss —EEABBBRARBATER 2,799 2,898
— At amortised cost — AN 20,608 16,996
Total Liabilities BERE 440,506 446,547
Share capital R 35,490 33,815
Reserves Gl 27,341 24,383
Total equity attributable to owners of the Bank BENA TR R ER AT 62,831 58,198
Additional equity instruments BINRATE 5,016 5,016
67,847 63,214
Total Equity and Liabilities MR R e B R 508,353 509,761

Approved and authorised for issue by the Board on 17th February, 2017.

Chairman and Chief Executive
Director

David LI Kwok-po
Winston LO Yau-lai

BEEN2017F2 817 B0k RIREREA -

FIEFRITBARE,
z2F

FEHH
ERE
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5. INTEREST INCOME FIE U A

B R ¥R AR BT RE (4R

2016 2015
Restated &
HK$ Mn BE BB  HKSMn BBEET
CONTINUING OPERATIONS RBEEES
Securities classified as held-to-maturity or SRR EI B A HERN
available-for-sale Bobs 2,603 2,458
Trading assets REAEEE 134 159
Financial assets designated at fair value through EBEABBIEZUARMATER
profit or loss TREE 129 141
Loans, deposits with banks and financial institutions, &3% + FERITAE 1 S BIMIERZR -
and trade bills PECES: 17,497 20,823
20,363 23,581

Included above is interest income accrued on impaired financial assets of HK$404
million (2015: HK$339 million) which includes interest income on unwinding of
discount on loan impairment losses of HK$ 144 million (2015: HK$110 million) (Note
29(b)) for the year ended 31st December, 2016.

Included within interest income is HK$20,396 million (2015 restated: HK$23,506
million), before hedging effect, for financial assets that are not recognised at fair
value through profit or loss.

For the transactions where interest rate risk is hedged, the periodic payments
and receipts arising from interest rate contracts which are qualifying hedging
instruments for or individually managed in conjunction with interest bearing
financial assets are first netted together and then combined with the interest
income from the corresponding financial assets.

. INTEREST EXPENSE #I8 % H

A EBEEHZE20165612 A31H ILFERES
FLE ER BT R B A14.0448 70 (20155 « 4
¥33918m) + B BEERERRERKZ
P F SR ABEE 1 44BTT (20154 : B
1.101878) (f5E29(b)) °

FERBIRLRER - RE R AT EERE
RIBENSAMEEZF BIA BHB%203.96
BIT(2015F &4R : B%235.06(87T) °

HEHRNEXRARHRZMNE @ FRTFES
MEEMNSRE AT AL AMERNHESS S
REEXRREENNESQOMELNERX
HRRA B LR  FREEAREREE
EERREIRAS B -

2016 2015
Restated E
HKS Mn B¥BEERT  HKSMn BEEET
CONTINUING OPERATIONS BEREEK
Customer deposits, deposits of banks and other BFEGER - ROREMSREE
financial institutions BER 7,887 10,085
Certificates of deposit and debt securities issued BENGERERELES
— at amortised cost —BESHROR 364 637
— designated at fair value through profit or loss —EERBABRNREATERE 236 263
Subordinated notes carried at amortised cost RE SR AT BRI R B R 776 650
Other borrowings HfER 2 17
9,265 11,652

Included within interest expense is HK$9,205 million (2015 restated: HK$11,641
million), before hedging effect, for financial liabilities that are not recognised at fair
value through profit or loss.

For the transactions where interest rate risk is hedged, the periodic payments
and receipts arising from interest rate contracts which are qualifying hedging
instruments for or individually managed in conjunction with interest bearing
financial liabilities are first netted together and then combined with the interest
expense from the corresponding financial liabilities.

ERBIELRER - RE R AT EERE
RBENSRBEZF ST L ABE 0518
JE(2015F &5 : BEE116.41187T) °

HREHRNEXRRHRHMNE @ FRFES
BMAGENSRE R T AL AMERNBESSS
AABEXFAEENNESNOMELNERX
HRRA B LR - FEEAHBRERAE
EERNMEXHA B -
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B R ¥R AR BT AL (4R

7. FEE AND COMMISSION INCOME FRIEER{HEUA

Fee and commission income arises from the following services:

RA TR H RS & RBE WA

2016 2015
Restated &
HKS Mn B¥EET  HKS Mn BEEET
CONTINUING OPERATIONS FELEEY
Credit cards EAF 1,003 947
Loans, overdrafts and guarantees B B RER 733 861
Trade finance BHRE 338 481
Other retail banking services HTERITRSG 324 353
Trust and other fiduciary activities ErEREMAIRER 241 187
Securities and brokerage FHRIEH 215 449
Others Hit 631 544
Total fee and commission income MR E KRS WAL 3,485 3,822
of which: Hep:
Net fee income, other than amounts included in
determining the effective interest rate, arising from  HIEFER Z G RIEE BB BER
financial assets or financial liabilities that are not ARBEAFEESR . SR EES
held for trading nor designated at fair value through ~ BIEFTES 2 FRIEE WA
profit or loss (TEERETERRA R 2 25) 2,612 2,931
Fee income MRIEE KA 3,485 3,822
Fee expenses MR &S (873) (891)
8. NET TRADING PROFITS X5 aFlF%8
2016 2015
Restated E3}
HKS Mn B¥EERT  HKSMn BREET
CONTINUING OPERATIONS FREEEXE)
Loss on dealing in foreign currencies and
funding swaps SV EE RIMER BB (230) (436)
(Loss)/Profit on trading securities RPAEFEH(ER),/REF (135) 63
Net gain on derivatives PTET B HEF 806 566
Dividend income from listed trading securities R5HRE LmEFRREKA 39 40
480 233
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9. NET RESULT FROM FINANCIAL INSTRUMENTS DESIGNATED AT FAIR VALUE THROUGH
PROFIT OR LOSS {EEABRBERUNMRAFEEESM T ANERIR

2016 2015
HK$ Mn B EHEERT  HKSMn BB EET
CONTINUING OPERATIONS REEEES
Revaluation (loss)/gain on debts issued EHEEITESE(EE) /BF (11 13
Profit on repurchase of debts issued BIFEE BT EK R A - 3
Revaluation loss on financial assets HheREEBE (84) (49)
Profit/(Loss) on sale of financial assets HESREERT(5E) 3 )
(92) (35)
10.NET HEDGING LOSS ¥/HE518 /548
2016 2015
HK$ Mn BEEERT  HKS Mn BEEET
CONTINUING OPERATIONS FHESE T
Fair value hedges NTEELR
— Net (loss)/gain on hedged items attributable — A BBRBEAIE R 2 ¥R ER
to the hedged risk EERF(ER) /&7 (435) A
— Net gain/(loss) on hedging instruments —AfEE R TAMFEF(FB) 413 (81)
(22) (10)

There was insignificant ineffectiveness recognised in the Group’s income statement
arising from cash flow hedge for the years 2016 and 2015.

R2016F % 20154 » AR REPATELEN
BEASERZRANERZERBHRTE
KHJ °
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11.NET INSURANCE REVENUE 1R FURA

2016 2015
HKS Mn B¥EERT  HKSMn BREET
CONTINUING OPERATIONS FHERE X
(@  Netinsurance revenue @@  REBREBFERA
Net interest income FER BUA 397 354
Net trading loss RoEEFEE (14) (12)
Net loss from financial instruments designated T AERRR U RN EE
at fair value through profit or loss SR T ERFEE (4) (5)
Net hedging loss HHEETE (3 ©)
Net insurance premium and other income (b) FRE R EMUA (b) 3,347 2,758
Other operating income RN 1 3
3,724 3,095
Net insurance claims and expenses (c) RS RIE RS2 HIFEE () (3,441) (2,833)
283 262
Operating expenses e (3) ©)
Impairment loss on available-for-sale
financial assets AftHEeREERERL (30) (60)
Net profit on sale of available-for-sale
financial assets HEAHNESREE Fail 165 173
415 372
(b)  Netinsurance premium and other income (b) FREREMEA
Gross insurance premium income REWAEE 3,417 2,958
Reinsurers’ share of gross insurance
premium income REWABE 2D RNE (70) (200)
3,347 2,758
(©  Netinsurance claims and expenses © RERREERIHFE
Claims, benefits and surrenders paid BENRE - flzmkRER 2,840 1,906
Movement in provisions EES B 466 848
3,306 2,754
Reinsurers’ share of claim, benefits and BERRE - F@mRRR2
surrenders paid DR (751) (50)
Reinsurers’ share of movement in provisions EEGEES 2 DROE 735 (5)
(16) (55)
3,290 2,699
Net insurance commission expenses RERAS S 1FEE 151 134
3,441 2,833
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12.OTHER OPERATING INCOME H{th4&& Uk A

2016 2015
Restated B
HKS Mn B¥EERT  HKSMn B EET
CONTINUING OPERATIONS FHERE X
Dividend income from available-for-sale
financial assets AHtHESMEERSKA
— listed —Ltm 18 16
— unlisted o Akl 18 22
Rental from safe deposit boxes RigFES WA 86 86
Rental income on properties MERSHA 205 221
Others Hfth 51 128
378 473
13.OPERATING EXPENSES &2 H
2016 2015
Restated &
HK$ Mn B EEBT  HKSMn B EET
CONTINUING OPERATIONS SBICE X
Contributions to defined contribution plan* ERMANESER
- Hong Kong —&8 150 150
— Outside Hong Kong —BBLAGN 336 335
Equity settled share-based payment expenses LARR D RERES NE B
(Note 42(f) (Hiz42(9) 35 22
Salaries and other staff costs He REMEITRA 4,193 4,211
Total staff costs RNk 4,714 4,718
Premises and equipment expenses excluding
depreciation TREMENMERRBZ L
— Rental of premises —WEHE 619 613
— Maintenance, repairs and others —RE - BIERHEAM 558 552
Total premises and equipment expenses PRI EMYEREE
excluding depreciation Pt 1,177 1,165
Depreciation on fixed assets BEEBERE 468 495
Amortisation of intangible assets (Note 34(b)) ERBERE (W F340) 32 32
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13.OPERATING EXPENSES (conTINUED) &% 3% HH (&)

2016 2015
Restated &
HKS Mn B¥EET  HKS Mn BEEET
Other operating expenses Hinig e
— Legal and professional fees —ERREERBGE 460 451
- Communications, stationery and printing — i@ - AR 285 331
— Stamp duty, overseas and PRC business taxes, —ENTERL  INR R E AR
and value added taxes EER - MIBER 268 642
— Advertising expenses —EEE 250 334
- Card related expenses —ERERRXH 171 150
- Business promotions and business travel — R R A ke 142 185
— Insurance expenses —RERE 64 55
— Membership fees -28% 18 16
- Audit fee** — 2 BRI £ 16 15
- Bank charges — R E 8 9
— Bank licence —RITERE 4 4
— Donations —BR 4 4
- Others —Hft 261 298
Total other operating expenses Hife e B 1,951 2,494
Total operating expenses*** e e+ 8,342 8,904
*  Forfeited contributions totalling HK$ 14 million (2015: HK$15 million) were utilised to * FERFRRM T B 1,400& T (2015
reduce the Group’s contribution during the year. There were no forfeited contributions F : B#1,5008 7T ) B % A ER L A K F iy
available for reducing future contributions at the year end (2015: Nil). GEFR o ORI AE A (] 150K i AT AR TERUAEC
A (20154 - f&) o
** | the audit fee on discontinued operations are included, the audit fee will be HK$20 ** INEIEE AR IFARE FE RS L BT & - 18
million (2015: HK$17 million). FlBH & 15 2 /278 82,0002 7T (20154 - B #
1,700&7T) °
*** Included in operating expenses are direct operating expenses of HK$10 million (2015: ek FEFRALE ST A AE A W am R E
HK$23 million) in respect of investment properties which generated rental income during YIFEFLHEEAE M - $88/3E81,000

the year. &L (20154 : }E#2,30087T) °
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14.IMPAIRMENT LOSSES ON LOANS AND RECEIVABLES & FEUBRIEREE %k

2016 2015
Restated R
HK$ Mn B EERT  HKSMn BEEET
CONTINUING OPERATIONS RECEER
Advances to customers BEE#XK
Individual impairment loss ERREEL
- new provisions — B 2,834 1,548
— releases — [l (409) (99)
— recoveries — e (66) (120)
2,359 1,329
Collective impairment loss HEDREELR
— New provisions — s 1,026 692
Net charge of loans impairment loss ERREBAHTE 3,385 2,021
Receivables FEURERIE
Individual impairment loss ERREEXR
— new provisions — S 83 13
— releases — [ # (5) @)
— recoveries — g (1) =
Net charge of receivables impairment loss PN AR TR B 18K 7 S AR 77 10
Net charge to income statement KR TR 3,462 2,031
15.NET PROFIT ON_SALE OF_AYAlLABLE-FOR—SALE FINANCIAL ASSETS
HEAHEEEREE 2 FnAl
2016 2015
HK$ Mn BE BB  HKSMn BBEET
CONTINUING OPERATIONS BECEES
Net revaluation gain transferred from reserves HiFRERNEERTFE
(Note 42(g)) (Hiat42(g) 136 327
Loss arising in current year FERNEENER (44) (70)
92 257
16.NET GAIN ON DISPOSAL OF FIXED ASSETS HEEEEE 2 FEF
2016 2015
Restated &%
HK$ Mn B EHERT  HKS Mn BB EET
CONTINUING OPERATIONS FHERE T
Net gain on disposal of investment properties HEREMEZFEF 144 =
Net gain on disposal of bank premises, furniture, HETIE - FA - BERREZ
fixtures and equipment FEF 715 110
859 110
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17.INCOME TAX Fr&%%

(a) Taxation in the consolidated income statement represents:

(a) FEWFHERAMNBIALE :

2016 2015
Restated E
HKS Mn B¥EET  HKS Mn BEEET
CONTINUING OPERATIONS SEISEER
Current tax — Hong Kong RERIE-BH
Tax for the year AEEFIE 687 740
Under-provision in respect of prior years AFERETR 36 32
723 772
Current tax - outside Hong Kong ANERFIE — BB AN
Tax for the year* REETIE* 1,026 583
Write back of over-provision in respect of prior years 14 E & @] ¢ B # (58) (65)
968 518
Deferred tax EIERTIE
Origination and reversal of temporary differences TR EENELRER (624) (241)
1,067 1,049

*  During the year, certain properties in Mainland China were disposed of, which resulted in
an impact of land value added tax and corporate income tax totalling HK$427 million.

The provision for Hong Kong profits tax is calculated at 16.5% (2015: 16.5%) of
the estimated assessable profits for the year.

Taxation for overseas branches and subsidiaries is charged at the appropriate
current rates of taxation ruling in the relevant countries.

(b) Reconciliation between tax expense and accounting profit at
applicable tax rates:

* FER HEE TR EMEL L
HIBEH R FFTFH AR R B 4.27 15

JT °

EBTIEHH R EAEE BT RERFE R
Fi%16.5%(2015%F : 16.5% )55 -

BINDIT I T B R R B R TR EAS & A
BRBATHEFE -

(b) BIEX HEEST BN REABEHE
B RVEIAR ¢

2016 2015
Restated E
HKS Mn B¥EET HKSMn BREET
Profit before tax PR3 Al A 4,592 6,385
Notional tax on profit before tax, calculated at
the rates applicable to profits in the tax RERBRRER 2 FIEH =
jurisdictions concerned RRTANG AT EE BETR 969 1,030
Tax effect of non-deductible expenses AR R a2 449 349
Tax effect of non-taxable revenue BERMBRANTIEZ 2 (308) (293)
Tax effect of tax losses not recognised RERHFRIBNHIETE 1 8
Recognition of deferred tax assets on prior year
tax losses AFEVERRARECEHELE (16) (14)
Write back of over-provision in respect of prior years 1 45 & /&8 %l i [2] (22) 33)
Others HAh (6) 2
Actual tax expense ERBIES L 1,067 1,049
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18.PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT AJ(RBANEE IR

A

The consolidated profit attributable to owners of the parent includes a profit of
HK$3,920 million (2015: HK$3,795 million) which has been dealt with in the
financial statements of the Bank.

Reconciliation of the above amount to the Bank’s profit for the year

A EBR AR ERRELA M EED AR
77 B 75 2% 9 B9 g A1) 7S 6 39.20 18 78 (2015

& - AB¥E37.95187T) ©

RTEERENE Et & 57 HiR

2016 2015
HK$ Mn B EERT  HKS Mn BB EET
Amount of consolidated profit attributable to equity & 5t ARTTEI 5K 2 Al G5B
holders dealt with in the Bank’s financial statements ~ ZR&EI&sE4RA Al 3,920 3,795
Final dividends from subsidiaries and associates
attributable to the profits of the previous REEFENBARREHEAR]
financial year and general reserves, AR — MR RERE
approved and paid during the year 7 G 8 AR fE R EE 933 176
Bank's profit for the year RTEE N A 4,853 3,971
19.DIVIDENDS B2
(a) Dividends attributable to the year (a) EBAFERE
2016 2015
HKS Mn B¥EERT  HKSMn B EET
Interim dividend declared and paid of BEEMERERZNHERET
HK$0.28 per share on 2,684 million shares 26 8418 R G EH0.287T
(2015: HK$0.38 per share on 2,617 million (20154 : 261 7B BB
shares) (Note 42())) 0.387T) (Afzt42() 751 994
Second interim dividend paid in respect of the
previous financial year on shares issued under EXNEREHER PR EART
the share option schemes subsequent to the end REBEE L E L B AIREE
of the reporting period and before the close of REETEIBTRNEBLFEER
the Register of Members of the Bank, of 050 E R HR R
HK$0.50 per share (2015: HK$0.68 per share) (20155 : HiR#EE0.687T) - 1
Second interim dividend of HK$0.28 per share EZRFHEIR B F27.03E 8%
on 2,703 million shares (2015: HK$0.50 FHER0.2870(2015%F ¢
per share on 2,641 million shares) 26 41{E R B %0.507T) 757 1,320
1,508 2,315

The total dividends attributable to the year is HK$0.56 per share (2015: HK$0.88
per share). The second interim dividend has not been recognised as a liability at the
end of the reporting period.

EBAFERS ATRB0.567T (20154 :
FRAR0.887T) - RIREHBERBZEZIR
FEIRR B AR ABARE -
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19.DIVIDENDS (conTINUED) % B (&

(b) Dividends attributable to the previous financial year, approved and
paid during the year

Second interim dividend in respect of the previous
financial year, approved and paid during the year, & A& R F26.41 BREFK
&

of HK$0.50 per share on 2,641 million shares 710,500 (20155 : 23.47{2 8%
(2015: HK$0.68 per share on 2,347 million shares) BB #0.687T) 8 L FEEE — X
(Note 42(i)) HHEAR . (BTaE42()

(b) REERERZNBLFERS

2016 2015
HKS Mn BEEERT  HKS Mn BEEET

1,320 1,597

(c) Distribution to holders of Hybrid/Additional Tier 1 capital

(0 KBETFRE MI—REXTARE

instruments A
2016 2015
HKS Mn B¥EET  HKSMn BREET
Interest paid or payable on the Hybrid Tier 1 EffSENTREE—REATA
capital instruments (Note 42(j)) BB AR E (A at423)) 21 320
Amount paid on the Additional Tier 1 ENFEI—BERTAM
capital instruments (Note 42(j)) FOA(HE420)) 278 -
489 320

20.EARNINGS PER SHARE EiZF|

(a) Basic earnings per share

The calculation of basic earnings per share is based on the consolidated profit
for the year and profit from continuing operations attributable to owners of the
parent of HK$3,228 million and HK$3,010 million (2015: HK$4,991 million and
HK$4,774 million) respectively after the distribution of HK$489 million (2015:
HK$320 million) to Hybrid/Additional Tier 1 issue holders and deduction of HK$6
million (2015: HK$211 million) premium paid to partial bought back/redemption
of Hybrid Tier 1 capital instruments, and on the weighted average of 2,678 million
(2015: 2,561 million) ordinary shares outstanding during the year, calculated as
follows:

(a) BIREARER
FRENEFRBEHRIKE TES H
&\\fﬁﬁKIﬁ%ﬁ/\;\%ﬁMs&;w (2015

| B H53.2018 ) RE BRI (N R {EEfE
/E Bl RE — R EA T ARREBE600
B (20155 : BE2 1B B2 FEEREG
AR RREFELEEL 2 A SBNANE
ERFET - DB REEE32.28F T R
30.101870 (20154F : #&¥49.9118 T KB
47.74B70) R FEANE BITERAR G &N
F158026.78(8R% (20154 :25.6118M%)5tE -

Weighted average number of ordinary shares BB B I TS B
2016 2015
Number of shares Number of shares
R EE RiDEE
Mn B8 Mn B8
Issued ordinary shares at 1st January M ATEMEETEER 2,641 2,347
Effect of subscription of new shares REMBROTZ - 171
Effect of share options exercised and shares issued Efﬂiiﬂﬂx%&%%ﬁ%%ﬁ
in lieu of dividends FRmEE 37 43
Weighted average number of ordinary shares
at 31st December 12731 B ZERG HMETHE 2,678 2,561
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(b) Diluted earnings per share

The calculation of diluted earnings per share is based on the consolidated profit for
the year and profit from continuing operations attributable to owners of the parent
of HK$3,228 million and HK$3,010 million (2015: HK$4,991 million and HK$4,774
million) respectively after the distribution of HK$489 million (2015: HK$320
million) to Hybrid/Additional Tier 1 issue holders and deduction of HK$6 million
(2015: HK$211 million) premium paid to partial bought back/redemption of Hybrid
Tier 1 capital instruments, and on 2,678 million (2015: 2,561 million) ordinary
shares, being the weighted average number of ordinary shares outstanding during
the year, adjusted for the effects of all dilutive potential shares.

Weighted average number of ordinary shares (diluted)

B R ¥R AR BT RE (4R

(b) BEREBHRF

BREERFTIRBEHRRE TRE 5
IN—MBARTAFA ABE4.89187T (2015
&+ B¥E3.201870) RE MK AT A ER
S REEERE — A AT AR HEHEE600
EIT(2015% : BEE211ET) B2 FEENE
B RREFBEEEEBZAIBBERAS
ERRFEHEF - DRI RBE32.28F T KA
30.10187C (20154 : ##49.91E L kB!
47 741870) RBEFE N A BB E R
L)L IAIRIE L F RS L 6L @R G K N
F52026.78(8R% (20154 :25.611B%)aTE °

BB B0 AT ()

2016 2015
Number of shares Number of shares
BRDEE Ring 8
Mn 5& Mn BE
Weighted average number of ordinary shares
at 31st December 12 A31 B E @R #9 T E 2,678 2,561
Effect of deemed issue of ordinary shares under the  RERIZAIIE BB/ TETHER
Bank's share option schemes for nil consideration R ER D 2 2 - =
Weighted average number of ordinary shares W12 A31BE @R M
(diluted) at 31st December METHE () 2,678 2,561
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21.DIRECTORS’ REMUNERATION ==&

Directors’ remuneration disclosed pursuant to section 383(1) of the Companies RIECR AMERRINE383 (NERRK R A (HEE
Ordinance and Part 2 of the Companies (Disclosure of Information about Benefits SHmERDRADE2HM 2z AEREEEHE
of Directors) Regulation is as follows: W
Salaries,
allowances Retirement
Directors’  and benefits  Discretionary Share scheme 2016
fees in kind bonuses options  contributions Total
e 2R RIK
ne RENRE MiBHEA AR HE 5 #gm
HKS Mn HKS$ Mn HKS$ Mn HKS Mn HKS$ Mn HK$ Mn

BEEET BEEET BEEET BEEER BEEET BEEET
Chairman and Chief Executive ~ ERTHAS

Dr. the Hon. Sir David LI Kwok-po  ZEIES+ 0.6 10.7 5.5 1.3 1.0 29.1
Executive Directors and HTESHRE

Deputy Chief Executives THEE
Mr. Adrian David LI Man-kiu FRIEBAE 03 39 12 37 03 9.4
Mr. Brian David LI Man-bun FRUSLE 03 39 12 37 03 9.4
Non-executive Directors FHTES
Prof. Arthur LI Kwok-cheung TEEHE 0.4 - - - - 04
Mr. Aubrey LI Kwok-sing EELE 0.5 - - - - 0.5
Mr. Eric LI Fook-chuen FREEE 0.1 - - - - 0.1
Mr. Stephen Charles LI Kwok-sze ~ ZBif-25 4 03 - - - - 03
Dr. Isidro FAINE CASAS SRERL 04 - . , B} 04
Dr. Peter LEE Ka-kit AR EHEL 0.3 - - - _ 03
Mr. Masayuki OKU RIEZ%HE 0.3 - - - - 03

Independent Non-executive

Directors BUFHTES
Dr. Allan WONG Chi-yun BETMEL 0.7 - - - - 0.7
Mr. WONG Chung-hin HBEBLE 0.1 - - - - 0.1
Mr. Winston LO Yau-lai BRETE 0.7 - - - - 0.7
Tan Sri Dr. KHOO Kay-peng e mET 0.1 - - - - 0.1
Mr. Richard LI Tzar-kai B E A 0.3 - - - - 03
Mr. Kenneth LO Chin-ming ERSORA S A 0.5 - - - _ 0.5
Mr. William DOO Wai-hoi MEEEE 0.4 - - - - 0.4
Mr. KUOK Khoon-ean DHBERE 0.4 - - - - 0.4
Mr. Valiant CHEUNG Kin-piu REREE 0.6 - - - - 0.6
Dr. Daryl NG Win-kong =KNEEL 0.5 - - - - 0.5
Dr. the Hon. Rita FAN HSU Lai-tai B4 B&REL 03 - - - - 0.3
Mr. Meocre LI Kwok-wing FEKTE 0.2 - - - - 0.2

8.3 18.5 7.9 18.7 1.6 55.0
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kR ESNEEAC D)

Salaries,
allowances Retirement
Directors’ and benefits  Discretionary Share scheme 2015
fees in kind bonuses options  contributions Total
e 2 RN
e REME BB R PRI Faed]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

AEEET BEEET BEEET BEEET BEEET BEEET
Chairman and Chief Executive ~ FERTHAR

Dr. the Hon. Sir David LI Kwok-po  ZHIE5+ 08 10.6 8.1 7.5 1.0 28.0
Executive Directors and YITESRE

Deputy Chief Executives THEE,
Mr. Adrian David LI Man-kiu FREBRE 03 38 1.8 24 04 8.7
Mr. Brian David LI Man-bun FRUSLE 03 38 18 24 0.4 8.7
Non-executive Directors FHTES
Prof. Arthur LI Kwok-cheung TR EHF 0.4 - - - - 04
Mr. Aubrey LI Kwok-sing ZEE KRG 0.5 - - - - 0.5
Mr. Eric LI Fook-chuen FREKE 0.5 - - - - 0.5
Mr. Stephen Charles LI Kwok-sze ~ Z5E-48 4 03 - - - - 03
Dr. Isidro FAINE CASAS BREEL 04 = = = - 0.4
Dr. Peter LEE Ka-kit FREET 03 - - - - 03
Mr. Masayuki OKU RIE2EE 0.1 - - - - 0.1

Independent Non-executive

Directors BYFHTES
Dr. Allan WONG Chi-yun BEFMEL 0.6 - = = - 06
Mr. WONG Chung-hin EEELE 0.4 - = = - 04
Mr. Winston LO Yau-lai BRERAE 0.7 - = = - 07
Tan Sri Dr. KHOO Kay-peng BB pEREL 0.4 = - - - 04
Mr. Richard LI Tzar-kai R E L 03 - - - _ 0.3
Mr. Kenneth LO Chin-ming ERSSRR ST A 0.5 _ _ _ _ 05
Mr. William DOO Wai-hoi HEISELE 0.4 - - _ _ 0.4
Mr. KUOK Khoon-ean BIEEE 0.4 - _ . _ 0.4
Mr. Valiant CHEUNG Kin-piu REERE 0.8 - - _ _ 0.8
Dr. Daryl NG Win-kong BB 0.2 - - _ _ 0.2
8.6 18.2 1.7 12.3 1.8 52.6
Included in the above remuneration were share options granted to Executive LS BERITESRERTHEERR
Director under the Bank'’s Staff Share Option Schemes. The details of these benefits STEIER TRRE - BELSEY RS
in kind are disclosed under the paragraph “Information on Share Options” in the BHERESFSHREENRREER | RERIE

Report of the Directors and Note 39. MiEE39/A ©
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22.FIVE TOP-PAID EMPLOYEES 5&H Bl m = ES

2016 2015

HKS Mn B EERT  HKS Mn BEEETT

Salaries and other emoluments HekEMHe 28 29
Performance-related bonuses RIEEBNTEAL 10 15
Share options BRI 26 17
Pension contributions BRSH 3 2

67 63

The remuneration of the five top-paid employees is within the following bands:

HKS AT

8,500,001 — 9,000,000
9,000,001 - 9,500,000
28,000,001 — 28,500,000
29,000,001 — 29,500,000

SEFMREMNESNSEBEMT

2016 2015
Number of Number of
Employees Employees

BEEAY EEAZ
- 3
4 1
- 1
1 —

Included in the emoluments of the five top-paid employees were the emoluments
of 3 (2015: 3) Directors and 2 (2015: 2) senior management members. Their
director’'s emoluments have been included in Note 21 above.

23.SEGMENT REPORTING 7 Zp¥is

5 FB R B S T B E3M (20155 3(7)
BER26I(2015%F : 260) S EEIEAE ° )
FNESMEE BER ERME21A -

The Group manages its businesses by divisions, which are organised by a mixture
of both business lines and geography. In a manner consistent with the way in
which information is reported internally to the Group’s Senior Management for
the purposes of resource allocation and performance assessment, the Group has
presented the following nine reportable segments. No operating segments have
been aggregated to form the following reportable segments.

(a) Business segments
The Group has identified the following nine reportable segments.

Personal banking, which includes branch operations, personal internet banking,
consumer finance, property loans and credit card business in Hong Kong.
Corporate banking, which includes corporate lending and loan syndication, asset

based lending, commercial lending and securities lending in Hong Kong.

Treasury markets, which include treasury operations and securities dealing in Hong
Kong.

(a)

AEBZDREREEY - Mo AMES
KR SR © 5 78 A £ 51 3R 22 A ER
BTAKENSEEEABERERSE K
REFZH TR —EH - REBEIIHAT
NERTESR S EB o LED FILARBIFEAT
BRI E RS EBA o

BRoE
AEEEHBA TN ETERS B -
EARTREEEEZHTEE  AAET
BIRIBAT  HBREL  RBERREARE
¥ o

TCERTEEAEEBZLEBERRER

METSBEERE L MEEERESEE
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Wealth management, which includes private banking business and related assets
in Hong Kong.

Financial institutions, which includes trade financing activities with correspondent
banks in Hong Kong.

Other Hong Kong banking operations, which mainly include insurance business,
trust business, securities & futures broking, money lender activities and corporate
financial advisory in Hong Kong.

China operations mainly include the back office unit for China operations in Hong
Kong, all branches, subsidiaries and associates operated in China, except those
subsidiaries carrying out corporate services, data processing and other back office
operations in China.

Overseas operations include the back office unit for overseas banking operations in
Hong Kong, all branches, subsidiaries and associates operated in overseas, except
those subsidiaries carrying out corporate services in overseas.

Corporate services include company secretarial services, share registration and
business services, and offshore corporate and trust services.

Other businesses include property-related business, supporting units of Hong
Kong operations, investment properties, bank premises, the net results of other
subsidiaries in Hong Kong except for those subsidiaries which are included in other
Hong Kong banking operations.

For the purposes of assessing segment performance and allocating resources
between segments, the Group’s Senior Management monitors the results, assets
and liabilities attributable to each reportable segment on the following bases:

Segment assets include all tangible assets, intangible assets and financial assets
with the exception of interests in associates, deferred tax assets and other
corporate assets. Segment liabilities include deposits, financial liabilities and other
liabilities attributable to the individual segments.

Revenue and expenses are allocated to the reportable segments with reference
to interest and fee and commission income generated by those segments and
the expenses incurred by those segments or which otherwise arise from the
depreciation or amortisation of assets attributable to those segments. Segment
revenue and expenses do not include the Group's share of revenue and expenses
arising from the activities of the Group’s associates. Other than reporting inter-
segment income, assistance provided by one segment to another, including sharing
of assets, is not measured.

In addition to receiving segment information concerning profit before taxation,
management is provided with segment information concerning revenue
(including inter-segment lending), interest expense, depreciation, amortisation
and impairment losses and additions to non-current segment assets used by the
segments in their operations.

B R ¥R AR BT RE (4R

MEEREERRETETEZAARITER
MIHEEE -

CREBEEBEETBZEHRAERMNRITR
BIRERESFER

HhBBRITEB I EZRRBETBZRME
% EFEED  BFRHELLRL HEAX
T R B TS A 7

PEXBEEERERTEXERTERBENR
YEM - MAETELENSTT  HEAF
NEtE AR ETBEETHEECERYE
MEREEE R AR SIRZHMBAT] -

B EBERETSRBRBRITEBNER
HEMN - MAEBIMEENSTT  MEBAF
KEE QTR BETERBRESINMSECERE
ZIBRE]

CERBEREARMERY  REELRE
R - URBEFEEREFERE -

Hih X B R ERBNER  BEXK
ZREEBEM  KEME TUHREFEZE
B A M FE (B D BRAERMEBIRT
EBRHBAR)

EHEDBERBERSED SBENERE - &£
BHREEEASRBIATELSZARE
RE—AEROB2EE  BENRAR:

DHMEERREMBENEE  BVEERS
BEEME QR ZESRIN) BEHEBEE
EREMEREE - DHEEREFH - &
BaERARBNERN D BOEMEE -

WA B 37 12 B B 23 BB AT EE AR A0 A B R AR 75
ERMNAEWA - REAED 5 B H
LA FEBN B D RPEL 2 ESEHR S
[ R L AN B e N R
SEZEERRIREEFTE LS KBRS 2
A o BRERD AR BAN - A—5
BREBS TR — 0% BESIZEE I
REtEER e

BB BB AN D AR - BED
BRA(BEDBREZEZT) - FEH - 4
B BEMREREIMERT I MEEZHE
RBDREENIEESENTRETEEE -
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23.SEGMENT REPORTING (CONTINUED) 2 BR¥R & (4)

(a) Business segments (continued) (a) ZEDEB(E)
2016
Hong Kong banking operations
BRRIER

Corporate Total Inter-

Personal  Corporate ~ Treasury ~ Wealth  Financial China  Overseas  services reportable segment

banking  banking  markets management institutions  Others operations ~operations (Note) ~ segments  Others  elimination Total
bERE  TER yii:P2

BART 0REG  HETE  HEEER  SRER b 4EER  EREE (7))  AD4E i RAEH 45
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn

AMEEL RREAT AWEET AMAEET RMDET AWREn RMAERn RMEET ANREn RNEAT ANEER AMAER RNEER

CONTINUNG OPERATIONS  s##B#i
Net interest incomefexpense) —~ #HISMA/(H) 2,864 2120 (29 348 19 268 4109 1292 - 10,791 308 1 1,09
Non-interest income FHIBMA 849 38 76 [t} 15 625 830 159 - 3315 81 (354) 3,752
Operating income: TN 3113 2,448 (153) 9 34 893 4,939 1451 - 14,116 1,089 (355 14850
Operating expenses e (1873) (197) (134) (196) (12) (521) (3,402) (469) - (6,304) (1,893) 355 (8.342)
Operating profitloss) before ~ AHRERKZ

impairment losses gt/ (5E) 180 25 (287) 595 n m 1537 92 - 131 (804) - 6508
(Charge forWiite back of BN RAENEE

mpaiment losses onloans 451X

and receivables (3t38)/ R (230 (306) 1 ] - @ (85 (83) - (346 - - (34
Impaiiment losses on avalable- 4 E4RARE

for-sale finandial asets AR - - - - - U] - - - U] - - (1)
Operating profitloss)after BB HERAEZ

impairment losses BT/ (BE) 160 1945 (286) 593 2 w12 899 - 3 (804) - 305
Profit(Loss) on sale of fixed HEFTEE

assets, held-to-maturity HEEEEE

investments, avallbleforsdle  FHHESREAE

financil assets and REEEEAES

repurchase of deb isued i/ (BB) n) 16 68 - - 1 889 6] - 955 - - 955
ProfitLoss) on sale of HELERRIRE

diposal qroups and assets ~ {EHEBE 2

held for sale /(B8 - - - - - - U - - U 106 - 9
Valuation gains on investment

properties EfRENZER - - - - - - - 1 - 1 61 - &
Shareof profts esslosses  FBIEEEER AR

of associates HEE - - - - - 1) 1 91 - 81 - - 31
Profit(Loss) before taxation BiEr/ (BR) 1,597 1,961 (218) 593 /] 344 (255) 1,185 - 5229 (637) - 4,592
Depreciaton for the year ERRE (59) (1) (6) () - (17) (213) (20) - (318) (150) - (468)
Seqment assets APEE BT 150132 M99 236 8207 1853 298864 89,389 - snse| 11255 (126d2) 757,189
Investments in associates BELARE - - - - - 1] 1,166 4,79 - 6,01 - - 6011
Other assets EfrEE

- Assets held for sale -BEIRIEEE - - - - - - 251 3 2,205 2,495 1 - 2506
Total assets EEEE 73887 150132 149,947 3,621 8,207 18572 300281 94,224 2,205 | 821,082 17,266 (12,642) 765,106
Seqment liabilties HHAE 291,835 m 62,725 21,308 6 1475 252,746 78,074 - Taam 2,066 (d5,794) 678,644
Other abltes EfiBE

~Ligbiltes held for sale - RE[EEAR - - - - - - 1] - 35 06 - - 06
Total liabilties BEEE 291,835 m 62,725 21,308 6 1475 252,781 78,074 385 | 722,79 2066 (45,79) 679,070
Capital expenditure incurred

during the year ERMERRR 100 1 30 4 - /] 7 B 0 307 141 - I
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2015 Restated £57
Hong Kong banking operations
BERRR
Corporate Total Inter-
Personal ~ Comporate  Treasury ~ Weath  Financil China  Overseas  Senvices  reportable seqment
banking  banking  markets management  insttutions Others  operations ~ aperations (Note)  seqments Others  elimination Total
C2fhE  WER AL

AR REBf WEWG  MEER  SERE i hERE  ERER () HPeE i RHHH 8
HKSMn HKSMn HKSMn HKSMn  HKSMn HKSMn HKSMn o HKSMn HKSMn HKSMn HKSMn HKSMn o HKSMn
HEAET RMEET A¥EEn ALAEn AMEEn AMEEn AEEn AMEEn BEEEn ABEEn AMEEn A¥EEn BEEER

CONTINUNG OPERATIONS ~ 1éEi@ 2%

Net interestincomeflexpense) ~ EHS A /(8) 6% 280 ) 37 5 M4 1M - 158 - 19
Non-interest incomel(expense) ~ SERIEIRA /(i) 819 526 (413) 457 17 737 1,254 160 - 3557 It 3) 3938
Operating income 0N 3513 291 (439) 79 69 1049 609 13 -l 1538 901 (36) 1587
Operating expenses gvt (1,823) (216) (140) (197) (13 636 (394 (465) S| g (1850) %0 B9

Operating profitfloss) before ~ FABHERRZ
impairment loses e/ (58) 160 2760 (575) 597 5 M3 05 %7 -l 79 (949) 0 6%

(Charge for)Write back of SRS
mpaiment lossesonloans ~ EEERR

and recelvables (3%)/08 (128) (110) = 0 = (56 (1704 29 - Q0 5 - emy
Impairment losses on avallble-  FIHiES AR
for-sale financial assets REX = = (15) = - @) - - - (1) N - Ll

Operating profitloss) after ~ BABHERXEZ
impairment losses R/ (BE) 1562 2,651 (590) 588 5% 3% 401 838 - 5861 (944) Q) 4915

Proftloss) onsaleof fied  HEEREE
assets, oans and receivable, B RAEMERE -
held-to-maturiy investments ~ HEHHRER
and avalable-forsale e cRERE

financial asets i/ (B8) 2 1 9 - - 9 151 - - 25 116 - 368
Valuation gains on investment

propertes BERENZEA = - - - - - - 49 - 4 497 - 54
Share of profits lss losses ElERENTRR

of associates HER = = - - - B) 182 377 - 556 = = 556
Profit{Loss) before tatation BHEER/(BB) 1,560 2,652 (497) 588 5 361 734 1,264 - 6,718 (331) Q) 6,385
Depreciation for the year ERENNE (61) ) 0 0) - (25 (231) (18) - (34) (13) = (495)
Seqment assets ivEE 68719 142,731 165,533 25,627 702 17585 320993 88,061 2269 | 838540 17912 (81,806) 774,646
Investments in associates BENARE = - - - - 50 1,102 4591 20 5,763 = = 5763
Other assets AEE

- Assets held for sale -EEELEEE - - - - - 646 27 2 - 955 - - 955
Total assets BEGE 08719 142,731 165,533 25621 7022 18281 322382 92,674 2089 845258 17912 (81,806) 781,364
Segment liabiities HiaE 219214 1,124 80,117 21436 6 13821 275,702 71,01 405 | 748,842 2,148 (55492) 695,498
Other liablies AfpgR

- Libilfes held for sale —HEfFLERR - - - - - 131 9% - - 25 - - 25
Total liabiities Bz 219214 1124 80,117 21436 6 13958 275,79 71,01 405 | 749,067 2,148 (55492) 695723

Capital expenditure incurred
during the year EENERRAY 48 - 1 - - 16 154 14 131 365 104 - 469




206 | The Bank of East Asia, Limited | Annual Report 2016

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
kR E SN EAED)

23.SEGMENT REPORTING (CONTINUED) 7 2BER% (4

il

%)

3

(a) EHEDEB(E)
Kt : 2016410 F5H » B iRiTHR A Al -~ #

(a) Business segments (continued)
Note: On 5th October, 2016, the Bank, NWS Holdings Limited and East Asia Secretaries (BVI)

Limited (“East Asia Secretaries”) entered into a share purchase agreement with Trivium
Investment Limited (“Trivium”), a company which is wholly owned and controlled by
Permira funds, for the sale of all the issued shares of Tricor Holdings Limited (“Tricor”)
held by East Asia Secretaries to Trivium (the “Disposal”). The Bank expects the
completion of the Disposal to occur during the first quarter of 2017. In accordance with
HKFRS 5 — Non-current Assets Held for Sale and Discontinued Operations, the Group
is required to report Tricor Group’s operating results for the year of 2016 separately
as discontinued operations in the consolidated income statement with comparative
information re-presented. Tricor Group’s assets and liabilities as at 31st December, 2016
are presented separately as assets held for sale and liabilities held for sale respectively
in the consolidated financial statements. Restatement of assets and liabilities as at 31st
December, 2015 is not required.

BIEE B AR A] KEast Asia Secretaries
(BVI) Limited([East Asia Secretaries )£
Trivium Investment Limited([ Trivium.|) & &T
T —REER 7 a% - Triviums#Permira
funds 2 EHA RIF#IZ 2E] - HERA
East Asia Secretaries#¥# #Tricor Holdings
Limited([ 1 ) B2 8B #7117 ([HE
RE]) o KT ZIHEX ZHEER2017
FEFTHK o RIE(E B HREERIDE
SHEFEHEFRBEER BRI LR
Bl AEBARGE R KPS EIEE
E2016 F A8 &34 20 BE I AE & ¥

7% AR AR I IEEE RS - 21E
EER20165 12 H31 A EER B (B
BHBRERRFP D FIA G EIEH EEERK
BIEHERESIR - 2015412 531 HHE
EREEHAES

(b) HED B
ZwES B ERBRBEARREFEALH
BAEARZERBIARTZOTNERELHR
R, - RIREM B A RN R EL 2 EE
BRI RS R PR T AR5

(b) Geographical segments
The information concerning geographical analysis has been classified by the
location of the principal operations of the entities and branches of the Bank
responsible for reporting the results or booking the assets, or by the location where
the subsidiaries or business units with special risks associated with operations.

2016

People’s Inter-

Republicof  Other Asian segment
Hong Kong China Countries Others  elimination Total

HE Httr B2
s ARSAME  THEX B RBER 8y
HKS$ Mn HKS Mn HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn
B¥EER B¥EER  B%EExT  BWMEEn  EMBEER  B¥EER

Operating income R A

(from continuing operations) (REFELEES) 8,542 5,163 482 1,018 (355) 14,850
Profit/(loss) before taxation BRBATER/ (F8)

(from continuing operations) (RERBECEER) 3,438 (95) 501 748 - 4,592
Total assets BEAE 462,398 285,512 35,992 55,357 (73,553) 765,706
Total liabilities B 393,799 252,806 29,377 49,117 (46,029) 679,070
Contingent liabilities and

commitments AR B 82,323 123,166 3,718 9,046 - 218,253
Capital expenditure during

the year FENERRZ 300 93 13 42 - 448
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2015 Restated E3§
People’s Inter-
Republic of Other Asian segment
Hong Kong China Countries Others elimination Total
i Hth A
BB ARHEAE TNER Hth RHEH ot
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEREL BERET BERET BEEET BEEET BERET
Operating income EERA
(from continuing operations) (REBEREE) 8,562 6,288 548 831 (362) 15,867
Profit before taxation BB RS A
(from continuing operations) (REBERQEER) 4305 754 628 700 ) 6,385
Total assets BELE 465,519 308,726 40,885 48,776 (82,542) 781,364
Total liabilities aELE 398,241 275,804 34,678 42,820 (55,820) 695,723
Contingent liabilities and
commitments SR ERASE 70,449 159,151 4,450 8,430 - 242,480
Capital expenditure during
the year EENEREX 182 164 117 6 = 469

24.CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (Note 47(b))
RERARTME S REB ST (HEE47(b))

2016 2015

Restated %

HK$ Mn B EET  HKSMn BB EET

Cash in hand Be 1,306 1,379

Balances with central banks HERRIBITHET 56,543 60,265
Balances with banks and other TESRITRE At & BB )

financial institutions ey 7,871 7,478

65,720 69,122
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B R ¥R AR BT AL (4R

25.PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (Note 47(b))
FEIRIT R AL S BB R 17 7R (FEE47 (b))

2016 2015
HK$ Mn B¥EERT  HKSMn B EET
Placements with banks and authorised TERIT R A S RER
institutions pex Y 44,052 80,828
Placements with central banks TP RERFTHIFF K - -
44,052 80,828
Maturing S HREAR
— within one month —1MEAR 36,511 62,384
— between one month and one year —1EAZIFR 7,541 18,444
44,052 80,828
26.TRADE BILLS E3 Zi&
2016 2015
HK$ Mn B¥EET  HKSMn B EET
Gross trade bills B 5EBRE 11,940 19,533
Less: Individual impairment allowance B BRIRE %R (1) (1)
11,939 19,532
Movement of individual impairment allowance ERLREERENEE)
2016 2015
HKS Mn B8 EERT  HKSMn BEEET
At 1st January M1A1H 1 4
Amounts written off MisHzE - ®3)

At 31st December

M2 A31H

1
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27.TRADING ASSETS X ZEFHREE

2016 2015
HKS Mn BEEERT  HKSMn BEEHET

Treasury bills (including Exchange Fund Bills) BlE &R (BEINEESRE)

(Note 47(b)) (Hizt47(b)) 1,034 1,178
Certificates of deposits held (Note 47(b)) R AN HRE (HF47b)) 431 1,192
Debt securities (Note 47(b)) BB ESR(Mi747(b) 1,663 1,620
Equity securities i S 1,276 1,345

4,404 5,335
Issued by: BITHEHE

Central governments and central banks R R ERTT 1,046 1,189

Public sector entities N3 6 8

Banks and other financial institutions RATRE M S B 1,320 2,768

Corporate entities TEERE 2,003 1,370

Other entities HinEeE 29 -

4,404 5,335
Analysed by place of listing: 2 ETER AT -

Debt securities B%ESR
Listed in Hong Kong E&ALT 12 1"
Listed outside Hong Kong EBBIMEE ET 756 25
768 36
Unlisted JEEH 2,360 3,954
3,128 3,990

Equity securities Rt ES
Listed in Hong Kong EEB LM 1,100 1,124
Listed outside Hong Kong FEBBAIMER EH 176 221
1,276 1,345

4,404 5335
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28.FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS

EEABEEmURRATEENEHEE

2016 2015
HKS Mn B¥EERT  HKSMn BREET
Certificates of deposit held (Note 47(b)) FENEREH7470)) - 476
Debt securities (Note 47(b)) BB S (W i247(b)) 3,330 3,410
Equity securities [&tn 55 2= 155 326
Investment funds REES 69 124
3,554 4,336
Issued by: BITHS
Central governments and central banks R AR R ER AT 169 90
Banks and other financial institutions RITRE M B 1,260 2,012
Corporate entities TEER 2,056 2,110
Other entities HimE s 69 124
3,554 4,336
Analysed by place of listing: 2 W ST
Debt securities BB ES
Listed in Hong Kong EBRA LT 898 797
Listed outside Hong Kong FEEBAIMEE ET 1,036 1,589
1,934 2,386
Unlisted JE LT 1,396 1,500
3,330 3,886
Equity securities IRt %
Listed in Hong Kong EEE LT 43 116
Listed outside Hong Kong EEBIMEE T 107 210
155 326
Investment funds KERES
Listed in Hong Kong EEBEm 2 20
Listed outside Hong Kong EBEBIMEE T 7 15
9 35
Unlisted FEET 60 89
69 124
3,554 4,336
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29. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS EF &3 &k HAibBRIE

(a) Advances to customers and other accounts (a) BEFEF K HABRIE
2016 2015
HKS Mn BEEERT  HKSMn BB EEL
(i) Advances to customers () BE#EHK 454,242 441,506
Less: Impairment allowances W OREER
— Individual —{E (1,715) (1,021)
— Collective — B (2,082) (1,360)
450,445 439,125
(i) Other accounts (i) EAERIE
Advances to banks and other financial institutions RITRE A S BB R - 31
Less: Impairment allowances o ORELERE
— Individual —{E5I - (1)
- 30
Notes and bonds (Note 47(b)) & (f1:F47b) - 1
Accrued interest FESHFE 2,247 2,635
Customer liabilities under acceptances EAEEFEE 25,084 20,602
Other accounts HibARIE 9,324 9,778
36,655 33,016
Less: Impairment allowances o RELER
— Individual —{EIA (85) (19)
— Collective — B (1) (19)
36,569 32,978
(iii) Assets held for sale (Note 56) (i) FEELEEEH7256) 2,506 955

489,520 473,088
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29. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) 25 A Fh N H AthBR1E (@)

(b) Impairment allowances against advances and other accounts (b) BF N HAbERTE 2 REZEE

2016
Advances to customers Advances to banks Other accounts Total
BFER RITBH HfbiRE Az
Individual  Collective Individual ~ Collective Individual ~ Collective Individual  Collective
] 22 7] 22 ] 22 %] 2g
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
E¥EET EWEEn EWEEn EMEEn EMEEn EMEEn  EMEEn  B¥EEn
At 1st January RA1H 1,021 1,360 1 - 19 19 1,04 1379
New provisions charged to income statement WRRAT R ER 2,834 1,026 - - 103 - 2,937 1,026
Net provisions released back to income statement ~ BEMERNEEEE (331) - (1) - 0] (13) (341) (13)
Amounts written off iR (1,588) (202) - - @ - (1.591) (202)
Recoveries et 66 - - - 1 - 67 -
Effect of discounting (Note §) SEE A W) (149) - - - - - (144) -
Transfer to asset dassified as assets held for sl EZHEAREFHELE
(Note 56) (Hiits6) - (1) - - (25) (6) (25) m
Exchange adjustments ERBE (143) (101) - - (1) 1 (144) (100)
At 315t December #M2A31A 1,715 2,082 - - 85 1 1,800 2,083
2015
Advances to customers Advances to banks Other accounts Total
RFHH R AR %
Individual ~ Collective ~ Individual ~ Collective ~Individual ~ Collective ~ Individual ~ Collective
] it {5 g2 ] it ] gz
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BHEET AAET A¥EET A%EET AMESRT AWEER  AEEET  BBEER
At 1st January RMATR 419 935 1 = 13 18 433 953
New provisions charged to income statement YmRAL R 1,548 692 - - 3 2 1571 694
Net provisions released back to income statement ~ BEMERNEETE (109) - - - ) - (113) -
Amounts written off ikt (801) 219 = = (6) = (807) (219
Recoveries ik 120 - - - - - 120 -
Effect of discounting (Note 5) SRR AL (110) - - - - - (110) -
Transfer B 7 = = . ) = c -
Exchange adjustments S (53) (48) - - - (1) (53) (49)
At 315t December #M2A318 1,021 1,360 1 - 19 19 1,041 1,379
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(c) Advances to customers — by industry sectors
The analysis of gross advances to customers and the percentage of secured
advances by industry sector is based on the categories and definitions used by the
HKMA.

() BEFBF-RITEIE
BITENBNE P BR@E LB EMABHN
BSLRERSERMRANARIMEES -

2016 2015
% of secured % of secured
Gross advances advances Gross advances advances
BHEABN FERBR
BReE WEDH BHAE SEpd
HKS Mn % HK$ Mn %
BEBET A% BEREL BRX
Loans for use in Hong Kong ERBERNER
Industrial, commercial and financial THEsR
— Property development —MEERE 21,934 78.46 13,009 67.44
— Property investment —MERE 38,224 92.41 41,890 87.44
~ Financial concerns —ERtE 10,296 64.91 10,011 70.44
— Stockbrokers —BRELL 2,988 93.10 2,894 85.34
— Wholesale and retail trade ~HBERTEX 14,821 72.21 18,250 67.56
- Manufacturing —BlgER 2,925 58.21 4,494 55.72
—Transport and transport equipment  — & EE R 15 5,633 69.60 5,758 80.15
— Recreational activities —IREEE) 171 73.50 155 56.66
~ Information technology — AR 2,59% 0.51 1,251 27.87
- Others —Hf 18,720 79.83 21,370 76.27
- Sub-total — /N5t 118,308 78.95 119,082 76.51
Individuals A
— Loans for the purchase of flats in
the Home Ownership Scheme, —EE [EERHEE
Private Sector Participation 2 - [RAZEER
Scheme and Tenants Purchase 2 R [AEEER
Scheme itEl] BFEMER 988 100.00 1,050 100.00
- Loans for the purchase of other
residential properties ~BEEMEENENER 40,750 100.00 40,805 100.00
~ Credit card advances —=AEaR 4,540 0.00 4,552 0.00
- Others —Hft 27,301 86.84 21,191 83.99
- Sub-total —/\at 73,579 88.95 67,598 88.25
Total loans for use in Hong Kong EEBERNER AR 191,887 82.78 186,680 80.76
Trade finance EHmE 5,390 74.86 5,998 66.66
Loans for use outside Hong Kong* TEBBIME AR ET 256,965 59.76 248,828 66.25
Total advances to customers BB @R 454,242 69.67 441,506 72.39
*  Loans for use outside Hong Kong include the following loans for use in Mainland China. * I EELIME B BB IE L T B A
R E
2016 2015
% of secured % of secured
Gross advances advances Gross advances advances
FEABR BEARR
BAE MBI BHRBE RBEAL
HK$ Mn % HK$ Mn %
BEBEL Epk BEREL BA%
Property development MEERE 42,140 54.91 42,468 60.86
Property investment MERE 28,940 94.63 33,439 95.63
Wholesale and retail trade HERTEZX 14,639 67.90 22,931 75.90
Manufacturing EDEES 7,504 44.43 8,687 46.67
Loans for the purchase of
other residential properties BEEMEEMENER 15,982 99.98 18,393 99.99
Others Hih 63,222 29.69 58,854 39.44
172,427 57.15 184,772 65.42
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29. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) 25 A Fh N H AthBR1E (@)

(c) Advances to customers — by industry sectors (continued)
Individually impaired loans, as well as relevant information, in respect of industry
sectors which constitute 10% or more of total advances to customers are as

follows:

(i) Property development

a. Individually impaired loans

b. Individual impairment allowance
c. Collective impairment allowance
d

. Provision charged to income statement

— individual impairment loss
— collective impairment loss
e. Written off

(if) Property investment

a. Individually impaired loans

b. Individual impairment allowance
¢. Collective impairment allowance
d

. Provision charged to income statement

— individual impairment loss
- collective impairment loss
e. Written off

(iii) Loans for purchase of residential properties

a. Individually impaired loans

b. Individual impairment allowance
¢. Collective impairment allowance
d

. Provision charged to income statement

- individual impairment loss
— collective impairment loss
e. Written off

(iv)Wholesale and retail trade
a. Individually impaired loans
b. Individual impairment allowance
¢. Collective impairment allowance

d. Provision charged to income statement

- individual impairment loss
— collective impairment loss
e. Written off

(v) Hotels
a. Individually impaired loans
b. Individual impairment allowance
¢. Collective impairment allowance

d. Provision charged to income statement

— individual impairment loss
- collective impairment loss
e. Written off

() MEERE
a. SERRENER
b. {ERIR A%
c BEREEE
d. Rk 2 2%
— [ERIRIERER
— FEREERX
e. #isH

(i) MR E
a. SERRENER
b. {ERR A%
c BEEREERE
d. R 2 2%
— [ERIRIERERX
— BERERX
e. #isH

(i 58 B EfbE =M ENE K
a. SERRENER
b. {ERR A%

c BEREEE
d. RIRER R SR
— {ERIBIERER
— FEREERX
e. MisH

(it BERTEE

a. BERRENER

b. {ERRIE%ERE

c BEREEE

d. Rllas & X %S
— [ERIREERX
— BREBERL

e. #isH

v))BJE

a. BERIAERNER

b. AR E%EME

c BENEERE

d. R R SHE
— ERRERX
— BEERERA

e. #isH

() BFBF - ZITELE(H)
ATHRTESBLEEFEFEBES 2+
WA MR B EFRE OB - AR

RERINT

2016
HKS Mn B¥EETT

67
8
382

49
249

932
77
401

214
213
146

355

209

m
91
44

2,317
808
184

1,680
108
928

981
330
72

433
40
379

2015
HK$ Mn BB ST

39

222

174
136

598
24
269

63
130
33

356
23
141

80
57
50

1,455
502
146

727
74
189

912
56
63

62
29
62
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(d) Advances to customers — by geographical areas
The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general, such
transfer of risk takes place if the claims are guaranteed by a party in a country
which is different from that of the counterparty or if the claims are on an overseas
branch of a bank whose head office is located in another country.

B R ¥R AR BT RE (4R

(d) ZEFER-REHSE
BPEREEZERKRENDE - ZRIE
XZHFHOMEN  TEBRRERRRE
E- —RMF - AHRBRNERERSLIER
SEFRAEMABERN— TR - AR
B BITH SRR IRITHIBIND T » TaZIRTT
AN ERI RN Y FHOMED » &
RERRLSH —ARREZI 5 —(ERR -

2016
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BEFBR BEB@EANL HEEF BRI RLE EERE
ko) HEFBHR B 1 i
HK$ Mn HK$ Mn HKS$ Mn HK$ Mn HK$ Mn
B¥EET B¥EET B¥EET B¥EER EB¥EER
Hong Kong BE 194,181 721 2,164 260 416
People’s Republic of China AR EE A R HEFIE 202,984 3,389 4,312 1,428 1,495
Other Asian Countries HIMER 19,712 76 238 26 59
Others Hity 37,365 3 53 1 112
Total “BE 454,242 4,189 6,767 1,715 2,082
% of total advances to HEPRREIEH
customers Aotk 1.49%
Market value of security held
against impaired advances JHERE2H
to customers EHRmmE 9,830
2015
Advances
Total overdue for Impaired Individual Collective
advances to over three advances to impairment impairment
customers months customers allowance allowance
BEPRZR  @E3EANE HEEF TERIRE BEAE
k] GOEYSEPA ELP A i i
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEBEET BERET BERET BEREL BEBEET
Hong Kong BB 181,968 243 643 152 263
People’s Republic of China 1% A R A 212,621 3,809 4,037 818 978
Other Asian Countries H it ZM B 19,376 22 155 35 51
Others Hity 27,541 5 138 16 68
Total k] 441,506 4,079 4,973 1,021 1,360
% of total advances to BE PR BB
customers Aot 1.13%
Market value of security held
against impaired advances JFi{EZF 2%
to customers EHRmmE 8.239
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29. ADVANCES TO CUSTOMERS AND OTHER ACCOUNTS (CONTINUED) 25 A Fh N H AthBR1E (@)

(d) Advances to customers — by geographical areas (continued) (d) B —REFHIE(E)

Impaired loans and advances are individually assessed loans with objective evidence HEERRBZE AR LR RS RESE
of impairment on an individual basis. The above information by countries or BERFENER - U HEBREE S
geographical areas is derived according to the location of the counterparties after HEE  RREBXSEFNRENYEER
taking into account any transfer of risk. wWRRKEE -

(e) Advances to customers — net investment in finance leases () B —BEHENTRESE
Advances to customers include net investment in equipment leased under finance EERHAE NSRS L SE -
leases. The total minimum lease payments receivable under finance leases and their BiERmEAESREKNRERENZGE &
present values at the year end are as follows: HIBEWT :

2016 2015
Present Interest Present Interest
value of the income Total value of the income Total
minimum relating to minimum minimum relating to minimum
lease future lease lease future lease
payments periods payments payments periods payments

HEHE HHEARR REHE RIEHEE FEERR RIEAE
NRBRE FEBA (RE L NHEE FEHA ez
HKS$ Mn HKS$ Mn HKS$ Mn HK$ Mn HK$ Mn HK$ Mn
BE¥RELT BY¥EEnR B¥EEx AKegx AtaEr A¥EER

Amounts receivable: JEURERK :
Within one year 1R 666 100 766 1,172 161 1,333
After one year but within five years 1A% Z5F R 1,080 255 1,335 1,660 320 1,980
After five years SELA% 2,460 420 2,880 2,921 499 3,420
4,206 775 4,981 5,753 980 6,733

Less: Individual impairment

allowance A ERIREER (17) (30)
Net investment in finance leases B & EH)FIRES 4,189 5,723
The net investment in finance leases is carried on the statement of financial MERENFREFHEERPE2R R
position as advances to customers and other accounts. No accrual is made for the RIBEMBMA KRB IIER - RRGREHF LS

interest income relating to future periods. WA EETE o
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30. AVAILABLE-FOR-SALE FINANCIAL ASSETS Rt HESREE

2016 2015
HKS Mn B¥EERT  HKSMn B EET
Treasury bills (including Exchange Fund Bills) BlE &R (BEINEESRE)

(Note 47(b)) (Hizt47(b)) 18,795 17,920
Certificates of deposit held (Note 47(b)) BB NERE (Mit470b) 1,205 2,228
Debt securities (Note 47(b)) BB ESR(Mi747b) 86,964 70,136
Equity securities Wi 5 3,064 2,832
Investment funds REES 463 479

110,491 93,595
Issued by: BITHHE

Central governments and central banks R AR R ERAT 21,443 19,013

Public sector entities N~ 7 499 553

Banks and other financial institutions RATREM S A 34,534 32,582

Corporate entities TEER 53,518 40,927

Other entities HiEEE 497 520

110,491 93,595
Analysed by place of listing: 2 ETER AT -

Debt securities &R 5
Listed in Hong Kong ERELT 19,786 18,236
Listed outside Hong Kong EEBAIMEE EH 37,569 21,344
57,355 39,580
Unlisted EA ] 49,609 50,704
106,964 90,284

Equity securities &S
Listed in Hong Kong ERE LT 831 800
Listed outside Hong Kong FERBAIMEE T 1,782 1,501
2,613 2,301
Unlisted JEET™ 451 531
3,064 2,832

Investment funds KEES
Listed in Hong Kong EEB LM 94 92
Listed outside Hong Kong FEEBAIMEE EH 73 63
167 155
Unlisted JEET 296 324
463 479
110,491 93,595
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31. HELD-TO-MATURITY INVESTMENTS (Note 47(b)) £ Z Z|HIIRE (MtzE47(b))

2016 2015
HK$ Mn B HET  HKSMn BB EET
Treasury bills (including Exchange Fund Bills) BEEH(BREINEESER) 2,252 1,143
Certificates of deposit held BENERE 818 1,478
Debt securities BiEES 2,593 3,578
5,663 6,199
Issued by: BITHRS
Central governments and central banks R R R T 2,993 1,850
Public sector entities NERE 9 22
Banks and other financial institutions RITREA S RIS 172 1,156
Corporate entities TEER 2,489 3,171
5,663 6,199
Analysed by place of listing: 1 EmE D
Debt securities ERES
Listed in Hong Kong A L™ 2,047 2,673
Listed outside Hong Kong EEBAIME T 1,861 1,588
3,908 4,261
Unlisted JEET 1,755 1,938
5,663 6,199
Fair value: NEEE :
Listed securities RS 3,967 4,309
Unlisted securities FELEMES 1,757 1,940
5,724 6,249
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The following list contains only the particulars of subsidiaries which principally
affected the results, assets or liabilities of the Group. The class of shares held is

ordinary.

Details of these companies are as follows:

Name of company

DREH

Ample Delight Limited
A HRAA]

Bank of East Asia (Trustees) Limited
RERITUEE)ERAA

* BEA Blue Sky Real Estate Fund L.P.

BEA Consortium GS Investors L.P.

BEA Life Limited
REASREERRA

BEA Union Investment
Management Limited
RO EERAR AR

Blue Care JV (BVI) Holdings
Limited

Blue Cross (Asia—Pacific)
Insurance Limited

E+F(ER)RBERAH

Caribbean Corporate Services Ltd.

Central Town Limited

EREXERAT

Place of
incorporation
and operation

SRR & SR
Hong Kong
e

Hong Kong
EE

Cayman Islands
RERS

BVI
RBELES

Hong Kong
e

Hong Kong

B

BVI
RBRELHS

Hong Kong
&

Barbados
EEZH

Hong Kong
BB

UTHERBEAREENEE  BEXA
BAEAFENMEBRR - KERNHBLAE

Nature of business

ERME

Investment holding
REER

Trustee

Rtk

Acting as a limited
partner to BEA/
AGRE China Real
Estate Fund, L.P.

! EBEA/AGRE China
Real Estate Fund,
LPEREEAEA

Acting as a limited
partner of a limited
partnership

BREEEEA

Life insurance

ABRE

Asset management

BEEHE

Investment holding

REER

Insurance

Rz

Corporate secretarial
and accounting
services

TENBRWE R
SRS

A& 15 o
IEZERRNFHELT
% Held by
Issued and The Bank The Group
paid-up capital $R1T %8
ERTRHRKRAE FritRE s itz
HK$/%450,000,0007C 100%
HK$75%150,000,0007C 100%
NIL 50.5%
NIL 100%
HK$/%500,000,0007C 100%
HK$/%%4374,580,0007C 51%
HK$75%20,000,0007T 80%
HK$ /%% 625,000,0007C 100%
BDS$2,000EE 2 % 77T 60.49%
HK$ &2 100%

Property investment

MELE
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32.INVESTMENTS IN SUBSIDIARIES (conTinueD) MiB A RIIRE (@)

Place of % Held by
incorporation Issued and The Bank The Group
Name of company and operation paid-up capital $R1T £&@ Nature of business
NEAE SfREEEYE EROIRBERE FribER AR RER EBME
Century Able Limited Hong Kong HK$75#929,752,8497T, 100%  Investment holding
B AR AT BB REZER
Chongging Dongrong Business PRC HK$ % 6,300,0007T 100%  Business consultancy
Consultancy Company Limited PEARLNE se‘rvices
EETREAHBENERAA PR AR
Chongging Liangjiang PRC US$50,000,0003 75 100% Micro-finance loan
New Area Credit Gain A RIANE IS¢
Finance Company Limited
BEMLHREE NEER
BRAR
Citiview Capital Limited BVI US$13E7T 100% Acting as the general
RBRLHS partner and limited
partner of a limited
partnership
LREBARAR
BEEAHA
Corona Light Limited BVI HK$/##929,752,8497C 100%  Investment holding
RBRIES REER
Credit Gain Finance Company Hong Kong HK$75%390,000,0007T 100% Money lenders
Limited BB BEA
BEVBERAR
Crystal Gleaming Limited BVI HK$75%929,752,8497T 100% Investment holding
RBERES REZER
East Asia Electronic Data Processing ~ PRC US$3,000,0003 7T 100%  Servicing
(Guangzhou) Limited (Note 1) REAREE s
ROBFERRR(EM)
BRAB(HET)
East Asia Facility Management Hong Kong HK$75% 10,0000 100%  Facility management
Limited B Rt
REFREERERAA
East Asia Holding Company, Inc. USA. US$5%TT 100% Bank holding company
E3E] RITERA A
East Asia Indonesian Holdings Seychelles US$100,000% 7T 100%  Investment holding
Limited ZER REER



Name of company
ARER

East Asia International
Trustees Limited

East Asia Property Agency
Company Limited
REMERBERAR

East Asia Property Holdings
(Jersey) Limited

East Asia Secretaries (BVI)
Limited

East Asia Securities Company
Limited

REFEFARAA

East Asia Strategic Holdings
Limited

Innovate Holdings Limited

Powerhouse Worldwide Limited

Shaanxi Fuping BEA Rural Bank
Corporation (Note 1)

PRI =T R AN HRT
BREEAR(AIFET)

Shenzhen Credit Gain Finance
Company Limited (Note 1)

A mEE N EERERAR
(Hizt1)

Skyray Holdings Limited
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Place of
incorporation
and operation
AR KR
BVI
RBRLHE

Hong Kong
BB
BVI

EBRIHS

BVI
RBRELES

Hong Kong
e
BVI

REBRIEHS

BVI
RBRIES

FREEARAAE

PRC
REEARAAE

BVI
RBRIES

Issued and
paid-up capital
ERTRHZRA

US$1,301,0003 T

HK$7%%1,000,0007C

GBP 9588

HK$%300,000,0007T

HK$75#25,000,0007T

US$50,000,0003 7T

US$12E7T (Ordinary E3BA%)
US$318,345,0003 T (with
a liquidation preference of
US$1,000 per share
A ER1,000% 7T
BB

US$29,490,000% 75

CNY AR #20,000,00070

CNY A E#300,000,0007T

HK$75#450,000,0007T

% Held by

The Bank The Group
$RAT %8
FribfEs PRz
100%

100%

100%
75.61%

100%

100%

100%
100%

100%

100%

100%

Nature of business

EHME

Trustee services

{EREART

Property agency
MERE

Property holding
ESEE]

Investment holding

REER

Securities broking

Investment holding
REER

Special purpose vehicle
company specially
set up for BEA's
Hybrid Tier 1 issue

RRBRITEE—R
BRMAKAL 2 F57E
BrERETARR]

Investment holding

REER

Banking and other
financial businesses
BITRAMBEN
T RARTS

Micro-finance loan
NEER

Investment holding

REER
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32.INVESTMENTS IN SUBSIDIARIES (conTinueD) MiB A RIIRE (@)

Name of company

DEEH

Speedfull Limited

The Bank of East Asia (China)
Limited (Note 1)

RpRIT(RE)ERRE
(Hizt1)

Tricor (B) Sdn Bhd

Tricor Consultancy (Beijing)
Limited (Note 1)

RESEAAGR)BRAR
(i)

Tricor Europe (Holdings) Limited

Tricor Executive Resources Limited

Tricor Greater China Limited

Tricor Holdings Limited

Tricor Holdings Pte. Ltd.

Tricor Investor Services Limited

FEEFELERAA

Place of

incorporation Issued and

and operation paid-up capital
AfkEEEE ERTRBERE

BVI HK$ 78 450,000,0007C
RERUHS

PRC CNY AR #12,160,000,0007C
FEE AR SLANE

Brunei Darussalam  BND3XF#27T

P&

PRC US$1,850,000% 7T

i AR ILFE

Hong Kong HK$/8% 17T

BB

Hong Kong HK$5# 1007

BB

Hong Kong HK$AE 17T

BB

BVI US$7,0013 5T
RBRIHS

Singapore S$HT AN #5,000,0027T
E1b5E

Hong Kong HK$ /5% 10,000,0007T
BB

% Held by
The Bank The Group
RIT £
FritREm  FribREz

100%

100%

75.61%

75.61%

75.61%

75.61%

75.61%

75.61%

75.61%

75.61%

Nature of business

EBME

Investment holding

Eha=Eedline

Banking and related
financial services
RITRE B
T B RS

Corporate business and
investor services

ABEEER
REERG

Business consultancy
in China

RlEEE )

Investment holding

ira=Eedline

Executive search and
human resource
solutions

HEITRABR
ANEBRBRTR

Investment holding
and provision of
administrative and
marketing support
services to fellow
subsidiaries

REZER IR TH
FHEESIET
RZEMEAR

Investment holding

REER

Investment holding

REZK

Investor services

REERY



Name of company
ARER

Tricor Japan Holdings GK

Tricor Outsourcing (Thailand) Ltd.

Tricor Services (BVI) Limited

Tricor Services (Macau) Limited

SERERBORM)ERAA

Tricor Services (Malaysia) Sdn. Bhd.

Tricor Services Limited

FHEEXBBERAR

Tricor Tengis Limited

*  Companies audited by auditors other than KPMG are with net assets and total income
constituting approximately 0.9% and 0.0% respectively of the related consolidated totals.

Notes:
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Place of
incorporation
and operation
AE R & B

Japan

A7

Thailand

BVI

ERELEE

Macau

bl

Malaysia
B OREEE

Hong Kong
e

Hong Kong
BB

Issued and
paid-up capital
ERTRHMERAE

JPY1,000,000H

THBZ=#%10,000,0007C

US$250,0003% T

MOP25,00032F9 75

RME#£5,672,4847C

HK$7%5%10,000,0007C

HK$E#207T

1. Represents a wholly foreign owned enterprise registered under the PRC laws.

2. The above subsidiaries have no non-controlling interests material to the Group except for

Innovate Holdings Limited.

The following table lists out the information relating to Innovate Holdings Limited,
the only subsidiary of the group which has a material non-controlling interest
("NCI"). The summarised financial information presented below represents the

amounts before any inter-company elimination.

% Held by
The Bank The Group
AT &8
Frismas PR

66.88%

57.46%

75.61%

75.61%

71.83%

75.61%

75.61%

Nature of business

EHME

Nominee company
RARERQA

Business outsourcing

BB

Registered agent and
trustee services

MR RAE LR

Business services

AR

Investment holding

REER

Business, corporate
and investor services

X hERRESE
MR

Business, corporate
and investor services

BE  PERREE
7%

* FAHESHE A EEERNE EZNE
REJHHRERZ BEFHERUARES B
HEEG# A #BEEAI0.9% /%0.0% °

Bfat

1. #E—REFEARKFEE I 2 2 EHE

BINELE -

2. BrInnovate Holdings Limiteds| ~ X _EH1E 2
ALZ PG H RSB TEX -

TNERYIE A B A ME— 7 EA IR M
2 BiB /A& * Innovate Holdings Limited ° A
TZMBERERELAFHTMERZER

ZHEH



224 | The Bank of East Asia, Limited | Annual Report 2016

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
/\Z" ﬁ‘i 3{:& %FZ BT-J- HE II‘,\

32.INVESTMENTS IN SUBSIDIARIES (conTinueD) MiB A RIIRE (@)

2016 2015

HK$ Mn B EET HK$ Mn BB EET

Non-current assets FRBEE 2,469 2,514
Net assets REE 2,469 2,514
Carrying amount of NCI FEEHIE iR 2 BRE (A 2,469 2,514
Revenue WA - -
Profit for the year FERF - -
Total comprehensive income EHEERERE - -
Profit allocated to NCI Pal RiE el e iy - -
Dividend paid or payable to NCI B SRR T IS R 2 RS 21 320

Details on the accounting treatment of the above NCI are set out in Notes 19(c) A E IRt RSN g RIB AL HIFE
and 43. FEFIFE19(0) ]2 43 AF1IE, -

33.INVESTMENTS IN ASSOCIATES B4 NTIRE

2016 2015
HKS Mn B EExT  HKSMn BEEETT
Share of net assets EitFEE 5,636 5,391
Goodwill Bk 375 372
6,011 5,763
Less: Impairment allowances B REEE - -
6,011 5,763
Loans to associates amounting to HK$233 million (2015: HK$233 million) are Bt DN R E R L2 3318 T (20154 : B
included under placements with banks and other financial institutions. 2.33(Bm)E @Tﬁfhﬁﬁﬁ&ﬁ@ﬁﬂﬁ%%m
TE o

AT R BEEAREEGIMEEERY
EMERBENT

The following list contains only the particulars of principal associates. None are
considered individually material to the Group:

% of ordinary shares B
Place of incorporation held by

Name of company and operation The Bank The Group Nature of business

DRER AR R i R BITHERER KEAEEE  ERME

Listed £

AFFIN Holdings Berhad Malaysia 23.52% Investment holding
ol NS REER

Unlisted 3 £

Briliance — BEA Auto Finance Co., Ltd. PRC 22.5% Auto finance and other related
AR R financial businesses
AEERREMERSRER
Dolford Property Holdings Limited BVI 30% Investment holding

EBRIEHS REER
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% of ordinary shares Z &

B R ¥R AR BT RE (4R

Place of incorporation held by
Name of company and operation The Bank The Group Nature of business
NEER R 2 R RITPTIEREE  SKEMGER EBHE
Founder BEA Trust Company Limited PRC 19.99% Trust and other financial
A ERGEFRARAR R AR businesses
ERERAM S MEE
Industrial and Commercial Bank Canada 20% Banking services
of China (Canada) JIIE-N RITHRTE
FETHERITNEXN)ERAF
Industrial and Commercial Bank of U.S.A. 20% Banking services
China (USA) N.A. E3E RITARTS
B TR iReT (EE)
Platinum Holdings Company Limited Cayman Islands 29.99% Investment holding
REHS REER
PT. Bank Resona Perdania Indonesia 30% Banking and related financial
ENfE services
RITRE B m RS
2016 2015
Restated &
HKS Mn B EHERT  HKSMn BEEET
Aggregate information of associates that are not
individually material BRI ERE SRR 2 BFER
Aggregate carrying amount of individually immaterial {EBINEAHEE A AR A P HRE
associates in the consolidated financial statements 2 # M BRI E 6,011 5,763
Aggregate amounts of the Group’s share of those
associates’ AEEG SZ%H;F "ETZ,%@J'FD%%E
Profit from continuing operations FABESER 431 556
Post-tax profit or loss from discontinued operations ~ JRE B 5 1F4i& Z[‘ﬁ)‘ﬁé?ﬁﬂiﬁi%ﬁé - =
Other comprehensive income Hih2mlas (79) (902)
Total comprehensive income 2E KB 352 (346)
Recondiliation of carrying amounts to the Group’s EE@@E@ZF /NG |0
total interest in the associates = AR
Carrying amount of material associates éﬁﬂé‘ﬁ%" Az REE - -
Carrying amount of individually immaterial associates &R~ E Akt & A 7] 2 BREE 6,011 5,763
Interest in associates in the consolidated
financial statements Il NI S 6,011 5,763
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B R ¥R AR BT AL (4R

34.GOODWILL AND INTANGIBLE ASSETS B2 B EE

Goodwill and intangible assets include goodwill arising on business combinations
and acquired intangible assets. Acquired intangible assets are amortised over their

estimated economic useful life.

BEREVEERRREBANELNHE
FEABRVEAE - BABVEEREMGTE
EE R -

2016 2015

HKS Mn B8 EET  HKSMn BEEET

Goodwill [EES 1,474 2,685
Acquired intangible assets BARVEE 1,165 1,198
2,639 3,883
(a) Goodwill (a) B2

2016 2015
HK$ Mn B HERX  HKSMn BB EET
At 1st January R1A1H 2,685 2,722
Additions through acquisition of subsidiaries KU B A RRIEE - 1
Audit adjustment B AR (6) =
Exercise option 1T EARE ) =
Reversal due to disposal AL EER (33) =

Transfer to asset classified as assets held HENRAREELEEE
for sale (Note 56) (H17£56) (1,149) -
Exchange adjustments BEE 3 B (16) (38)
At 31st December ®12A31H 1,474 2,685

Note: HK$ 1,149 million (2015: Nil) was transterred to assets held for sale (see Note 56).

Impairment tests for cash-generating units containing goodwill

Goodwill is allocated to the Group’s cash-generating units (CGU) identified

according to business segments as follows:

Personal banking
Corporate banking
Treasury markets
Corporate services
Others

AARTT
BEIRTT
WE™S
DR
Hity

Wiat - EBEFFEEHE AEN S B AEK1.49(F
TL(20154F : #2)( R H13£56) °

BENENESEESM ZRERF

AEBEREB I BAORBETAHENES
HEESEMMT

2016 2015

HK$ Mn B EET  HKSMnBEAET

849 849
453 453
158 158
- 1,177
14 48

1,474 2,685
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The recoverable amount of the CGU is determined based on value-in-use
calculations. These calculations use cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows beyond
the five-year period are extrapolated using the estimated rates stated below. The
growth rate does not exceed the long-term average growth rate for the business in
which the CGU operates.

The pre-tax discount rate used for value-in-use calculations is 7.6% (2015 restated:
6.7% — 11.50%) and the long-term growth rate is 1.9% — 5.8% (2015: 2.2% —
6%).

Management determined the budgeted net profit based on past performance and
its expectation for market development. The weighted average growth rates used
are consistent with the internal forecasts.

B R ¥R AR BT RE (4R

RerEFMMAIRE SRR REEREE
FHE - GHEDERIRER B RENSF IS
BHENBSRIEG - BRSFHHEMNRER
BT RO B RT AR AEHERT © BRI EE
AT EEBMMRERBHRATFIHER

AR EEAEBENRBATITIIEA7.6%
(20154 & : 6.7%-11.50%) & K HAE KK
751.9%-5.8% (20154 : 2.2%—6%) ©

EEERBACRARBH VSRR UEE
TREFRT) « FIRF 00 AT R 5
AR B -

(b) Intangible assets (other than goodwill) (b) BREE (BERI)
Intangible assets consist of building naming rights only. Intangible assets are stated BREAERBEEEYGERE - BIEEER
at cost less accumulated amortisation and impairment loss (Note 2(k)(iv)). FRASTR BR 2 EEE 8 RORUE 1B R HIBR (PR 5E2(K)
(iv) °
Amortisation of intangible assets with finite useful lives is charged to the income AR E R] A HIE 2 & E R A ik at A B E
statement over the assets’ estimated useful lives. The following intangible assets Wk NEE - ATERENAHANELE
with finite useful lives are amortised from the date they are available to use and EEB A {E R BRI A T By (&5t a) AR AR SH -
their estimated useful lives are as follows:
Naming rights: Over the shorter of the lease period of building or land BRI Y K T A R E R &
Both the period and method of amortisation are reviewed annually. TR H AR BT
2016 2015
HKS Mn B8 EET  HKSMn BB EET
Cost BN
At 1st January W A1H 1,403 1,419
Transfer to asset classified as assets held BEHBAREHELEEE
for sale (Note 56) (H1#t56) - (14)
Exchange adjustments M SR (1) @)
At 31st December RN12A31H 1,402 1,403
Accumulated amortisation ESg 5
At 1st January M1A18 (205) (186)
Amortisation charge for the year (Note 13) FENEEHME13) (32) (32)
Transfer to asset classified as assets held BENEARERELEEE
for sale (Note 56) (Hizzs56) - 12
Exchange adjustments [ 5 - 1
At 31st December M12A31H (237) (205)
Carrying amount at 31st December R12A31BEREE 1,165 1,198

Note: There was no transfer to assets held for sale in 2016 (2015: HK$2 million) (see Note 56).

Bt - £20169F I $E 38 = 4575 (E it & & Z (2015
4 : jBH2008 L) (R H1iE56) °
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35.FIXED ASSETS BlE&E

2016
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
i~ 26
REME it e et ot
HKS$ Mn HKS Mn HKS$ Mn HKS$ Mn HKS Mn
BEEEBR BEEET BEEER BEEER BEEER
Cost or valuation ARk
At 1st January, 2016 R2016F1A1H 4,891 8,703 5,093 13,796 18,687
Additions #E - 7 441 448 448
Revaluation surplus EQp 63 - - - 63
Transfer from investment properties
to bank premises Gt EL-INGY S (148) 148 - 148 -
Transfer from bank premises to
investment properties RITHHEAREYE 210 (210) - (210) -
Revaluation surplus on bank premises
transferred to investment properties 1T B A HEA
(Note 42(b)) REME W it42(b)) - 141 - 141 141
Less: Elimination of accumulated
depreciation on revalued bank A : ESRTTHE E (R
premises ZEtE - (14) - (14) (14)
Transfer to asset classified as BEABARAE
assets held for sale HELE (22) (77) (278) (355) (377)
Reclassification BNHE - 17 (17) - -
Disposals HE (480) (440) (236) (676) (1,156)
Exchange adjustments HE S R (47) (314) (132) (446) (493)
At 31st December, 2016 #2016%12A31H 4,467 7,961 4,871 12,832 17,299
Accumulated depreciation ZEIHMEK
and amortisation i
At 1st January, 2016 M®2016F 1718 - 1,613 3,777 5,390 5,390
Charge for the year FENZH - 164 336 500 500
Elimination of accumulated depreciation #5173 E (%)
on revalued bank premises BEHE - (14) - (14) (14)
Transfer to asset classified as EENBERAF
assets held for sale HEBE - (7) (151) (158) (158)
Reclassification BHOE - 15 (15) - -
Written off on disposal e - (48) (201) (249) (249)
Exchange adjustments fEH R - (63) 97) (160) (160)
At 31st December, 2016 #2016%12A31H - 1,660 3,649 5,309 5,309
Net book value at REFE
31st December, 2016 #2016%12A31H 4,467 6,301 1,222 7,523 11,990
The gross amounts of the above EEM BT
assets are stated: LINNE
At cost AR - 7,182 4,871 12,053 12,053
At Directors' valuation REERE
- 1989 —1989F - 779 - 779 779
At professional valuation REERE
-2016 —20165 4,467 - - - 4,467
4,467 7,961 4,871 12,832 17,299
Note: HK$219 million was transferred to assets held for sale (see Note 56). Wit - BRI IEHEEER S EREK2.19(8

TL(RHaE56)
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2015
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
ik - E
REME el PE Nt o]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET  SMEET  #MEET  SHAEL  AMEET
Cost or valuation A EE
At 1st January, 2015 R2015F1A1H 4,544 8,729 5,003 13,732 18,276
Additions ®E 22 67 379 446 468
Additions through acquisition BEEHIEE - = 1 1 1
Revaluation surplus Erad 549 - - - 549
Transfer from bank premises
to investment properties RITHE AR E 3 24 (24) - (24) -

Revaluation surplus on bank premises
transferred to investment properties  {THFEERHEA
(Note 42(b)) EME(Hia242(0) - 14 - 14 14
Less: Elimination of accumulated
depreciation on revalued bank s = e el

premises ZitHhE = @) = @) %]
Transfer to asset classified as BESBARAE
assets held for sale (Note 56) HEBE(HiF56) - - (70) (70) (70)
Transfer from investment properties
to bank premises RIEEMEE ATI (222) 222 - 222 =
Redevelopment cost X3 @) = - = %)
Disposals HE - 43) (118) (161) (161)
Exchange adjustments B 5 F9 % (24) (260) (102) (362) (386)
At 31st December, 2015 #2015%12A31H 4,891 8,703 5,093 13,796 18,687

Accumulated depreciation

and amortisation EEREE
At 1st January, 2015 R201561 818 = 1,491 3,668 5,159 5,159
Charge for the year FEENZH - 175 348 523 523
Elimination of accumulated depreciation #3417 &4 H)
on revalued bank premises ZEtnE = @) = @) @)
Transfer to asset classified as BEEHEAREE
assets held for sale (Note 56) HEEEH:256) - - (62) (62) (62)
Written off on disposal B Y - (8) (104) (112) (112)
Exchange adjustments [E 5 g - (43) (73) (116) (116)
At 31st December, 2015 R2015F12831H - 1,613 3,777 5,390 5,390
Net book value BEFE
at 31st December, 2015 M2015%12 8318 4,891 7,090 1,316 8,406 13,297
The gross amounts of the above EEMEEIR
assets are stated: e
At cost DTN - 7,891 5,093 12,984 12,984
At Directors' valuation HEEME
- 1989 — 19894 - 812 - 812 812
At professional valuation REERE
-2015 —2015F 4,891 - - - 4,891
4,891 8,703 5,093 13,796 18,687
Note: HK$8 million was transferred to assets held for sale (see Note 56). Hist - EEFFEIEL & EER 2 58 /35 800% T

(R HtaE56) °
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35.FIXED ASSETS (conTINUED) [EEEE (&)

Fair value measurement of properties NEAFEEZEE
(i) Fair value hierarchy (i) AFEEIR

The following table presents the fair value of the Group’s properties
measured at the end of the reporting period on a recurring basis, categorised
into the three-level fair value hierarchy as defined in HKFRS 13, Fair value
measurement. The level into which a fair value measurement is classified is
determined with reference to the observability and significance of the inputs
used in the valuation technique as follows:

R EBABREEANDE T =REE
RAFEEIZRRATFEEIRZHEE
% TRITAKERBERRRERE
BAERENETNEZAFEE - 28
TE DR A FEEEEIRNIAT
FIERAREERANSHZ IBRER

B2
Level 1 valuations: Fair value measured using only Level 1 inputs i.e. EF—RHEE BEEAFLEBERKRAE—
unadjusted quoted prices in active markets for identical Rz BNEEBER
assets or liabilities at the measurement date. B HREERAED
Level 2 valuations:  Fair value measured using Level 2 inputs i.e. observable FEREE BEFAFEBERAE &K
inputs which fail to meet Level 1, and not using significant 28 BTFEE—HN
unobservable inputs. Unobservable inputs are inputs for AEBRsY  KAERE
which market data are not available. EHIEAEBRSE - JEA]
BRESHRIERATSE
Bz B8 -
Level 3 valuations:  Fair value measured using significant unobservable inputs. EoREE  BEEATFEERAEEN
FERBRSE -
Fair value at Fair value measurements as at 31st December, 2016
31st December, categorised into
2016 R2016512831BEE AL ERZA R
®20165F12A31A Level 1 Level 2 Level 3
ZAVEE -8 ] EEE

HKS Mn B¥EBT HKS Mn BEERT
Recurring fair value measurement EFRENATEERE

HKS Mn B¥EET HKS Mn B EET

Investment properties KEME

Commercial - Hong Kong BE-FA 4,454 - - 4,454
Commercial - People’s Republic of China ~ pg% — 3 AR AHE] - - - -
Commercial - Others BE-Hi 13 - - 13
4,467 - - 4467

Fair value at Fair value measurements as at 31st December, 2015

31st December, categorised into
2015 1201551231 BER AL EE LA E

20156128318 Level 1 Level 2 Level 3
ZDVEE F—1k FR F=H

HKS Mn BB EETL  HKS Mn BB EET

Recurring fair value measurement ~ EBR4AMNATEEER

HKS Mn BB EEL  HKS Mn BEHET

Investment properties REME
Commercial - Hong Kong EESE 4,330 - - 4,330
Commercial - People’s Republic of China 7% —thE A R AME 428 - - 428
Commercial - Others Hx—Eft 133 - - 133
4,891 - - 4,391
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During the year ended 31st December, 2016 and 2015, there were no transfers
between Level 1 and Level 2, or transfers into or out of Level 3. The Group’s policy
is to recognise transfers between levels of fair value hierarchy as at the end of the
reporting period in which they occur.

All of the Group’s investment properties were revalued by independent valuers as
at 31st December, 2016 and 2015.

Investment properties in Hong Kong were valued at HK$4,454 million (2015:
HK$4,330 million) as at 31st December, 2016 by an independent valuer, Savills
Valuation and Professional Services Limited, Chartered Surveyors, who has among
their staff Fellows of the Hong Kong Institute of Surveyors with recent experience
in the location and category of property being valued. The valuation has been
incorporated in the financial statements as at 31st December, 2016 and it was
performed on an open market value basis. Details of valuation techniques are
described below:

(i) Information about Level 3 fair value measurements

Investment properties

RE=EYES

Investment properties not under construction

The fair value of investment properties is determined by adoption of the Income
Capitalisation Approach whereby the existing rental income of all lettable units
of the property are capitalised for their respective unexpired terms of contractual
tenancies whilst vacant units are assumed to be let at their respective market rents
as at the valuation date. Upon expiry of the existing tenancies, each unit is assumed
to be let at its market rent as at the valuation date, which in turn capitalised at the
market yield as expected by investors for each type of property. Due consideration
has been given to expectations of the renewals of Government lease upon its
expiry. The summation of the capitalised value of the term income for the leased
portion, the capitalised value of the reversion income as appropriately deferred for
the leased portion and the capitalised value for the vacant portion provides the
market value of the property.

The market rentals of all lettable units are made (a) by reference to the rentals
fetched in the property and/or (b) by reference to the lettings of similar properties
in the neighbourhood. The capitalisation rate adopted is made by reference to the
yields achieved in analysed market sales transactions and the market expectation
from property investors. This expected return reflects implicitly the quality of the
investment, the expectation of the potential for future rental growth and capital
appreciation, operating costs, risk factor and the like.

B R ¥R AR BT RE (4R

HZE20165 K2015E12 8318 LEEE  8F
FE—RRME_GRE 2 EOEE  TAEE
=SRMEASEL - AEENHEKEIAER
PSERIAEAR AT EED B2 B8 R o

R2016%F K%2015F12A31H - FTEAEER
BB Y E BB EMEE -

20165124318 - EFKREMENGKER
¥ 44 54487 (20154 « #BH43.30187T) °
ZEYERB L HER - HIOREME—K
THEH  HESAFSHEMEgELE
JFE Sl 36 i (B 990 3 0 BT A2 3t % S 1 B 3 R AR
B MERUAARMSEEAER  WE
A20165F12 A318 ZBRIBA o [HEER FFil
T

(i) BAE=REEAFEEER

Valuation techniques  Unobservable input

fhEEN FAEERASE

Income capitalisation Market rental

approach misis
WABRZE

Capitalisation rate

ERE

Direct comparison  Premium (discount) on
approach  quality of the buildings
BEEBE  BFEREEGTH)

FFIEEZZF IR EYF

REMEN R FEERZRARAERERT
8 ERARSERYEEHEELZES
WAIRE S BIAR B BB A GTEIR - iz
BUAIRRNEER S —BEurRTERES
i - BREKEEFERE B ELT
BRIMKER - Eh BRI TERRAT 2
WM BAIR B & F] K - B FR D MR
ZEBRE BEERLEHEND HFERA
MEREREBIND EREZBNTER
MENTIZEE °

FIAEERRBATSHEE < HEEE@2EH
MERDOES R LOSEMIMRELZ
BRYE - Rz BRERZZEDTHISH
EXHFHZEMBRYEREEL TSR
Hi o IRHIESRE AR RREREMNEER
BHAKRESERMENEENES - 28
AN - B EREREA
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35.FIXED ASSETS (conTINUED) [EEEE (&)

Fair value measurement of properties (continued)

As a supporting approach to the Income Capitalisation Approach, the Direct
Comparison Approach is also adopted as a check for the valuation. Comparable
sales transactions of similar properties in the locality are collected and analysed
each in terms of a price per square footage. The collected comparables are
then adjusted to take account of the discrepancies between the property and

BRI AR ORI

MEATFEBEZEE(E)

TR EELLEBORARE
HE - EMAATLBERNEZHERSE
WRER DT » Rt EF—FHREEE -
B 2 LEEE RHRIR Y 2 R A LB E R
Z2 - WRER LB B BFEERK

comparables in terms of time, location, age, building quality and the like. HA e -
The fair value measurement is positively correlated to the market rental and EEAFEEETSHASHE IEEEE R
negatively correlated to the capitalisation rate. B8 R H B E A G R -

The movements during the period in the balance of these Level 3 fair value HRZEE=RNTFEEST 2 AREEH0
measurements are as follows: T 8
2016 2015
HK$ Mn B HERT  HKSMn BB EET
Investment properties — Commercial — Hong Kong RENE-—BE-FS
At 1st January M AR 4,330 4,033
Transfer from bank premises
to investment properties BITHE AR E Y 210 24
Transfer from investment properties
to bank premises BIREYEE ATTHE (148) (222)
Revaluation surplus Eh&AR 62 497
Redevelopment cost ESEI%N - @
At 31st December R12A31H8 4,454 4,330
Investment properties — Commercial — REME %~
People’s Republic of China R ARILAE
At 1st January M1A1H 428 448
Disposal HE (400) -
Exchange adjustments ME 5 R (28) (20)
At 31st December M12A31H - 428
Investment properties — Commercial — Others REWMZE -—EZE—HEft
At 1st January M AR 133 63
Additions HE - 22
Revaluation surplus EHAK 1 52
Transfer to asset classified BEHBAREELERE
as assets held for sale (Note 56) (H1#t56) (22) =
Disposal HE (80) -
Exchange adjustments Ik (19) (@)
At 31st December M12A31H 13 133
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Fair value adjustment of investment properties is recognised in the line item
“valuation gains on investment properties” on the face of the consolidated income
statement.

All the gains recognised in the income statement for the year arise from the
properties held at the end of the reporting period.

The net book value of bank premises and investment properties comprises:

B R ¥R AR BT RE (4R

RANENAFBERBESAMSR LY
[EERAEER A TR -

FARRNERERER Z BN RERKRE
HERAREZYE

T IR B FE N REFE R

2016 2015
Investment Bank Investment Bank
properties premises properties premises
B-IES frit REMR 73t
HKS Mn B%EET HKSMn B¥EET HKSMn BEEET HKSMn BREET
Freeholds KAFHE
Held outside Hong Kong EEBMLE 13 593 11 614
Leaseholds il
Held in Hong Kong EEB
On long lease (over 50 years) REBL(50FLA L) 4,020 1372 3,958 1,381
On medium-term lease (10-50 years) A (10250%F) 434 1315 37N 1,286
Held outside Hong Kong ERBNIMNE
On long lease (over 50 years) REAH(S0EHE) - 14 2 94
On medium-term lease (10-50 years) HERRAI(10250%) - 2,964 428 3,660
On short-term lease (below 10 years) BEBA0FNAT) - 3 - 55
4,467 6,301 4,891 7,090

The Group leases out investment properties under operating leases. The leases
typically run for an initial period from 1 to 10 years, with an option to renew the
leases after that date at which time all terms are renegotiated. None of the leases
includes contingent rentals.

Rental income receivable from investment properties held for use under operating
leases amounted to HK$205 million in 2016 (2015: HK$221 million). There was no
contingent rental recognised during the year 2016 (2015: Nil).

The total future minimum lease payments of bank premises and investment
properties held for use under non-cancellable operating leases are receivable as
follows:

Within one year 18R
After one year but within five years 1EAEE5ER
After five years S LA

SEURERERAAHREYE - BEF
HEERIFE105 - HIBRRATBENER
fGERESZ - FTEANL T eExEEE -

RER UELHEFABENREDE
Z WS B#2.05F T (20154 « B
221{87T) - 2016F FEANAGERANAHE
(20154 : &) -

DA AT S A S A E R AR OATHE R IR E )
FEH AR R REEGIAE [ RERRIAT

2016 2015

HKS Mn ¥ EEBRT  HKS Mn BEEET
128 224

118 211

- 1

246 436
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36.INCOME TAX IN THE STATEMENT OF FINANCIAL POSITION Ei#iRRR A FTEHR

(a) Current taxation in the statement of financial position represents: (a) EEEBERANAIHIES !
2016 2015
HKS Mn B EERT  HKSMn BB EET
Provision for Hong Kong profits tax for the year NEEBBHETERE 720 772
Provisional profits tax paid B EEAGEH (550) (704)
170 68
Balance of profits tax provision relating to prior years — LAfE £ [E FI{S5 S pA%E 751 662
Taxation outside Hong Kong BB AN IE 684 595
1,605 1,325
(b) Deferred tax assets and liabilities recognised (b) EEBIEEER BEHER
The components of deferred tax (assets)/liabilities recognised in the consolidated BRR T E MBI RPECHE(EE),/
statement of financial position and the movements during the year are as follows: BENERBL RFERZEEIAT
2016
Depreciation
allowances Impairment  Revaluation
in excess of losses on  of available-
related Revaluation financial for-sale Tax
Deferred tax arising from: depreciation of properties assets securities losses Others Total
BRERNE SREEN e
BEHERE: HWiTE&HE MRESR HER EHEMR Big Hit e

HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HK$Mn
BREErT AMEEn BWEER BREEx E¥EEn  EWEER  BRERR

At 1st January, 2016 120161718 285 193 (270) 149 (18) 14 353
(Credited)/charged to

income statement WHERR(EAN)/ S (64) (80) (549) - 8 61 (624)
Credited to reserves FARER

(Notes 42(b) and (g)) (Hiit42(0)R(g) - (10) - (73) - - (83)
Additions through acquisition RS - - - - (6) - (6)
Transfer to asset classified as EESBAREE

assets held for sale (Note 56) HEBE(H756) 3) - 1 - (1) 10 7
Exchange and other adjustments  [& ¥ E 5% - (2) 34 4) 1 1 30
At 31st December, 2016 72016612 A318 218 101 (784) 72 (16) 86 (323)
Note: HK$ 10 million deferred tax assets and HK$3 million deferred tax liabilities were Wist - BEFFAIEH EEERFAEL &8 &

transferred to assets held for sale and liabilities held for sale respectively (see Note 56). EIER IR E RIEEFEE &5 5 A5

1,0008 7T R #3008 7T (ZH17£56) °
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2015
Depreciation
allowances Impairment ~ Revaluation
in excess of losseson  of available-
related  Revaluation financial for-sale Tax
Deferred tax arising from: depreciation  of properties assets securities losses Others Total
BREENE TREEN AHHE
EERERE: HiTER TR L ERIE VS EHafh fig Hith g
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn HK$ Mn
A¥EET B¥EEx A%RErT A¥REr  B¥EEn  A%EET  ANRER
At 1st January, 2015 201551 A1H 325 197 10 157 9) (90) 590
(Credited)/charged to income WHEA(EN)/
statement XA (40) (18) (284) - @) 100 (244)
Charged/(credited) to reserves fENTE/ (EA)
(Notes 42(b) and (g)) (H1a242(6) %)) = 17 = (6) = - 1
Transfer to asset classified as BENEARAE
assets held for sale (Note 56) HEBE(H5#56) = - - - 5 _ 5
Transfer e = - ) = (11) 12 =
Exchange and other adjustments  [& ¥ [ 5% = 3) 5 ) (1 (8) (9)
At 31st December, 2015 1201541274318 285 193 (270) 149 (18) 14 353

Note: HK$5 million deferred tax assets was transferred to assets held for sale (see Note 56).

Wit - BRREIEH ELEMEEHEEESRHE
RIBI5008 7T (ZM17F56) °

2016 2015
HK$ Mn B EERT  HKSMn BEEET
Net deferred tax assets recognised on the TR B T AR 2R AR AR TR
statement of financial position BEFE (785) (181)
Net deferred tax liabilities recognised on the TR ITSIOR R VIR T TE
statement of financial position =l 462 534
(323) 353

(c) Deferred tax assets not recognised
The Group has not recognised deferred tax assets in respect of cumulative tax
losses of HK$691 million (2015: HK$974 million) as it is not probable that future
taxable profits against which the losses can be utilized will be available in the
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry
dates of the tax losses were as follows:

Expiring within 5 years
Expiring more than 5 years
No expiry date

RAF A
AFEEH

EIHA

(o) RERELERIBERE
B ATREAR AR G B A B BB ISR R E
R ERTUR M AR A BEE - AREY
RIER R FIEE6.9187T (20154 : B
9.74187T) RIEERI IR A E - IBIRBRHBIE
Bl - ZEFEOF BT -

2016 2015

HK$ Mn B HETT HK$ Mn BB EHE T
4 72

- 92

687 810

691 974
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37.0THER LIABILITIES EftE &

2016 2015
HK$ Mn BEEERT  HKSMn BB EET
(@) Trading liabilities @ RHFABAE
Exchange fund bills sold INERESZEEE 50 888
Shares sold =R - 1
50 889
(b) Other accounts and provisions (b)  EMERERERS
Accrued interest payable FEEHREARIS 3,812 4,269
Acceptance draft payable ERERRE 25,084 20,602
Liabilities held for sale (Note 56) BBELEREMAZ56) 426 225
Other accounts HbARIE 20,766 20,231
50,088 45,327
38.LOAN CAPITAL fEEER
2016 2015
HKS Mn B¥EERT  HKS Mn BB EET
Subordinated notes, at amortised cost TR SERK AR M A A B E S
with fair value hedge adjustments HREI RN EERE
USD600 million fixed rate subordinated f£2020%7 A 16 HBIHIH)E B 6(8
notes due 16th July, 2020 (1) ETRERE (1) 4,820 4,887
USD500 million fixed rate subordinated 15202245 4B SR E 8518
notes due 4th May, 2022 (2) ETREER (2) 3,881 3,895
SGD800 million fixed rate subordinated 202259 A 138 EIHRE S81E
notes due 13th September, 2022 3) HIE TREERE ?3) 4,284 4,330
USD500 million fixed rate subordinated 152024411 B20B E|HiRE B
notes due 20th November, 2024 (4) SIEERTRERE (@) 3,874 3,884
USD500 million fixed rate subordinated 752026511 B3E BIHH)E B
notes due 3rd November, 2026 (5) SEETAERE (5) 3,749 -
20,608 16,996
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The Group has not had any defaults of principal, interest or other breaches with
respect to its debt securities during the years ended 31st December, 2016 and
2015.

Q)

Two tranches of loan capital of face value totalling HK$4,653 million (USD600
million) and carrying amount totalling HK$4,820 million (2015: HK$4,887
million) were issued on 16th July, 2010 (USD450 million) and on 23rd July,
2010 (USD150 million) by the Bank. These subordinated notes carrying a
coupon rate of 6.125% qualifying as Tier 2 capital are listed on the Singapore
Stock Exchange and will mature on 16th July, 2020. The notes are under fair
value hedge accounting and hedge ineffectiveness of HK$5 million loss was
recorded in 2016 (2015: HK$5 million loss).

Loan capital of face value of HK$3,877 million (USD500 million) and carrying
amount of HK$3,881 million (2015: HK$3,895 million) represents 6.375%
subordinated notes (under the Euro Medium Term Note Programme) qualifying
as Tier 2 capital issued on 4th November, 2011 by the Bank. The notes are
listed on the Singapore Stock Exchange and will mature on 4th May, 2022.
USD400 million of the notes are under fair value hedge accounting and hedge
ineffectiveness of HK$2 million loss was recorded in 2016 (2015: HK$0.1
million loss). The fair value as of 31st December, 2016 for the USD100 million
subordinated notes at amortised cost was HK$786 million (USD101.4 million)
(2015: HK$808 million (USD104.3 million)).

Loan capital of face value of HK$4,283 million (SGD800 million) and carrying
amount of HK$4,284 million (2015: HK$4,330 million) represents two tranches
of 4.25% subordinated notes (under the Euro Medium Term Note Programme)
qualifying as Tier 2 capital issued on 13th March, 2012 (SGD600 million) and
on 27th April, 2012 (SGD200 million) by the Bank. The notes are listed on
the Singapore Stock Exchange and will mature on 13th September, 2022.
The notes are under fair value hedge accounting and hedge ineffectiveness of
HK$4 million profit was recorded in 2016 (2015: HK$0.9 million profit).

Loan capital of face value of HK$3,877 million (USD500 million) and carrying
amount of HK$3,874 million (2015: HK$3,884 million) represents 4.25%
subordinated notes (under the Euro Medium Term Note Programme)
qualifying as Tier 2 capital issued on 20th November, 2014 by the Bank. The
notes are listed on the Hong Kong Stock Exchange and will mature on 20th
November, 2024. The notes are under fair value hedge accounting and hedge
ineffectiveness of HK$4 million loss was recorded in 2016 (2015: HK$1 million
profit).

Loan capital of face value of HK$3,877 million (USD500 million) and carrying
amount of HK$3,749 million represents 4% subordinated notes (under the
Euro Medium Term Note Programme) qualifying as Tier 2 capital issued on 3rd
November, 2016 by the Bank. The notes are listed on the Hong Kong Stock
Exchange and will mature on 3rd November, 2026. The notes are under fair
value hedge accounting and hedge ineffectiveness of HK$1 million profit was
recorded in 2016.

BE
HEMARTZE

B R ¥R AR BT RE (4R

201652015512 A31HILFEARAALEE
BHRA S MF S EE

HLTELT °

(1

()

MR EMERRE B 46,5318 T (618%
TE)&EE@TE%@%E/%M48.201@f£(2015
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2010674238 (1 58T BTES
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39.EQUITY SETTLED SHARE-BASED TRANSACTIONS U ABERIELZ NS

The Bank has adopted Staff Share Option Schemes whereby the Board may at its
discretion grant to any employees, including ED and Chief Executive, of the Group
options to subscribe for ordinary shares of the Bank. Except as provided otherwise
in the rules of the relevant Scheme(s), share options granted under the 2011
Scheme may be exercised beginning on the Vesting Date and ending on the fifth
anniversary of the Vesting Date. All options were granted for nil consideration.

(a) Particulars of share options:

(i) Share options granted under 2011 Scheme in years 2011 to 2015:

Date of grant Tranche
RTEH )
05/5/2011 T1
05/5/2011 T2
05/5/2011 T3
10/5/2012 T
10/5/2012 T2
10/5/2012 T3
03/5/2013 T1
03/5/2013 T2
03/5/2013 T3
02/5/2014 T1
02/5/2014 T2
02/5/2014 T3
04/5/2015 T1
04/5/2015 T2
04/5/2015 T3

Vesting period
R

05/5/2011-04/5/2012
05/5/2011-04/5/2013
05/5/2011-04/5/2014
10/5/2012-09/5/2013
10/5/2012-09/5/2014
10/5/2012-09/5/2015
03/5/2013-02/5/2014
03/5/2013-02/5/2015
03/5/2013-02/5/2016
02/5/2014-01/5/2015
02/5/2014-01/5/2016
02/5/2014-01/5/2017
04/5/2015-03/5/2016
04/5/2015-03/5/2017
04/5/2015-03/5/2018

(i) Share options granted under 2011 Scheme in year 2016:

Date of grant Tranche
RTEH %)
08/4/2016 T1
08/4/2016 T2

08/4/2016 13

Vesting period
X

08/4/2016-07/4/2017
08/4/2016-07/4/2018
08/4/2016-07/4/2019

RITFRMEEERE B RERS A BB
BHHRBEETAREZEMEE - BT
EERITHEH  ARBARTEBRENG -
BAERENAASEREIN  RIF20114F
B E RGBT THRBENTEMRS
FEAMKERERNFESAFLLE - IARK
EHATEHEFZ AL -

(a) RIRFEFS
(i) 7E2011FE2015FRE201 15T BT T

RRRAE

Exercise period Exercise price per share
1T BRITHEE

HKS ¥ T
05/5/2012-05/5/2017 32.00
05/5/2013-05/5/2018 32.00
05/5/2014-05/5/2019 32.00
10/5/2013-10/5/2018 28.99
10/5/2014-10/5/2019 28.99
10/5/2015-10/5/2020 28.99
03/5/2014-03/5/2019 31.40
03/5/2015-03/5/2020 31.40
03/5/2016-03/5/2021 31.40
02/5/2015-02/5/2020 32.50
02/5/2016-02/5/2021 32.50
02/5/2017-02/5/2022 32.50
04/5/2016-04/5/2021 34.15
04/5/2017-04/5/2022 34.15
04/5/2018-04/5/2023 34.15

(i) #E20165EMRIE201 15T EIFAHR T R HHE

Exercise period Exercise price per share

e BRITEE

HKS ¥t
08/4/2017-08/4/2022 28.45
08/4/2018-08/4/2023 28.45
08/4/2019-08/4/2024 28.45
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(b) The number and weighted average exercise prices of share options
are as follows:

B R ¥R AR BT RE (4R

(b) EATERRENH B R INEFIIITE
BT :

2016 2015

Weighted average Numberof ~ Weighted average Number of
exercise price options exercise price options
MEFITRE AREHE IETERE BREHE
HKS BT Mn BE HKS BE T Mn BS

Outstanding at the beginning
of the year FHHE 32.10 26 30.98 25
Exercised during the year FEERNTEE 31.40 - 29.03 (5)
Granted during the year EERET 28.45 6 34.15 6
Lapsed during the year FERKK - - - -
Outstanding at the end of the year F A 31.40 32 32.10 26
Exercisable at the end of the year &R A1 T 31.65 20 31.20 14

The weighted average share price at the date of exercise for share options
exercised during the year was HK$32.90 (2015: HK$32.38).

The options outstanding at 31st December, 2016 had an exercise price from
HK$28.45 to HK$34.15 (2015: from HK$28.99 to HK$34.15) and a weighted
average remaining contractual life of 4.03 years (2015: 4.49 years).

FEARITERREES B NETHRES
755329070 (20154 : ##32.387T) ©

720165124318 -+ mARITERRIERTTHE
BB 28 45 L E 134,158 (20154 -
FR7E#28.99 L= 1534.157T) + REIBHAEH
Gz I B A4.034F (20154 « 4.49
F) o
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39.EQUITY SETTLED SHARE-BASED TRANSACTIONS (CONTINUED)
IR ABERBEXINRS @)

(c) Fair value of share options and assumptions
The fair value of services received in return for share options granted is measured
by reference to the fair value of share options granted. The estimate of the fair
value of the share options granted is measured based on a trinomial lattice model.
The contractual life of the option is used as an input into this model.

Fair value at measurement date
- Tranche 1
- Tranche 2
- Tranche 3

Share price

Exercise price

Expected volatility (expressed as weighted
average volatility used in the modelling
under trinomial lattice model)

Option life

— Tranche 1

— Tranche 2

— Tranche 3
Expected dividends

Risk-free interest rate (based on Exchange
Fund Notes)

5
Eﬁ
o
I
=
B
-+
™
it

[
Dkt Dkk Dk
ok okt
)

==
5
w N

B
TEE

BehR iR A= B B e E
RARSRA R IE K R)
R HEFH
—ma
—#n2

—#h7a3
b}

nw n

,:|

Betik

R E(REINEESRE)

The expected volatility is based on the historic volatility (calculated based on the

weighted average remaining life of the share options), adjusted for any expected

changes to future volatility based on publicly available information. Expected

dividends are based on historical dividends. Changes in the subjective input

assumptions could materially affect the fair value estimate.

Share options were granted under a service condition. This condition has not

been taken into account in the grant date fair value measurement of the services

received. There were no market conditions associated with the share option grants.

(0 =

AR EN D FEERBRR
ER R LNRBR BN AT EEZE TR
RENRFEENE - RTRREZMGEL
FEER=ZRAFREERR - REENS
MERRZEBRAN2E -

2016 2015
HK$B¥7.74 7T HK$/5%#2 807
HKS$/E%8.047T HK$75%2.807T
HK$/B#8.23 7T HK$7#2.737T

HK$7&#28.00T HK$/&%34.1570
HK$#&#628.45T HK$/5%34.1570
38.48% 14.25%

6 years& 6 yearstF

7 yearsf 7 yearsF

8 years& 8 yearstF

4.54%-4.80%

5.06%-5.40%

0.85% 1.14%
TERTRIE $EF@EZ&¢E(M R Y AN
FIAFHE) - ARZABNE AT

%*%i&fﬂﬁﬁ’\ﬁﬁﬁﬁéﬂ o AR IR BIRBEN

- THBABR

FEERfGE

RBAERR T AT A RIS RM o

VBB L E AT ER

Z AR

WARMAGERNK T AEFRBHAFE
B BT REEEDSERILEEEER o
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2016 2015
No. of shares No. of shares
RAHE KigE
MnEE HKS Mn B¥EERT MnEE HKS Mn BEEET
Ordinary shares, issued and fully paid: BETRAREER :
At 1st January MA1E 2,641 33,815 2,347 25,217
Subscription of new shares BT - - 223 6,576
Shares issued under Staff Share
Option Schemes RIEE B RIRGHEIR TR - 1 5 150
Transfer of the fair value of options RRENATEEBBEAR
from capital reserve - share options B BRITARE
issued (Note 42(f) (Hrza2(f) - 1 - i
Shares issued in lieu of dividend PARR B E TR 62 1,663 66 1,856
At 31st December P12A318 2,703 35,490 2,641 33,815

Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options to
purchase ordinary shares in the Bank were granted to eligible employees. Except
as provided otherwise in the rules of the relevant Scheme(s), share options granted
under 2011 Scheme will be exercisable on the Vesting Date and ending on the
fifth anniversary of the Vesting Date.

Shares issued under Staff Share Option Schemes

During the year, options were exercised to subscribe for 0.4 million ordinary shares
in the Bank at a consideration of HK$11 million which was credited to share capital
account. HK$1 million has been transferred from the capital reserve to the share
capital account in accordance with policy set out in Note 2(q)(iv).

RBERENEEREREE([5HE]]) - R
IR T &R EE ARBAITH L BRR
- REARMENARASEREIN  RE
201112 B SRR B P i T 10 SR AR RO 1T (2 38
PRAR5FE B R ERE A ESASFLL -

RiE(ESRRET BIRTHRD
FER - BATERBHEARBAIT L ERA0
BRZAREALKII0ET  FEFAR
A o RERETBEME2QMAE - EHE
A B ERBIE 1008 T ERAR -
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41.ADDITIONAL EQUITY INSTRUMENTS ZE/MRAT A
2016 2015
HKS Mn B¥EE T HK$ Mn BB B ETT
USD650 million undated non-cumulative 6.50BX TR HAIERTER
subordinated capital securities BBRES 5,016 5,016

On 2nd December, 2015, the Bank issued undated non-cumulative subordinated
capital securities (“Additional Tier 1 Capital Securities”) with a face value of
US$650 million (equivalent to HK$5,016 million net of related issuance costs). The
Additional Tier 1 Capital Securities are undated and bear a 5.50% coupon until the
first call date on 2nd December 2020. The coupon will be reset every five years if
the Additional Tier 1 Capital Securities are not redeemed to a fixed rate equivalent
to the then-prevailing five-year US Treasury rate plus 3.834% per annum.

The first scheduled coupon payment date was 2nd June 2016 and the coupon shall
be payable semi-annually. The Bank has the right to cancel coupon payment (subject
to the requirement as set out in the terms and conditions of the Additional Tier
1 Capital Securities) and the coupon cancelled shall not be cumulative. However,
the Bank is stopped from declaring dividend to its ordinary shareholders unless the
next scheduled coupon payment is paid.

The principal of the Additional Tier 1 Capital Securities will be written off up to
the amount as directed or agreed with the HKMA if the HKMA notifies the Bank
that in the opinion of the HKMA, the Bank would become non-viable if there is no
written off of the principal.

The Bank has a call option to redeem all the outstanding capital securities from
2nd December, 2020 or any subsequent coupon payment date, but subject to
restriction as set out in the terms and conditions.

2015612 A28 « AITEITEEG.501E%
(MR B R ITR A E FEEK50.16187T)
ED| B ERBEREEARTAIEIN—RER
TH] BN —REATAREDHA RH
#55.50% 8% - 22020612 A2 E—
RUWE B o Mz EEIN— AR E AT AN R IEAE
ENERRFHEREES SXMNFE3.834%
ZEEFIEER @ SXRESRERFENE
= o

FE—REEFELZNBAR2016F6H28 M
FEHREEFZ T - RTEEEUHZAF]
BUBERZEIN—REATABFIEZ FERK
RAARIFTAER) REBUE ZFI 82T RIE
B o BRIENAEEFBELE XM - ANTRE
IFEMRERE T EBRRE -

e ERBAKTERARTOTHEAS
o EABEEE - RN —RERTAZA
SERRIAE S TR BEEIERLEST
4 -

FR20204 12 A2 B A8 5k LA 1 F fa] I B 2 1+
H - RITA{IEBAENEERERENE
AIE - BAXBIIHE 2GR RAARIFTIR
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The Group 58 The Bank 1T
2016 2015 2016 2015
HKS Mn B¥EET HKSMnBEEET HKSMn BEEET HKSMn BKEET
(@ General reserve @ —REHE
At st January B1A1H 13,953 13,930 13,441 13,441
Transferred from property revaluation HErRERYE
reserve on disposals HihHE 62 - 3 -
Transfer from retained profits ek el 20 23 - -
At 31st December #®12A318 14,035 13,953 13,444 13,441
(b) Revaluation reserve on bank premises  (b) {THtEfLREfE
At 1st January RA1B 1,639 1,642 1,591 1,581
Recognition of deferred tax liabilities ERELEREEE
(Note 36(b)) (Hizt36(t)) 10 (17) 10 @
Transferred to general reserve on
disposals HELBA—REE (62) = (€) =
Revaluation surplus on bank premises T BEHRREA
transferred to investment properties REME 141 14 141 14
At 31st December MW12A318 1,728 1,639 1,739 1,591
() Statutory reserves (0 EEktE
At 1st January MA1R 4,710 4,285 - -
Transfer from retained profits BEREEN 489 425 - -
At 31st December M12A31H 5,199 4,710 - -
(d) Capital reserve d BAREE
At 1st January RA18 230 228 - =
Transfer from retained profits e - 2 - -
At 31st December M2A31H 230 230 - -
(e) Exchange revaluation reserve () EXBLERE
At 1st January B1A1H (162) 1,970 6 64
Exchange adjustments I A% (2,113) 2132 (70) (58)
At 31st December M2A31H (2,275) (162) (64) 6
(f)  Capital reserve - staff share options () AZREE—E &
issued EERRE
At 1st January RA1B 90 84 90 84
Transfer of the fair value of options to RIREATEERARK
share capital (Note 40) (Hit40) (1) (16) (1 (16)
Additions = 35 22 35 22
At 31st December R12A318 124 90 124 90
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42.RESERVES (CONTINUED) f£1& (&)

The Group &8 The Bank $847
2016 2015 2016 2015
HKS Mn B®EET  HKSMn E%EET HKSMn B¥EERT  HKSMn BEEET

(9) Investment revaluation reserve (0 BEEMEE
At 1st January M1A1E 1,383 1,660 921 1,161
Changes in fair value of securities BENLTEELS 12 (17) 370 (68)
Reversal upon disposal (Note 15) I ERER (f315) (136) (327) (28) (185)
Recognition of deferred tax liabilities RELHER R
(Note 36(b)) (Biat361b)) I} 6 1 2
Impairment loss and amortisation REIER R 27 61 (4) (1
Other movement Hith &g - _ - (13)
At 31st December M12A318 1,359 1,383 1,260 921
(h)  Other reserves (h EEE
At 1st January R1A1A (44) 15 - -
Purchase of interests in businesses from MIEERERREE
non-controlling interests investors BABEER 9 - - -
Share of changes in equity of associates  FE(EEF AN AN ED) 147 (59) - =
At 315t December R12A318 9% (44) - -
(i) Retained profits () BEam
At 1st January MA1R 21,799 19,849 8,334 6,814
Net profit for the year FENEF 3723 5,522 4,853 397
Transfer to general reserve BA—RFE (20) 23) - -
Transfer to statutory reserve BNETRE (489) (425) - -
Transfer to capital reserve BAERRE - ) - =
Premium paid for partial bought back/
redemption of Hybrid Tier 1 BE/EESH RS
capital instruments —BERTEZGE (6) @11 - =
Other movement Hih#H - = - 140
Dividends (Note 19) REH#19)
~ Interim dividend —HERE (751) (994) (751) (994)
— Second interim dividend in respect ~LEEEZR
of prior year HERE (1,320) (1,597) (1,320) (1,597)
— Hybrid Tier 1 capital instruments —RA—REARIA (211) (320) - -
— Additional Tier 1 capital instruments —FI—REARIA (278) - (278) -
At 315t December R12A318 22,447 21,799 10,838 8,334

() Total reserves () FEas 42,941 43,598 27,341 24,383
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General reserve was set up from the transfer of retained earnings and the realised
revaluation surplus on disposal of properties.

Revaluation reserve on bank premises and exchange revaluation reserve have been
set up and are dealt with in accordance with the accounting policies adopted for
the revaluation of bank premises and foreign currency translation.

Statutory reserves are set up to satisfy the statutory requirements of certain
overseas subsidiaries and associates mainly for the purpose of covering unidentified
potential losses on risk assets in addition to those recognised under the prevailing
accounting requirements in their jurisdictions.

Capital reserve represents the capitalisation of subsidiaries’ and associates’ reserves.

Capital reserve — staff share options issued comprises the fair value of the actual
or estimated number of unexercised share options granted to employees of the
Bank recognised in accordance with the accounting policy adopted for share based
payment in Note 2(q)(iv).

Investment revaluation reserve comprises the cumulative net change in the fair
value of available-for-sale securities held until the securities are derecognised and is
dealt with in accordance with the accounting policies in Notes 2(f) and (k).

Other reserves represent share of changes in equity of associates in respect of
investment revaluation reserve and revaluation reserve of bank premises.

A regulatory reserve is maintained to satisfy the provisions of the Banking
Ordinance for prudential supervision purposes by earmarking amounts in respect of
losses which the Bank will or may incur on loans and advances and investments in
addition to impairment losses recognised. Movements in the reserve are earmarked
directly through retained earnings and in consultation with the HKMA. As at 31st
December, 2016, HK$4,372 million (2015: HK$5,269 million) was included in the
retained profits in this respect which was distributable to equity holders of the
Group subject to consultation with the HKMA.

At 31st December, 2016 the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$18,608 million (2015 restated:
HK$14,958 million). After the end of the reporting period the directors declared a
second interim dividend of HK$0.28 per ordinary share (2015: HK$0.50 per share),
amounting to HK$757 million (2015: HK$1,320 million). The dividend has not
been recognised as a liability at the end of the reporting period.

B R ¥R AR BT RE (4R

—REFEHNEY - BREREEFENREE
MERNEERBHER

TiIRELBHFEENELREEERES
HTHEANSNEE S E AT IR A RO &SI

AE R RERERESE T /BN E QR R
ERBREEEFR - TEMERBREHWR
e ERTEERMBRINRERREE
BRG] 2 ATRERRLK ©

ENRBHENBARREERRAMENER
LT -

EARFE(ERITREREE) BEREDK
N BB BT FE2(q)iv) P 8k A BR 17 A R AE S S
& ERRERR TAITRB 2B S fhat
RTERBEZ R OAFEE -

BEBHEERETARH Hj% =i
FWR IR R AP EES @&Eﬁ
FRER 5 BERE S ER M2 A(K) ©

Hip#EREREH S A REE 2 RES M
it R E AT R R

REACRITEKODERBFEEENRT -
RIBEREREEDERERERER mﬁ?@
KOAREEFRERA SR - KHEASE

1& - f&ﬁﬁﬁ’]ﬁ@ma%&%ﬁ@%m%mo
2016612 A318 » BfF & Flh 2 iEE It
BB RRE FAEBERRAEE43 72T
(20154 : B¥52.6918 L)  BIREAIZAE
HEER °

2016512 4318 « AIRE T AT TARER AR
fE#R 5 A5 186.0818 0 (2015F B3R : &
#149.58187T) ° E%ﬁ%ﬂﬁ%ﬁﬁﬂf&é%ﬁ
ikEE ZXPHREFREBREK0.28
J0(2015%F « FRBHE0.507T) « BEEBE
7.571870(2015% : #B¥13.201870) - NIk
%@%ﬁﬁﬁaﬂﬂm%ﬁ@ﬁ%f



246 | The Bank of East Asia, Limited | Annual Report 2016

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
kR E SN EAED)

N2

43.NON-CONTROLLING INTERESTS 33 iR fE %5

2016 2015
HK$ Mn B HERT  HKSMn BEEET
At 1st January M A1H 3,212 4,564
— final dividend in respect of previous year — FFERMEKE (60) (82)

— partial redemption of Hybrid Tier 1
capital instruments —BEHEE —REATE (45) (1,361)

Purchase of interests in businesses

from non-controlling interests investors AR ERREEE AR F R 7 -
Other comprehensive income Hitn 2 E e (31 (25)
Profit for the year FE A 106 116
At 31st December 128318 3,189 3,212

The non-controlling interests include HK$2,469 million (2015: HK$2,514 million)
of Hybrid Tier 1 capital instruments.

The Hybrid Tier 1 capital instruments comprising step-up subordinated notes
("Notes"”) of face value HK$2,469 million (USD318 million) and carrying amount
of HK$2,799 million at bank level (2015: face value HK$2,514 million (USD324
million)) and carrying amount of HK$2,898 million at bank level) and non-
cumulative preference shares (“Innovate Preference Shares”) of HK$2,469
million (USD318 million) (2015: HK$2,514 million (USD324 million)) were issued
respectively by the Bank and by Innovate Holdings Limited, a wholly owned
subsidiary of the Bank, on 5th November, 2009. The Notes bear a fixed interest
rate of 8.5% per annum and will mature on 5th November, 2059. The Innovate
Preference Shares are perpetual securities on which no dividend is payable. The
Notes and the Innovate Preference Shares are listed, and traded together as
units, on the Singapore Stock Exchange. The Hybrid Tier 1 capital instruments are
qualified as Additional Tier 1 capital of the Bank and the Group. In the consolidated
financial statements, the Notes are eliminated and the Innovate Preference Shares
are classified as non-controlling interests.

During the year, the Bank bought back HK$45 million (2015: HK$1,361 million)
Hybrid Tier 1 capital instruments which are classified as non-controlling interests
in the consolidated financial statements, (2015: through exchange offer with
Additional Tier 1 capital securities (HK$672 million) and tender offer (HK$900
million)). The purchase premium of HK$6 million (2015: HK$211 million) paid
in excess of the carrying amount of the non-controlling interests acquired was
charged to retained profits.

RIS BB 24 6987 (20155 : B
BE25 N\ METT)BRE —MEARTE -

BE—REATABESBEATRTEE
246918 T (3.1818%TT) RERITEE
Z BREES R 27.9918 7T (20154F « EES
#25.14187C(3.2418% L)) RERTTEME 2 IR
HEE28.988T) FREERE([RE])
K #7817 —2 & {8 2 Flinnovate Holdings
Limited FT 2 T BREI B 5 24,6918 7T (3.1818
£7T) (20154 : FREAE25.14187T(3.2418
%)) EREE D ([Innovate B FERR) -
1T EHA2009F 11 ASA - R ZRZETE
MEBELES5% » WiH2059411 A5H 3|
B © Innovatef@ e i = /A (AR BRI EE|
HIRES o Z2E Kinnovate @ 5L iD= R FT
IER G ETRABLMEAGHARS < R
AE—REARTABHIEARARTRAEEN
BIN—MER - BIFEMBHREP - ZHEE
WK 38 R Innovate B 5E AR 19 B 5 K8 A IR

s o

FEN - AfTEES4,5008 7T (20155 -
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U g2 4R 9B A B 13,6118
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BE—REARTE - ZTBEE AT RE
wAREEZH BB 6008 T (20154 « B
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44.PRINCIPAL RISK MANAGEMENT FZE R ERE

B R ¥R AR BT RE (4R

This section presents information on the Group’s management of principal risks.

The Group has established an effective risk governance and management
framework in line with the requirements set out by the HKMA and other
regulators. This framework is built around a structure that enables the Board and
Management to discharge their risk management-related responsibilities with
appropriate delegation and checks and balances. These responsibilities include
defining risk appetite in accordance with the Group'’s business strategies and
objectives, formulating risk policies that govern the execution of those strategies,
and establishing procedures and limits for the approval, control, monitoring, and
remedy of risks.

The RIC stands at the highest level of the Group’s risk governance structure
under the Board. It consists of four INEDs (one of whom is the Chairman of the
Committee) and two NEDs. The RIC provides direct oversight over the formulation
of the Group's institutional risk appetite, and sets the levels of risk that the Group
is willing to undertake with reference to its financial capacity, strategic direction,
prevailing market conditions, and regulatory requirements.

The RIC also ensures that the Group’s risk appetite is reflected in the policies
and procedures that Management adopts to execute its business functions.
Through the Group’s management committees, including the Crisis Management
Committee, Risk Management Committee, Credit Committee, Asset and Liability
Management Committee, and Operational Risk Management Committee at the
executive level — and under the overall coordination of the Risk Management
Division — the RIC regularly reviews the Group's risk management framework and
ensures that all important risk-related tasks are performed according to established
policies and with appropriate resources.

The Crisis Management Committee and Risk Management Committee comprise
the Group’s Chairman & Chief Executive, Senior Management and the Group
Chief Risk Officer.

The Credit Committee, Asset and Liability Management Committee, and
Operational Risk Management Committee comprise the Group’s Senior
Management, the Group Chief Risk Officer and where appropriate senior
executives from the relevant areas.
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44.PRINCIPAL RISK MANAGEMENT (conTinuep) 3 &b & T8 (@)

The Group has implemented an ERM framework. The ERM framework is
promulgated with the objectives to identify and manage potential risks in a holistic
and effective manner, to fulfil the HKMA's higher expectation for risk management
of the Group as a Domestic Systemically Important Bank, and to reinforce the
“Three Lines of Defence” risk management model.

The Group has adopted a “Three Lines of Defence” risk management structure
to ensure that roles and responsibilities in regard to risk management within the
Group are clearly defined. The following highlights the “Three Lines of Defence”
model:

e The first line of defence comprises the Risk Owners, who are division heads
at Head Office and heads of significant subsidiaries, together with staff under
their management. They are primarily responsible for the day-to-day risk
management of their units, including establishing and executing specific risk
control mechanisms and detailed procedures.

e The second line of defence consists of the Risk Controllers, who are designated
division/department heads at Head Office. Supported by their respective
divisions and departments, the Risk Controllers are responsible for setting out
a risk management governance framework, monitoring risks independently
and supporting the management committees in their oversight of risk
management.

e The third line of defence is the Internal Audit Division, which is responsible
for providing assurance on the effectiveness of the Group'’s risk management
framework including risk governance arrangements.

The Group Chief Risk Officer coordinates all risk management-related matters
of the Group, works closely with the Risk Controllers on the formulation of risk
management policies and exercises risk oversight at the Group level, through a
functional working relationship with all Risk Controllers and Risk Owners.

The Group has formulated policies to identify, measure, monitor, control, and
report on the various types of risk and, where appropriate, to allocate adequate
capital to cover those risks. The Group’s major risk management policies and
control limits are approved by the Board and are monitored and regularly reviewed
to align with market changes, statutory requirements, and best practices in
risk management processes. The Board has delegated the responsibility for on-
going risk management to the RIC and the management committees. Significant
risk management-related issues must be reported to the Board, which oversees
risk management. Moreover, on a daily basis, the Group Chief Risk Officer is
responsible for overseeing the Bank Group’s risk management issues which
include, but are not limited to, the risk management infrastructure, strategies,
appetites, culture, and resources.
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Stress testing is an integral part of the Group’s risk management. The Group
regularly performs stress-tests on the principal risks, where appropriate, to assess
the potential impact of stressed business conditions (including hypothetical
situations such as a significant economic downturn in Mainland China and
Hong Kong) on the Group’s financial positions, in particular, capital adequacy,
profitability, and liquidity. Whenever necessary, a prompt management response
will be developed and executed to mitigate potential impacts.

(a) Credit risk management

Credit risk is the risk of loss arising from a borrower or counterparty failing to meet
its obligations.

The Credit Committee is responsible for managing all credit risk-related issues
of the Group, while the Credit Risk Management Department under the Risk
Management Division of the Group is responsible for monitoring activities relating
to credit risk. The Group identifies and manages credit risk by defining the target
market segment, formulating appropriate credit policies, and carrying out credit
assessment and monitoring of asset quality. Credit risk control limits are set for
different levels. Risk, return, and market situation are considered when setting all
limits. Active limit monitoring is undertaken.

In evaluating the credit risk associated with an individual customer or counterparty,
financial strength and repayment ability are always the primary considerations.
Credit risk may be mitigated by obtaining collateral from the customer or
counterparty.

The Group has established policies, procedures, and rating systems to identify,
measure, monitor, control, and report on credit risk. In this connection, guidelines
for management of credit risk have been laid down in the Group’s Credit Risk
Management Manual. These guidelines stipulate delegated lending authorities,
credit underwriting criteria, a credit monitoring process, an internal rating
structure, credit recovery procedures and a provisioning policy. They are reviewed
and enhanced on an ongoing basis to cater for market changes, statutory
requirements, and best practices in risk management processes.

The Group's credit risk management for the major types of credit risk is depicted as
follows:

(i) Corporate and bank credit risk

The Group has laid down policies and procedures to evaluate the potential
credit risk of a particular counterparty or transaction and to approve the
transaction. For corporate and bank customers, the Group has different
internal rating systems that are applied to each counterparty. For exposure
classified as Specialised Lending in particular, supervisory slotting criteria are
used. To monitor concentration risk, the Group has preset limits for exposures
to individual industries and for borrowers and groups of borrowers. The Group
also has a review process to ensure that the level of review and approval is
proper and will depend on the size of the facility and rating of the credit.
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(a) Credit risk management (continued)

(0

(iii

=

=

(iv,

Corporate and bank credit risk (continued)

The Group undertakes on-going credit analysis and monitoring at several
levels. The policies are designed to promote early detection of counterparty,
industry or product exposures that require special monitoring. The overall
portfolio risk as well as individual impaired loans and potential impaired loans
are monitored on a regular basis.

Retail credit risk

The Group’s retail credit policy and approval process are designed for the
fact that there are high volumes of relatively homogeneous and small value
transactions in each retail loan category. The design of internal rating system
and formulation of credit policies are primarily based on the demographic
factors and the loss experience of the loan portfolios. The Group monitors
its own and industry experience to determine and periodically revise product
terms and desired customer profiles.

Credit for treasury transactions

The credit risk of the Group’s treasury transactions is managed in the same
way as the Group manages its corporate and bank lending risk. The Group
applies an internal rating system to its counterparties and sets individual
counterparty limits.

Credit-related commitment

The risks involved in credit-related commitments and contingencies are
essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are subject to the same credit application,
portfolio maintenance and collateral requirements as for customers applying
for loans.

Master netting arrangements

To mitigate credit risks, the Group enters into master netting arrangements
with same counterparties. Netting agreements provide that, if an event of
default occurs, all outstanding transactions with the counterparty will be
terminated and all amounts outstanding will be settled on a net basis. Except
for the event of default, all outstanding transactions with the counterparty are
settled on a gross basis and generally do not result in offsetting the assets and
liabilities in the statement of financial position.

(a) EERMERE(E)

)

(ii)

(iii)

(iv
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The following tables present details of financial instruments subject to offsetting, RIS - BAER N 2 FREER
enforceable master netting arrangements and similar agreements. ZH RO BHRARNEFMITAFS °
2016
Gross
amounts of  Net amounts
recognised of financial
financial assets
Gross liabilities presented Related
amounts of  set off in the in the financial
recognised  statementof statementof  instruments
financial financial financial that are not Net
assets position position set off amount
RER R R RER
ERR FEHEZ  REBRRE BRI &
SREE ERERLHE H 5 R ki
HE BfEEE SREETE HESHE R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET BEEET BEEET BREERT BEEER

Assets BE
Positive fair value of TETAMEAF
derivatives BE 44 - 44 (21) 23
Other accounts HAbARIE 431 (369) 62 - 62
Total FCE 475 (369) 106 (21) 85
2016
Gross
amounts of Net amounts
recognised of financial
financial liabilities
Gross assets presented Related
amounts of  set off in the in the financial
recognised  statementof statementof  instruments
financial financial financial that are not Net
liabilities position position set off amount
REFFIRR R RER
EER FiEEz  REBRRR BBMRR R
SRAE ERAEH H 5 R ki
HE EEAE <SREETE HELHE R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BY¥EBT BY¥EBT BYEET BY¥EET BY¥EEBT
Liabilities 8&
Negative fair value of TTHETEMBAT
derivatives L 130 - 130 (21) 109
Other accounts HifRIA 369 (369) - - -

Total mE 499 (369) 130 (21) 109
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44.PRINCIPAL RISK MANAGEMENT (conTINUED) 3 22 & f B 28 ()

(a) Credit risk management (continued) (a) GERKREE(E)
(v) Master netting arrangements (continued) (v) FEESBLZHE)

Assets BE
Positive fair value of FTETAMERAT

derivatives BE 28 - 28 (28) -
Other accounts HAfRIE 403 (387) 16 - 16
Total “a%8 431 (387) 44 (28) 16

Liabilities afE
Negative fair value of FTETAMERT

derivatives BE 140 - 140 (28) 112
Other accounts HBRIA 519 (387) 132 = 132

Total ) 659 (387) 272 (28) 244




RERITERAR | 2016 F 3, | 253

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

(vi) Concentration of credit risk

Concentration of credit risk exists when changes in geographic, economic
or industry factors similarly affect groups of counterparties whose aggregate
credit exposure is material in relation to the Group’s total exposures. The
Group's credit portfolio is diversified along geographic, industry and product
sectors.

The Group monitors its concentration risk by adopting appropriate risk control
measures, such as setting limits on exposures to different industries and loan
portfolios.

(vii) Maximum exposure

The maximum exposure to credit risk at the end of the reporting period

(vi

B R ¥R AR BT RE (4R

) FESTHER
EESTHRABRBERRZ 4 FEEXZ
e KERTERENTE  MRF

ERNERERERRAENASENE
BEBRAEZWHEE - REENEER
BOMEETRME - TERMER °

REE—ERAEE R R
PN A RTENEF A S EERE

NEREESTHEAR -

(vii) S B

A& B4R A WA B AR d ek

without taking into consideration of any collateral held or other credit HtEERANGEERR - BliES
enhancements is represented by the carrying amount of each financial asset in *IEE/W%EH/WEM%E’JimEﬁFE
the statement of financial position after deducting any impairment allowance. SRR R REE - &= AREEN
A summary of the maximum exposure is as follows: T
2016 2015
HK$ Mn BEEHEERT  HKS Mn BEEET
Cash and balances with banks, central banks B e RIEIRAT « PREFITH
and other financial institutions Hih & gENET 64,414 67,743
Placements with banks, central banks and TEERAT « R RITAIE fh & A E R
other financial institutions TR 44,052 80,828
Trade bills B5RE 11,939 19,532
Trading assets ROPBEE 3,128 3,990
Financial assets designated at fair value EERABBEZARM AT EEN
through profit or loss SREE 3,330 3,886
Positive fair value of derivatives TETAMEAFER 8,938 6,205
Loans and advances to customers BREERNEHR 450,445 439,125
Available-for-sale financial assets AItHESREE 106,964 90,284
Held-to-maturity investments BEIHIRE 5,663 6,199
Other assets H&E 38,830 33,635
Financial guarantees and other credit related BB ERR A EEE G
contingent liabilities FARBE 19,464 34,465
Loan commitments and other credit related BERAEEREMBEEGREMN
commitments EIE 198,789 208,015
955,956 993,907
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44.PRINCIPAL RISK MANAGEMENT (conTiNUED) F EE fEEIE (@)

(a) GERKREE(E)
(vnl),\mﬁﬁmﬂ’ﬂ*ggi
BRITERRBRRARETFEESEER

(a) Credit risk management (continued)
(viii) Credit quality of loans and advances
Loans and advances to banks are only made to banks with good credit

standing. The credit quality of loans and advances to customers can be

ZERIT © %)EE ARBHNEEERD

analysed as follows: T
2016 2015
HK$ Mn B HExX  HKSMn BEEET
Gross loans and advances to customers BEFEEFRBREE
— neither past due nor impaired —Em R A 446,965 435,669
— past due but not impaired —BRHERENE 510 864
— impaired —BRE 6,767 4,973
454,242 441,506
Of which: B ¢
2016 2015
HK$ Mn B HERX  HKSMn BEEET
Gross loans and advances to customers that ERHLHENTEER R
are neither past due nor impaired Ep ek
— pass —&18 438,607 422,886
— special mention —REMT 8,358 12,783
446,965 435,669

The Group classifies the loans and advances in accordance with the loan
classification system required to be adopted for reporting to the HKMA.

The ageing analysis of loans and advances to customers that are past due but

AEERBAEERTSERNERSD
HEBRADEER -

ERHEREREZEPERRE

KA

not impaired is as follows: BRI :
2016 2015
HKS Mn B EERT  HKSMn BB EET
Gross loans and advances to customers that HFRPERERENTEFER R
are past due but not impaired Ep ek
— overdue 3 months or less — B3 E A AT 510 864

Loans and advances that would be past due or impaired had the terms not

M2016F12H318 » fﬁiuujtﬂiiéﬂ&?x

been renegotiated amounted to HK$108 million as at 31st December, 2016 A aE & fE@ BRSO B B K b0k
(2015: HK$77 million). %Eﬁ/%ﬁ%ms%ﬁ(zmﬁ : ,%%,700

g) -
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(ix) Credit quality of financial assets other than loans and advances (ix) FERRBREMEENFELEE
Credit risk of treasury transactions is managed in the same way as the Group BeRPNEERBRER LA« BARE
manages its corporate and bank lending risk and risk gradings are applied to EEREMCERIBTEENTE—BK
the counterparties with individual counterparty limits set. [ Bz 4% 1|2 38 FR AR 5% A 1Bl 3 F IR B

HF o
At the end of the reporting period, the credit quality of investment in debt RIEBERE - RBINEBE E TR
securities analysed by designation of external credit assessment institution, % BBmRERS - SEESROTR
Moody’s Investor Services, or equivalent, is as follows: WA - FTiEE 2 BBESFRENEEE
AT :
2016 2015
Restated &3

HKS Mn ¥ EEBRT  HKS Mn BEBEET

Aaa Aaa 6,613 8,005
Aal to Aa3 AalZEAa3 20,760 20,021
Alto A3 A1£A3 39,405 33,274
Baal to Baa3 Baal%Baa3 29,951 23,200
Below Baa3 Baa3lA 2,489 3,404
Sub-total for Rated BB/ 99,218 87,904
Unrated ER 19,867 16,456
Total fak:] 119,085 104,360
At the end of the reporting period, the credit quality of the counterparties to REEBRARE - U THITETANE
which there were exposures arising from positive fair value of derivatives is as ATEEBEMEEAZARNEFEEES
follows: DHTLAT =

2016 2015

HKS Mn ¥ EEBT  HKS Mn BEBEET

Aal to Aa3 Aal to Aa3 1314 497
Alt0 A3 Alto A3 3,527 1,979
Baal to Baa3 Baal to Baa3 1,572 917
Below Baa3 Below Baa3 533 218
Unrated BT 1,992 2,594

Total k] 8,938 6,205
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(a) Credit risk management (continued)
(x) Collateral and other credit enhancements
The Group has established guidelines on the acceptability of various classes
of collateral and determined the corresponding valuation parameters. The
guidelines and collateral valuation parameters are subject to regular reviews to
ensure their effectiveness over credit risk management.

The extent of collateral coverage over the Group's loans and advances to
customer depends on the type of customers and the product offered. Types
of collateral include residential properties (in the form of mortgages over
property), other properties, other registered securities over assets, cash
deposits, standby letters of credit and guarantees. Collateral generally is not
held over balances and placements with banks and other financial institutions,
and loans and advances to banks, except when securities are held as part
of reverse repurchase and securities borrowing activity. The Group takes
possession of collateral through court proceedings or voluntary delivery of
possession by the borrowers during the course of the recovery of impaired
loans and advances. These repossessed assets are reported in the statement of
financial position within “other assets” (Note 2(m)). If the recovery from the
repossessed assets exceeds the corresponding exposure, the surplus fund is
made available either to repay the borrower’s other secured loans with lower
priority or is returned to the borrower.

Collateral held as security for financial assets other than loans and advances
is determined by the nature of the instrument. Debt securities, treasury and
other eligible bills are generally unsecured with the exception of asset-based
securities and similar instruments, which are secured by pools of financial assets.
However the credit risk may be implicit in the terms or reflected in the fair
value of the corresponding instruments.

The Group’s preferred agreement for documenting derivatives activity is the
ISDA Master Agreement which covers the contractual framework within which
dealing activity across a full range of over-the-counter products is conducted
and contractually binds both parties to apply close-out netting across all
outstanding transactions covered by an agreement, if either party defaults
or following other pre-agreed termination events. It is also common for the
Group to execute a Credit Support Annex in conjunction with the ISDA Master
Agreement with the counterparty under which collateral is passed between
the parties to mitigate the market contingent counterparty risk inherent in the
outstanding position.

For contingent liabilities and commitments that are unconditionally cancellable
(Note 46), the Group will assess the necessity to withdraw the credit line when
there is a concern over the credit quality of the customers. Accordingly, the
exposure to significant credit risk is considered as minimal. For commitments
that are not unconditionally cancellable, the Group assesses the necessity of
collateral depending on the type of customer and the product offered.

(a) EERMERE(E)

(x)

IR G R E A S AR T
AEEE HIFT I EZ T RERER RN
#al YEERRGLESE - AREE
EHmE sl RIERAGE2E - DA
RIEERRREIRHIBRK

AEBEFPERRBERNERREET
BEEFPHEARFAEHEERME - &
HmBRRRESYE AN ERBT
X)) Etb  HthBREHREE -
ReFX  BREAERER - BEE
RERMEEREFEREEHNERR
Sh - ERITREMEREENGET LT
K ARBITERERBR R TRRIE
o EREREERRBERE - KR
SEEBBEERFRERA BRI H
BEREKDERR ZERLEER
B AR IR h AT B fth 8 2 | 51 AR (BT 3
2(m)) © AU & ERT1S < 3B U
HRERERER - ASERBHESE
BERABERFRENBEAERSL
REITERA °

FEREFRERRRBRERE EMIER
i R TEZHERE - RIA—&
FTEREEFERNEERER S IA
RTAS  EBES  EHREMRR
ZE—REBEERN - A FER
BRI BEFS = 704 B T B A0 (R A SRR AR
B TANDFEET R -

ISDARF SN RAEBEEITER S
XHHBESLD  ERRESHIESR -
MEAKERZT  REBAET—R
FEISINE MR FER) - HP—FE
W BEEMTELEGENKRIESHE - B
RENHNR2BENFREESHRE
HAIBRBIIRS - AEBE T EERER]
ISDAH) F & KK RIR - B32 5 % F 5]
EEMA - Bt - ERR ARG 2
MER - UREHBERBABELTH
NIEET AR FEFER

R SR B B K R R (6 EROH O R (Y
it46) MAREHERFSNEEERS
RE - HETERERERLCEER -
At - AEERBEREERRKES
AT EDR o BT AR BUB Ry
- ARBERTEFPERRAARHEE
mAT E R T 2T -
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The lower of gross loan amount and the estimate of the fair value of collateral
and other credit enhancements held against financial assets is as follows:

B R ¥R AR BT RE (4R

ERERRSE RS REE KA
m R EMERREA N AP EERE
ZBIEEWT ¢

2016 2015
HKS Mn B¥EET  HKS Mn BB EET

Fair value of collateral and other credit BEERRSRHEEY
enhancements held against financial AR g R E A = IR
assets that are: NFEERT
— neither past due nor impaired — e s RE 310,498 314,160
— past due but not impaired —BEHEREHE 466 809
310,964 314,969

(b) Market risk management

Market risk is the risk arising from adverse movements in market factors such as
interest rates, foreign exchange, equity prices, and commodities prices, which
result in profits or losses for the Group. The aim in managing market risk is to
reduce the Group's exposure to the volatility inherent in financial instruments.

The Asset and Liability Management Committee deals with all market risk-related
issues of the Group. It is also responsible for conducting a regular review of interest
rate trends and deciding the corresponding future business strategy. The Asset
& Liability Management Department under the Risk Management Division of the
Group is responsible for monitoring activities relating to market risk.

The use of derivatives for proprietary trading and the sale of derivatives to
customers as risk management products are integral parts of the Group’s business
activities. These instruments are also used to manage the Group’s own exposures
to market risk, as part of its asset and liability management process. The principal
derivatives instruments used by the Group are interest rate, foreign exchange,
and equity-related contracts, in the form of both over-the-counter derivatives and
exchange traded derivatives. Most of the Group’s derivatives positions have been
entered into to meet customer demand and to manage the risk of these and other
trading positions.

In this connection, the key types of market risk that must be managed are:

(i) Currency risk
The Group’s foreign currency positions arise from foreign exchange dealing
(including derivatives), commercial banking operations, and structural foreign
currency exposures. The Group’s non-structural foreign currency exposures
are mainly denominated in USD, RMB and SGD. All foreign currency positions
are managed within limits approved by the Board or the Asset and Liability
Management Committee.

(b) TISEMRERE
miZEREEETSEE - FIOFE - S
PE - BRR(ER K AR AT Z B i 2
REEREN BB RS ©

EERAEERZESRAREMEREALE
miSEBARNER IR EE R X
E RS FEARENARREL R - AEE R
BREREETNEEAGBERN  ARESR
SR E RS o

ETTETARSRATFHETETRIA
RERRERERAASERP —REEX
%o WETATANAERAREEMAZ T
BEE  (FAAKREEEABEENHOE
FFo REBEMEANTETRIERFIE -
SNEFRRIDABREA K - BIRBINIIS AR S
MPTETR - REBABOHITET AR
HRIAEFPER  URABRENEMR S
TR A M TS -

U E - ARETEEENTISEAREIE

(i) BE¥ER
AEERINEFRIRBINERE (BT
ATH)  BRRITEBTABEINER
B o AREKEEFEARIEINEREREE LA
XL ARBEFIETREN - B
SNER RO REESELEEREE
BREEMAIENREA



258 | The Bank of East Asia, Limited | Annual Report 2016

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
kR E SN EAED)

44.PRINCIPAL RISK MANAGEMENT (conTinueD) FERREE @)

(b) Market risk management (continued) (b) THiZEKEE (E)

(i) Currency risk (continued)

Structural foreign currency positions, which arise mainly from foreign currency
investments in the Group’s branches, subsidiaries, and associated companies,
are excluded from value-at-risk measurements, as related gains or losses
are taken to reserves. Such foreign currency positions are managed with
the principal objective of ensuring that the Group’s reserves are protected
from exchange rate fluctuations. The Group seeks to match its foreign
currency denominated assets closely with corresponding liabilities in the same
currencies.

The Group had the following net structural positions which were not less than
10% of the total net structural foreign currency position at the end of the
reporting period:

2016
USDET  RMBAKH MYRS5
HK$ Mn HK$ Mn HKS$ Mn

BY®EET E¥EERT  BWEER

Net structural position HEEILERTE 2,173 12,834 2,033

(i) BE¥ER(E)
FEUHIESETERANASES
17~ MB R MBE & R RIHINERE -
HEM s REEE BB BARE -
FRARGTEAERBRER - EELEINE
REMNETEZRN  RREASEOHE
RREXRBNZE - AEEE T HIA
INEEHEM B ERNR —EBHEN S
18 - REFFEAREKF

RBERBERE - REBE AT BT
FEFETEREBIEIINE R BT
10% :

2015
USDEJL  RMBARK MYRE
HK$ Mn HK$ Mn HK$ Mn

EEEET  B¥EET  BEKAER

2,168 12,287 2,123

(i) Interest rate risk
The Group's interest rate positions arise from treasury and commercial
banking activities in trading portfolios. Interest rate risk is managed daily by
the Treasury Markets Division of the Group within the limits approved by the
Board or the Asset and Liability Management Committee. The instruments used
to manage interest rate risk include interest rate swaps and other derivatives.

(iii

=

Equity risk

The Group’s equity positions arise from equity investment and dynamic
hedging of customer-driven business. Equity risk is managed daily by the
Investment Department within the limits approved by the Board, Investment
Committee, or the Asset and Liability Management Committee.

Market risk control limits have been set at varying levels according to the practical
requirements of different units. The Board approves the core control limits and
has delegated the authority to set detailed control limits to the Asset and Liability
Management Committee. Risk, return, and market conditions are considered when
setting limits. Active limit monitoring is carried out.

In this connection, the Asset and Liability Management Committee monitors the
related market risk arising from the risk-taking activities of the Group, to ensure
that overall and individual market risks are within the Group'’s risk tolerance level.
Risk exposures are monitored frequently to ensure that they are within established
control limits.

The Group quantifies the market risk of the underlying trading portfolio by means
of VaR. VaR is a statistical estimate that measures the potential losses in market
value of a portfolio as a result of unfavourable movements in market rates and
prices, if positions are held unchanged over a certain horizon time period.

(i) FI= @z
REBMMERFAERERFEEFHE
BREERITER - NEABRARER
BeMERLESENEEARBERS
BeENRENEETAEER - &
B ER & T A REF =i A
PTHETA -

(iii) Betn R
AEENBROFRRARNEERER
BB EE D o B ERARE RPIR
Bxg REZBeIEEABEEZ
BelbEnREGEETARERE -

iz R HIR R A TR ERIARLS S8
ECNERTE - EFSFMLETIRE
VREEAEAREERBSEMARBOES
RE - EEREKSEEER - @HRRHEH
BERERE - W ARBEERBEEEFT

FEUAE EEABERZEGRALER
SEEETSRRNES - ERERRER
mERRENARBENRBAZEER © AN
SESKREEERBAEER - AR
R ERREERZEGIRER -

AEBEERRBRERELCAERZEEHH
SRR - RBRERTS M - AXE
ERE-—BRARFEERTENBERT
58X R BRI RE 5| KA S 8™
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The Group estimates VaR for the Group’s trading portfolio by the parametric
approach, where the VaR is derived from the underlying variances and co-variances
of the constituents of a portfolio. This methodology uses historical movements in
market rates and prices, a 99% confidence level, a one-day holding period, and
a one-year historical observation period. An equal or higher weighting scheme is
applied to more recent observations under which higher VaR should be used.

Structural foreign exchange positions arising from net investments in branches and
subsidiaries are not included in the VaR for the foreign exchange trading position.

The book value of listed shares, as well as the book value of private equity funds
and unlisted equities (collectively the “Unlisted Securities”), are subject to limits
and these are monitored by the Management of the Group. The Unlisted Securities
and listed non-trading equities are not included in the VaR for the equity trading
position, and are managed through delegated limits. The limits are subject to
regular review by the Asset and Liability Management Committee.

B R ¥R AR BT RE (4R

AEBBEBSBATEARER ZAEGHR
fefE - Ei - BRETEBASKHNEGH
TERBIEFEFE  ZTARKEBE
MR REBREANE) - 99%ERFKF - 18
FRBURI FRERSIRER - HhHR
MHBRETRSIRENEE - AR
RAR=RESR

BT RHTB A RRF R B EEMNEBIESN
ERATERREEIINER SRR MR
BN -

B EmRf SN - AR ES RIEETRMD
([ EEmRES DMREESRAEEE
BERREES o FEMESFRIFRS LT
BHRRBSERBEERITEFEERS
EOBRNERERTERN BEERBEERE

BEE PR %R

=

Value-at-risk statistics Rk ESRT
2016

At 31st December Maximum Minimum Mean

RW12A318 ] &i& ¥

HKS$ Mn HK$ Mn HK$ Mn HK$ Mn

BBEET BYRET AREET AREET

VaR for total trading activities R EHHNEREBESE 29 45 27 34
VaR for foreign exchange trading

positions* MER F5R HmR(E* " 14 8 "

VaR for interest rate trading positions FIRZ GHRNERE 2 7 1 3

VaR for equity trading positions RAR FHERERE 19 34 17 24

2015

At 31st December Maximum Minimum Mean

MM2A318 5 &iE 4

HKS$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET BERET BERET BERET

VaR for total trading activities RHEDHREBRELE 2 60 2 36
VaR for foreign exchange trading

positions* MNER S e mRKBRE 8 2 6 10

VaR for interest rate trading positions HER FHERRERE 3 8 2 4

VaR for equity trading positions RINR e RRRE 24 51 14 26

* Including all foreign exchange positions but excluding structural foreign exchange
positions.

* BREAEINERE BT BIEAEIEINERE -
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(b) Market risk management (continued)

(b) 35 E ks EE (A7)

2016

At 31st December Maximum Minimum Mean

128318 E& BiE ¥4

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BYEEET BEEET BERET BERET

Stressed VaR for total trading activities R 5 ZEIHX BRI EEZE 65 80 61 70
2015

At 31st December Maximum Minimum Mean

MM2A31R 1= &I& 852

HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET BERET BERET BERET

Stressed VaR for total trading activities R FZEIHX BRI EEZ 66 90 60 73

(9]

A stressed VaR measure is intended to replicate a VaR calculation that would
be generated on current trading portfolio if the relevant market factors were
experiencing a period of stress.

Operational risk management
Operational risk is the risk of loss resulting from inadequate or failed internal
processes, people, and systems or from external events.

The objectives of operational risk management are to identify, assess, monitor, and
report operational risk systematically and effectively; to minimise the operational
loss and other impact on the Group; and to comply with the relevant regulatory
requirements.

The Operational Risk Management Committee is responsible for overseeing
operational risk management of the Group while the Operational Risk
Management Department under the Risk Management Division of the Group is
responsible for monitoring activities relating to operational risk.

The operational risk management tools adopted include operational risk incident
reporting, risk control self-assessment, key risk indicators, operation manuals,
insurance policies, etc.

(d) Liquidity risk management

Liquidity risk is the risk that the Group may not be able to meet its obligations
as they come due because of an inability to obtain adequate funding (funding
liquidity risk); or that the Group cannot easily liquidate assets quickly without
significantly lowering market prices because of inadequate market depth or market
disruptions (market liquidity risk).

The purpose of liquidity risk management is to ensure sufficient cash flows to
meet all financial commitments and to capitalise on opportunities for business
expansion. This includes the Group’s ability to meet deposit withdrawals either on
demand or at contractual maturity, to repay borrowings as they mature, to comply
with the statutory Liquidity Coverage Ratio (“LCR"), and to make new loans and
investments as opportunities arise.

(9]

(d

)
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The Asset and Liability Management Committee is delegated by the Board
to oversee the Group’s liquidity risk management. The Asset and Liability
Management Committee sets the strategy, policy, and limits for managing liquidity
risk and the means for ensuring that such strategy and policy are implemented.
Regular meetings are held to review the compliance status of the monitoring
matrix established and the need for any change in strategy and policy. Liquidity
is managed daily by the Capital Markets & Liquidity Management Department
under the Treasury Markets Division of the Group within the set limits. The Asset
& Liability Management Department under the Risk Management Division of the
Group is responsible for monitoring the activities relating to liquidity risk. The
Internal Audit Division performs periodic reviews to ensure that the liquidity risk
management functions are carried out effectively.

The LCR, which came into effect on 1st January, 2015, imposes a more stringent
regulatory regime for liquidity risk management on the Group. Banking (Liquidity)
Rules require the Group to meet the minimum LCR by 2019. During the transitional
period, the percentage will increase from 60% in 2015 to 100% in 2019, with
10% added to the regulatory requirement each year from 2016. To ensure
compliance with the enhanced regulatory requirement, material changes in the
LCR will be reviewed regularly by the Asset and Liability Management Committee
together with proposed mitigation actions to cope with adverse changes arising
from, but not limited to, composition of the deposit base and remaining tenor
to maturity, short-term lending activities, and the Group's asset and liability mix
strategy. An internal LCR target has been established to maintain the ratio within a
suitable range. In planning the asset and liability mix strategy, the Group assesses
the impact of asset growth and funding structure on the LCR with support from
relevant business units for the Asset and Liability Management Committee’s review
and decision.

As part of Group efforts to manage the LCR effectively, emphasis is placed on
strengthening the deposit base by retaining loyal customers and maintaining
customer relationships. The Group balances funding among retail, small business,
and wholesale funding to avoid concentration in any one source. Professional
markets are accessed through the issuance of certificates of deposit, medium-
term notes, subordinated debt, money market placement, and borrowing for the
purposes of providing additional funding, maintaining a presence in local money
markets, and optimising asset and liability maturities.

Internally, intra-group funding transactions are carried out at arm’s length and
treated in a manner in line with other third party transactions, with regular
monitoring and appropriate control.

B R ¥R AR BT RE (4R
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(d) Liquidity risk management (continued) d) REEELEBREEGE)

In addition to observing the statutory LCR, the Group has established different
liquidity metrics — including but not limited to the loan-to-deposit ratio, cumulative
maturity mismatch ratio, funding concentration ratio, intra-group exposure
threshold, and cross currency funding ratio — to measure and analyse the Group's
liquidity risks. As a majority of the Group’s liquidity risk arises from the maturity
mismatch gap between the Group’s asset and liability portfolios, the Group
manages liquidity risk by conducting cash flow analysis and projections through
the regular use of the Bank’s management information system. These are carried
out on a regular basis to identify funding needs arising from on and off-balance
sheet items in a specific time frame over a set of time horizons. The Group
maintains sufficient high quality liquid assets (“HQLAs") as a liquidity cushion that
can be accessed in times of stress. The HQLAs for fulfilling the LCR consist of cash,
exchange fund bills and notes, high quality government debt securities and other
equivalent liquid marketable assets. The majority of HQLAs are denominated in
Hong Kong dollars. Contingent funding sources are maintained to provide strategic
liquidity to meet unexpected and material cash outflows.

The Group also conducts stress testing regularly to analyse liquidity risk. Both
on and off-balance sheet items and their impact on cash flow are considered,
together with applicable hypothetical and historical assumptions. The assessment
and review of market liquidity risk are included in the various control processes,
including investment/trading strategy, market risk monitoring, valuation, and
portfolio review. Three stress scenarios — namely an institution-specific crisis, a
general market crisis, and a crisis involving a combination of the two — are adopted
with minimum survival period defined according to HKMA's Supervisory Policy
Manual LM-2, “Sound Systems and Controls for Liquidity Risk Management”.

With reference to the stress-testing results, the Group identifies potential
vulnerabilities within the Group and formulates a Contingency Funding Policy
and a Contingency Funding Plan that set out the Group's strategy for dealing
with any liquidity problem and the procedures for making up cash flow deficits in
emergency situations.

The Contingency Funding Policy and Contingency Funding Plan are designed to be
pro-active and pre-emptive, and stipulate the following three stages:

1. The Group utilises early warning indicators, which cover both qualitative and
quantitative measures, and monitors both internal and external factors. Should
there be any early signs of significant impact on the Group's liquidity position,
the Asset and Liability Management Committee is informed. The Asset and
Liability Management Committee will consider appropriate remedial actions
and will consider employing crisis management if the situation warrants.

2. A Crisis Management Committee, which is chaired by the Chairman & Chief
Executive, is formed to handle the crisis. Strategy and procedures for obtaining
contingency funding, as well as roles and responsibilities of the parties
concerned, are clearly stated.

3. In the final stage, a post-crisis review is carried out to recommend necessary
improvements to avoid incidents of a similar nature in the future.

An annual drill test is conducted and the Contingency Funding Policy and
Contingency Funding Plan are subject to regular review in order to accommodate
any changes in the business environment. Any significant changes to the
Contingency Funding Policy and Contingency Funding Plan are approved by the
Board and the Asset and Liability Management Committee, respectively.
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Analysis of assets and liabilities by remaining maturity:
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BERBENRIBARIN -

2016
3monthsor ~ 1yearor  5yearsor
Repayable ~ Within1 lessbut over less but over less but over Over  Undated or
on demand month ~ 1month 3 months 1 year Syears  overdue Total
1AL 3EANE 1E5E EEHAS
HRER EER E3ER BE E5% SEAL ik a%
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
E¥AET EWAEET EWEER EWEEn EWEEn BMEEn EMEEn  EMEER
Assets (]
Cash and balances with banks and other finencial A RESANA MRS
institutions igste3 34,554 2,334 1,297 1nm - - 25,818 65,720
Placernents with banks and other finandial insttutions e85 o & B BRI - 36,511 5,550 1,991 - - - 44,052
Trade bills 2%k 25 1,053 4739 6,122 - - - 11,939
Trading assels RSERAE - 1015 10 1,040 611 - 1276 4,404
Finandial assets designated at fairvalue through ~~ #E ABEERNRBAT
profit or loss BENEREE - 74 - 118 2,655 483 24 3,554
Positive fair value of derivatives I TAMTATEE - - - - - - 8,938 8,038
Advances to customers and other accounts REEFREMER 5,276 55,302 32,384 110,676 178,680 95,465 1,731 489,520
Avallable-for-sale financial ases IhEeREE - 4,360 12123 18,159 50,299 153 350 110491
Held-to-maturity investments FRISRE - 355 1,840 1,220 1,665 583 - 5,663
Undated assets BHBAAE - - - - - - 21425 21,425
Total assets BELE 39,855 101,504 58,395 141,043 233,910 118,054 72,945 765,706
Liabilities £f
Deposits and balances of banks and other financial ST Rt BEERER
institutions R&E# 5874 11,867 3,097 5,395 212 - - 26475
Deposits from customers EPEH 202,900 90,949 122,576 96,981 22383 - - 535,789
- Demand deposits and current accounts — RS RARER 15312 - - - - - - 75312
- Savings deposits —FERR 126,462 - - - - - - 126,462
~Time, call and notice deposits -EBRBAE 1,126 90,949 122,576 96,981 2383 - - 334,015
Trading liabilities THRRAE - - 50 - - - - 50
Negative fair value of derivatives fiETANEATER - - - - - - 7982 7982
Certficates of deposit issued B¥f1RsE - 4,501 1124 16,389 843 - - 28,857
Current taxation AEHE - - - 1,605 - - - 1,605
Debt securites issued BETERES - 1 1 5423 1,129 - - 7,154
Loan capital AR - - - 8,165 12483 - - 20,608
Other liabilities AfrgfE 1,064 5,295 7,504 19915 1523 2878 631 50,550
Total liabilities BESE 209,838 112,613 140,352 153,873 45,163 2,878 14,353 679,070
Net gap AER (169,983) (11,109) (81,957) (12,830) 188,747 115,176
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(d) Liquidity risk management (continued) (d) RBELRMERE (&)
2015
3 months or Tyearor  Syearsor
Repayable Within 1 lessbut over ~less but over  less but over Over  Undated or
on demand month Tmonth 3 months 1 year 5 years overdue Total
1ERME  3EANE 155 E EARE

e 1AM 23fAR EE 258 SEME gl &8
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS$ Mn HKS Mn
AEEET A%pEn  A¥REn  AMEEn  AYEEn  AEEET  A%EEn  EEEEn

Assets gz
Cash and balances with banks and other financial B2 RERTREM 2B E

insttutions ik 41,490 826 - 7 - - 2673 69,122
Placerents with banks and other financia insttutions £33/ R L e RIS s 62,384 15,985 2459 - - - 80,828
Trade bils B55E 7 3,602 7,95 7901 - - f 1953
Trading assets REFREE - 1,197 1,12 456 1,166 50 1,345 5,335
Financial assets designated at fair value through 36 ARBIERIRMAT

profit or loss ERNSRAE - 116 430 1,148 2192 = 450 4336
Positve fair value of derivaives fETANEATER = = - - - - 6,205 6,205
Advances to customers and other accounts ERSI RS 5273 49,881 43,983 98,596 170,843 95,511 9,001 473,088
Available-for-sale financial assets RHECREE - 5338 11,072 11,647 47,846 14,381 3311 93,595
Held-to-maturity investments R 9% 1,081 831 1,289 2330 574 - 6,199
Undated assets EARAHEE - - - - - - 314 314
Total assets BESE 46,930 124,425 81377 123,567 24317 110,516 10,172 781,364
Liabilities af
Deposits and balances of banks and other financial TR EM S B ENZ

institutions Rt 8,175 15,635 4839 1,960 1,408 59 - 32,126
Deposits from customers LSS 188745 118877 114813 93,761 24547 - - 5408

-~ Demand deposits and current accounts — B RERER 3471 - - - - - - 73471

- Savings deposits ~HER 113332 - - - - - N EX))

- Time, call and notice deposits -EERERE 1942 118,877 114,813 93,761 24,547 - - 353,940
Trading liabiltes RGREER - 831 7 50 - - 1 889
Negative fair value of derivatives fETEMBATER - - - - - - 6,909 6,909
Certificates of deposit issued BRIERE - 9,168 8457 16,172 3480 - - 37217
Current taxation A - - - 1325 - - - 1325
Debt securiies ssued BEAERES - 841 2852 2,066 7838 - - 13597
Loan capital BEER - - - - 16,9% - = 16,99
Other liabilities Hipaf 850 5,206 7302 14338 7533 2,113 7919 45,861
Total liabilties BfaER 197,770 150,558 138,320 129,672 61,802 2,172 14,829 695,723
Net gap FEE (150,840) (26,133) (56,943) (6,105) 162,575 107,744
As the trading and available-for-sale portfolios may be sold before maturity or HRER S RAI I ERRNAS FTERE
deposits from customers may mature without being withdrawn, the contractual HA AT S 3R P 17 RR AT AR TR B BA AT AR AR AR

maturity dates do not represent expected dates of future cash flows. AMEHABWIFRRARR SMNTEA B



The following tables provide an analysis of the undiscounted cashflow projection
of the financial liabilities of the Group at the end of the reporting period based on
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TRETNHERERBREORET L
SRAENEFRSREEAOXMNER

B R ¥R AR BT RE (4R

the dates of their contractual payment obligations: BB :
2016
Between  Between
Carrying ~ Grosscash ~ Repayable  Lessthan threemonths ~ oneand  More than
amount  outflow ondemand threemonths andoneyear  fiveyears  fiveyears  Undated
bKofud MERY  @ANLE 1EME
KEE gE  DRER ' BE B5F  SENE  ERBAN
HKSMn ~ HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn
E¥AET EWAEET EWEER EWEEn EWEEn BMEEn EMEEn  EMEER
Deposits and balances of banks and other financial ~ TR At & RBEENE
institutions R&E#H 26475 26,605 5874 15,008 5419 244 - -
Deposits from customers PR 535789 542,739 203021 215280 99,162 25,275 1 -
~ Demand deposits and current accounts — B RE RGP 75312 75393 75,383 10 - - - -
- Savings deposits -fERR 126462 126487 12646 12 13 - - -
~Time, call and notice deposits -EBREBAER 34015 340,859 1176 215258 99,149 25,275 1 -
Trading liabilties RHREAR 50 50 - - 50 - - -
Negative fair value of derivatives fETANALNTEE 7,982 7982 - - - - - 7,982
Certificates of deposit ssued BRGNS 28,857 29,194 - 1.m 16,567 855 - -
Current taxation REHE 1,605 1,605 - - 1,605 - - -
Debt securities issued BEfIERES 7,154 7,267 - 7 5,510 1,750 - -
Loan capital BEER 20,608 23,265 - 204 8813 14,248 - -
Interest rate swaps HzEHAn 6,890 6,890 - 767 1,673 4129 3 -
Other liabilities HitaE 50,550 46,738 1,005 11,205 18,640 6,650 2818 6,360
Total a5 685,960 692,335 209,900 254,243 157,499 53,151 3,200 1438
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(d) Liquidity risk management (continued)

(d)

REBE T A EE(E)

2015 Restated E3

Between Between

Carying ~ Grosscash ~ Repayable  Lessthan  three months oneand  More than

amount outflow  ondemand three months andoneyear  fiveyears  five years Undated
Rt @A 3EANE £ E
Bl gE  HREN R 2E Z5E SENE EHHAR
HKS Mn HKS Mn HK$ Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BUEET RAET R¥EET  AYEET  AMESRT  AMEET  BEEET  BBEER
Deposits and balances of banks and other financial TR EM S BEENZR
institutions R&R 32,126 32,298 8,175 20,639 2,006 1419 59 -
Deposits from customers REER 540,743 548,134 188,818 235,644 95,969 21703 - -
- Demand deposits and current accounts —EEERRARER 1341 73,522 73518 4 - - - -
- Savings deposits —ER 1332 11332 11333 - - - - -
~Time, cal and nofice deposit - EREmE 353940 361,280 198 235640 9599 27703 - -
Trading liabilties RoEREE 889 889 = 838 50 = = 1
Negative fair value of derivatives fTETAMANEBE 6,909 6,909 - - - - - 6,909
Certficates of deposit issued BEfTRaE 3127 37622 - 17,730 16,342 3550 - -
Current taxation REHE 1325 1325 - - 1325 - - -
Debt securites issued BEfERES 13,597 13,929 = 3715 2,101 8113 = =
Loan capital BEER 16,99 19,821 - 235 647 18,939 - -
Interest rate swaps e 5,873 5873 5 574 1447 3562 28 =
Other liabilities AthafR 45,861 41,59 822 11,129 13,349 6,493 2,113 7,086
Total s 701,59 708,392 197,820 290,504 133,236 69,779 3,057 13,99
(e) Interest rate risk management (e) FIREAMEE

Interest rate risk is the risk resulting from adverse movement in interest rates. The
Asset and Liability Management Committee is delegated by the Board to oversee
the Group's interest rate risk management, establish the strategy and policy for
managing interest rate risk, and determine the means for ensuring that such
strategies and policies are implemented. Interest rate risk is managed daily by the
Treasury Markets Division of the Group within the limits approved by the Board or
the Asset and Liability Management Committee. The Asset & Liability Management
Department under the Risk Management Division of the Group is responsible for
monitoring the activities relating to interest rate risk. The Internal Audit Division
performs periodic reviews to ensure that the interest rate risk management
functions are implemented effectively.

Interest rate risk primarily results from the timing differences in the re-pricing of
interest-bearing assets, liabilities, and off-balance sheet items in the banking book.
In determining the level of interest rate risk, assessments are made for the repricing
risk, basis risk, options risk, and yield curve risk. The Group manages the interest
rate risk on the banking book primarily by focusing on re-pricing mismatches. Gap
analysis provides a static view of the maturity and re-pricing characteristics of the
Group's assets, liabilities, and off-balance sheet positions. Re-pricing gap limits are
set to control the Group's interest rate risk.
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Sensitivity analysis in relation to the impact of changes in interest rates on earnings
and economic value is assessed through a hypothetical interest rate shock of 200
basis points across the yield curve on the Group’s assets, liabilities, and off-balance
sheet positions and is performed on a monthly basis. Sensitivity limits are set to
control the Group's interest rate risk exposure under both earnings and economic
value perspectives. The results are reported to the Asset and Liability Management
Committee on a regular basis.

Sensitivity analysis on interest rate risk
The Group uses sensitivity analysis to measure the potential effect of changes in
interest rates on our net interest income and economic value change.

2016
HKD& 7T USDET RMBAE#
HK$ Mn HK$ Mn HK$ Mn
BYBRER BEEER BYEER
Impact on eamings over the next i1 L FH200(E% %,
12 months if interest rates rise HARKI12{EAHBF
by 200 basis points -+ 946 50 691
Impact on economic value if interest = +552001FHEZ:
rates rise by 200 basis points HEERENE (206) 96 501

B R ¥R AR BT RE (4R

AEBEAETEREDN - WHERN &
HHBENMEEBENTE - EFRELE
BEE AEMEEEBRIMTENKRER
AR HER200 AR R RO A KA EE - REE R
BRERRE - WEHAKENAEMNRLEE
BRI 7 A= @B A - BRAERE M
BEAEEEZESER -

MERBEREDN
AEBRBERESNREEN RBBHHF
MEBRARKEBEZS AT EELENTE -

2015
HKD%TT USDETT RMBARHE
HK$ Mn HK$ Mn HK$ Mn
BEHETL BEEET BEEETL
945 64 258
(132) 89 201

This sensitivity analysis, which is based on a static interest rate risk profile of assets
and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

(i) there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

(iii) no loan prepayment is assumed as the majority of loans is on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

Actual changes in the Group’s net interest income and the economic value
resulting from the increases in interest rates may differ from the results of this
sensitivity analysis.
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(f) Strategic risk management
Strategic risk is the risk of current or potential impact on the Group’s earnings,
capital, reputation, or standing arising from changes in the environment the Group
operates in, adverse strategic decisions, improper implementation of decisions, or
lack of responsiveness to industry, economic, or technology changes.

The Risk Management Division of the Group monitors the activities under the
Group's prevailing interest earning asset mix and funding strategies and regularly
reports the status to the Asset and Liability Management Committee, Risk
Management Committee, RIC and the Board, where appropriate.

Capital management through projection of the Capital Adequacy Ratio and
Internal Capital Adequacy Assessment Process is conducted to assess the level and
structure of capital resources needed to support the risks that the Group tolerates.

(9) Legal risk management
Legal risk is the risk of loss arising from unenforceable contracts, lawsuits, or
adverse judgments that may disrupt or otherwise negatively affect the operations
or financial condition of the Group.

The objective of managing legal risk is to identify, assess, monitor and report on
legal risk, and to comply with the relevant legal and regulatory requirements.

The Group provides appropriate training courses conducted by qualified internal
personnel and/or external lawyers/professionals, and issues regular reminders to
staff members. When dealing with legal matters, the Group engages qualified
internal personnel and, when necessary and appropriate, external lawyers with
appropriate expertise including counsel and senior counsel for advice.

The Operational Risk Management Committee is responsible for overseeing the
management of the Group'’s legal risk.

(h) Reputation risk management
Reputation risk is the risk that the Group’s reputation is damaged by one or more
events, which result in negative publicity about the business practices, conduct, or
financial condition of the Group. Such negative publicity, whether true or not, may
impair public confidence in the Group, result in costly litigation, or lead to a decline
in its customer base, business, and/or revenue.

The objective of managing reputation risk is to identify, assess, monitor, report,
and mitigate reputation risk, and to ensure compliance with the relevant regulatory
requirements.
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The Group establishes various policies, guidelines, manuals, and codes to ensure
compliance with applicable laws, rules, and regulations, and to ensure that the
Bank Group maintains a high standard of corporate governance, which in turn
helps to safeguard and enhance the Group’s reputation.

The Group formulates, and adheres to, the Reputation Risk Management Manual,
which outlines a systematic approach to the management of reputation risk,
including a framework for reputation risk identification, assessment, monitoring,
mitigation, and control, thereby protecting and enhancing the reputation of
the Bank Group. The Guidelines for Incident Response and Management are
established for swift response to and management of unexpected incidents. The
Media Guidelines are established to ensure effective and consistent delivery of the
Group's key messages to the media.

The Operational Risk Management Committee is responsible for overseeing the
management of the Group's reputation risk.

Compliance risk management

Compliance risk is the risk of loss arising from legal or regulatory sanctions, fines
and penalties, financial losses, or damage to reputation that the Group may suffer as
a result of its failure to comply with laws, regulations, rules, related self-regulatory
organisation standards, and codes of conduct applicable to its banking activities.

The Group establishes various policies, guidelines, and manuals to ensure
compliance with all applicable legislation, rules, codes of conduct, industry
standards, and guidelines issued by the relevant regulatory authorities, which
govern the Group’s operations. The Group formulates, and adheres to, the Group
Compliance Risk Management Manual, which outlines a systematic approach to
the management of compliance risk, including a framework for compliance risk
identification, assessment, monitoring, mitigation, and control, thereby enabling
the Bank Group to manage its compliance risk effectively. Independent regulatory
compliance reviews are conducted on major functions of the Bank using a risk-
based approach.

Technology risk management

Technology risk is the risk of loss to the Group due to inadequate or failed
technical processes, people, and/or computing systems, or unauthorised access
or disruption to technology resources, in particular relating to cyber security and
e-banking.

The Group has established a technology risk management framework, supported
by comprehensive control policies, standards, guidelines, and procedures.

Control measures relating to the security of internet systems and applications,
customer authentication, risk assessment for new products and services, and
confidentiality and integrity of information are adopted.

The Operational Risk Management Committee is responsible for overseeing the
technology risk-related issues of the Group.
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(k) New product and business risk management

)

New product and business risk is the risk of loss due to insufficient pre-assessment
of significant potential risks introduced to the Group, which arise from the launch
of new products, the structural change of existing products, and the establishment
of new business operations (i.e. through the establishment of a new subsidiary and/
or merger & acquisition). The significant potential risks include Credit Risk, Market
Risk, Operational Risk, Liquidity Risk, Interest Rate Risk, Legal Risk, Technology Risk,
Compliance Risk, Strategic Risk, Reputation Risk and Business Continuity Risk.

The Group establishes a robust risk governance structure, supported by
comprehensive control guidelines and procedures. A structured process, which
ensures that when initiating a new product or business, the potential significant
risks are duly assessed, documented, and approved. It also facilitates Senior
Management's oversight of new products and businesses.

Each new product launch must go through an approval process, which includes
business and financial analysis and risk assessment. New products are reviewed
and assessed by the New Products Evaluation Working Group (comprising the
department heads of supporting units), endorsed by the Steering Group (chaired
by the Bank’s Group Chief Risk Officer and comprising the division heads of
supporting units), and approved by the Risk Management Committee.

Business continuity risk management

Business continuity risk is the risk of loss arising from business disruptions in the
event of an incident or crisis. Business disruption could be caused by the loss of
staff members, information technology and telecommunication systems, premises,
key service providers, vital records, etc..

To manage business continuity risk, the Group establishes comprehensive policies,
guidelines, and manuals. Business impact analysis is conducted and business
continuity plans are developed by all individual functional units of the Group.
Annual drills are performed to test preparedness and effectiveness of the business
continuity plans.

(m) Capital management

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group to
maintain a prescribed ratio of total capital to total risk-weighted assets. The Group
calculates requirements for market risk in its trading portfolios based upon the
Group's VaR models and uses its internal gradings as the basis for risk weightings
for credit risk. Banking operations are categorised as either trading book or
banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.
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In addition to meeting the regulatory requirements, the Group'’s primary objectives
when managing capital are to safeguard the Group'’s ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

Capital managed by the Group to achieve these objectives includes ordinary
share capital, retained profits, other reserves, and non-controlling interests after
deductions for goodwill and intangible assets. It also includes subordinated
liabilities and collectively assessed impairment allowances.

The HKMA supervises the Group on both a consolidated basis and a solo-
consolidated basis, which sets capital requirements and receives information of
capital adequacy on a regular basis for the Group as a whole. Individual overseas
branches and banking subsidiaries are directly regulated by respective domestic
banking supervisors, who set and monitor their capital adequacy requirements.
In certain jurisdictions, non-banking financial subsidiaries are also subject to the
supervision and capital requirements of domestic regulatory authorities.

The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by the Asset and Liability Management Committee and is reviewed regularly by the
Risk Management Committee, RIC and the Board.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratios and there have been no material changes in
the Group's policy on the management of capital during the year.

The capital adequacy ratios as at 31st December, 2016 and 31st December, 2015
are computed on the consolidated basis of the Bank and certain of its subsidiaries as
specified by the HKMA for its regulatory purposes, and are in accordance with the
Capital Rules of the Banking Ordinance.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2016 and 31st December, 2015 and the Group'’s capital ratios are well
above the minimum required by the HKMA.
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45.FAIR VALUES OF FINANCIAL INSTRUMENTS €@ T ENAFEE

(@) AAFEEIIRNERMTA

(a) Financial instruments carried at fair value

Fair value estimates are generally subjective in nature, and are made as of a specific
point in time based on the characteristics of the financial instruments and relevant
market information. The Group measures fair values using the following hierarchy
of methods:

Level 1 — Quoted market price in an active market for an identical instrument.

Level 2 — Valuation techniques based on observable input. This category includes
instruments valued using: quoted market prices in active markets for similar
instruments; quoted prices for similar instruments in markets that are considered
less than active; or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

Level 3 — Valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based
on observable data and the unobservable inputs could have a significant effect
on the instrument’s valuation. This category includes instruments that are valued
based on quoted prices for similar instruments where significant unobservable
adjustments or assumptions are required to reflect differences between the
instruments.

Fair values of financial assets and financial liabilities that are traded in active
markets are based on quoted market prices or counterparty quotations. For all
other financial instruments the Group determines fair values using valuation
techniques. Valuation techniques include net present value and discounted
cash flow models and various market widely recognised option pricing models.
Assumptions and inputs used in valuation techniques include risk-free and
benchmark interest rates, equity prices, foreign currency exchange rates, index
prices, historical or implied volatilities and correlations. The objective of valuation
techniques is to arrive at a fair value measurement that reflects the price of the
financial instrument that would be received to sell the asset or paid to transfer the
liability in an orderly transaction between market participants at the reporting date.

The Group uses widely recognised valuation models for determining the fair value
of common and simpler financial instruments, like interest rate and currency swaps
that use only observable market data and require little management judgement
and estimation. Observable prices and model inputs are usually available in the
market for listed debt and equity securities, exchange traded derivatives and simple
over-the-counter derivatives like interest rate swaps. Availability of observable
market prices and model inputs reduces the need for management judgement
and estimation and also reduces the uncertainty associated with determination of
fair values. Availability of observable market prices and inputs varies depending on
the products and markets and is prone to changes based on specific events and
general conditions in the financial markets.
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For more complex instruments, the Group uses valuation models, which usually
are developed from recognised valuation methodologies. Some or all of the
significant inputs into these models may not be observable in the market, and
are derived from market prices or rates or are estimated based on assumptions.
Valuation models that employ significant unobservable inputs require a higher
degree of management judgement and estimation in determination of fair value.
Management judgement and estimation are usually required for selection of the
appropriate valuation model to be used, determination of expected future cash
flows on the financial instrument being valued, determination of probability of
counterparty default and prepayments and selection of appropriate discount rates.

The Group has an established control framework with respect to the measurement
of fair values. This framework includes a valuation control function, namely
Financial Instruments Valuation Group (“FIVG") which comprises control units
independent of front office management. Procedures for price verification have
been established. Any pricing models to be used would be subject to a rigorous
validation and approval process.

The table below analyses financial instruments, measured at fair value at the end
of the reporting period, by the level in the fair value hierarchy into which the fair
value treatment is categorised:

B R ¥R AR BT RE (4R

ERBEMNEMTA  FAEESERBT
HEERZENGERALBMAH - o E
FAAATRAERNEE2HICRERT
BRBRGH - MUERTISERIA X
8 ENMRRM AR MSH - ZEENA
EEMFABREZ28NGEERS - FEE
BERARS B RN A R AEE - REEETE
SRITANDFEE: MREEENGHER
A RAEZSRIAREHLRANARKE

T RERZHF T ENNEFEROR
RE - URKFERNPREERE - —RER

EEEEMHEGE

REB BT HE R FEERYL T EZEES -
A 4% 1| 5 R 7B E R B4R T RE N B ML PO BT
MEBAE BReBTAGBEREA(H
1) - BREENIZF LY o EAHHK
R ERR MR BRSO R E i
R

TRESTRBEMHAR - ERFEEI R
NEBTAZAFEENRESR :

2016 2015
Level One  Level Two  Level Three Total  levelOne  LevelTwo  Level Three Total
-4 28 £=4 a5 Ea £ 2= EE
HKSMn  HKSMn  HKSMn  HKSMn HKS Mn HKS Mn HKS Mn HKS Mn
E¥REn A¥EAn AYEAn BWEBn HHEEr  BEEEn  AYEEn  B¥EER
Recurring fair value measurement EERENATEERR
Assets EE
Treding asels LHRREE 1956 288 - MM 2% 3% R 5 -
Finandial assets designated at fair value REARBRRARY
through profit or loss ATERNEREAE 2,007 1457 - 3,554 28771 1,459 - 433
Positive fair value of derivatives ETEMEATERE - 8,038 - 8938 - 3,064 3141 6,205
Available-for-sale finandial assets EtELHEE 73,567 36,431 493 110,491 51,672 41,173 750 93,595
77,230 49,664 493 121,387 56,825 48,755 3,891 109,471
Liabilities B
Trading liabiltes RHRIEEME 50 - - 50 889 - - 889
Negative fair value of derivatives fiETANAATER - 7982 - 7982 - 389 3017 6,909
Financial liabiltes designated at fair value RERBRERNRE
through profit or loss ATRENSHAE - 18,524 - 18,524 - 18,99 - 18,99
50 26,506 - 26,556 889 22,888 3,017 26,794

During the years ended 31st December 2016 and 2015, there were no significant
transfers of financial instruments between Level 1 and Level 2 of the fair value
hierarchy. The Group’s policy is to recognise transfers between levels of fair value
hierarchy as at the end of the reporting period in which they occur.

HZE20165 2201512 A318IEZFR » 1R
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45.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) €@ T B A FEE &)

(a) Financial instruments carried at fair value (continued) (a) AR FEETIRENEHMI A (E)
Information about significant unobservable inputs in Level 3 valuations ERE=RGEENEZFAIBRR2EER
Valuation technique Significant unobservable input(s)
fREER BEEFTEESH
Unlisted available-for-sale equity instruments Discounted cash flow model Forecasted cash flows and terminal growth rate
FEmAEHERNTA Remirig R e RRmERE
Structured derivatives Option model Expected volatility
REBMITETA HEE TR IE
The fair value of unlisted available-for-sale equity instruments is determined using JEEMmAIHHERG TENAFEERRE
the discounted cash flow model and the significant unobservable inputs used in ReRTNERX - MALAEATEEZE
the fair value measurement are forecasted cash flows and terminal growth rate. EEIFAHEZ2HEE TR R REmER
The fair value measurement is positively correlated to the net cash inflows and Ko BN TEEEFR SR RERERE
terminal growth rate. *2A IEE R EE RERE
The fair value of embedded options in structured derivatives is determined using EEBUETETAAZRASEN R TEE
option valuation model and the significant unobservable input used in the fair EREREGEER - MANASAEQTEE
value measurement is the expected volatility. The fair value of the instrument is ZEZEFABRLHEENIKE - TR
positively correlated to the expected volatility. A THEERERRIER A [EH & E 5 R -
Valuation of financial instruments in Level 3 is subject to the same valuation control EE=RzemTEMEEZ A L2 HE
framework as described above and reviewed regularly by FIVG. RfEEE S R T A EEREN TS

s -
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(1) Valuation of financial instruments with significant unobservable inputs

Movements in the recognised fair values of instruments with significant

unobservable inputs were as follows:

During the year 2016, the Group had developed an internal valuation model
based on observable market inputs for pricing various foreign exchange, equity
and interest rate structured derivatives contracts. As a result, these financial
instruments were transferred from Level 3 to Level 2 of the fair value hierarchy

at the reporting date (2015: Nil).

(1)

B R ¥R AR BT RE (4R

EREZEMHABE 28N ST
AibE

BEIRE S AEEMIABRSHNT
B HAFEEZESHOT ¢

FE2016%F » ANEEIZT 5 A B2 80
ET —ERNBEBRASZEIINE - IR
D RFIREREITESDIEER - At -
RIBEHAERA (20154F : ) » ZES
MIANAFEESRAE=RBEAE
A

2016
Positive fair
value of  Available-for-sale
derivatives financial assets Total
FTETAMN AHEE
EAVEE SREE ekl
HKS$ Mn HKS Mn HKS Mn
BEEERL BEEET BEEER
Assets EE
At 1st January, 2016 #®2016F 1718 3,141 750 3,891
Purchases BA - " 1"
Settlements #e (1,140) (52) (1,192)
Changes in fair value recognised in the ATEEZHEIN
income statement Wz (1,503) - (1,503)
Changes in fair value recognised in the ATHEEEB RN
other comprehensive income Hiv2EKa - (15) (15)
Exchange adjustments EHAR - 1 1
Transfer to level 2 BAZE—H (498) (173) (671)
Transfer to asset classified as assets held for sale BESBARAELERE - (29) (29)
At 31st December, 2016 #2016 12A31H - 493 493
Total gains or losses for the year included in RBERERBRACEEME
available-for-sale fair value reserve of the other AAFEREMEENGE
comprehensive income for assets held at the AHEHEATFERRE Ka
end of the reporting period JEEEE - (15) (15)

Total gains or losses for the year included in the income
statement for assets held at the end of the reporting
period recorded in net trading income

KBS BERARAZAEMNE
AR R R BUA
58




276 | The Bank of East Asia, Limited | Annual Report 2016

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
kR E SN EAED)

45.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) €@ T B A FEE &)

(a) MDA FEEFIRNERTA(E)
(1) EREZMFABEZ2ENERT

(a) Financial instruments carried at fair value (continued)
(1) Valuation of financial instruments with significant unobservable inputs

(continued) BfbE(E)
2015
Positive fair
valueof  Available-for-sale
derivatives financial assets Total
PTETAR AIEHE
FATERE SREE k]
HK$ Mn HK$ Mn HK$ Mn
BERET BERET BEBET
Assets BE
At 1st January, 2015 R2015F1 A1H 1,554 993 2,547
Purchases FBA - 60 60
Settlements #E (333) (322) (655)
Changes in fair value recognised in the AT EEZEERRN
income statement Wams 1,920 (15) 1,905
Changes in fair value recognised in the AT EEZPERRN
other comprehensive income HEn 2 EKa - 75 75
Exchange adjustments 0 i % - (41) 41)
At 31st December, 2015 20156 12A31H 3,141 750 3,891
Total gains or losses for the year included in REEHERABEZEEMD
available-for-sale fair value reserve of the other FAFERNEM 2B
comprehensive income for assets held at the AHHEATFERRE Ka
end of the reporting period SEREE = 75 75
Total gains or losses for the year included in the income RBEHERARE 2 EAEME
statement for assets held at the end of the reporting SAFERARGERZZZWA
period recorded in net trading income FE 1,920 - 1,920
2016 2015
Negative fair Negative fair
value of derivatives value of derivatives
FTETAH FTETAH
80V EE BRTEE
HKS Mn B¥EEBT  HKS Mn BEEET
Liabilities 8f&
At 1st January R1A1H 3,017 1,571
Settlements we (1,139) (336)
Changes in fair value recognised in the AT EEZHRARN
income statement Wgs sk (1,417) 1,782
Transfer from level 2 ME_HREBA - -
Transfer to level 2 BAZ_& (461) =
At 31st December ®12A31H - 3,017
Total gains or losses for the year included in the RFEHERAZEZBEMD
income statement for liabilities held at the end of SIAFEARERZRZ WA
the reporting period recorded in net trading income ~ JE&A - 1,782
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(2) Effects of changes in significant unobservable assumptions to reasonably
possible alternative assumptions
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(2) REEMFAUBELBREFE=LE

B R ¥R AR BT RE (4R

AT A RBRRAEENTZE

2016
Effect recorded in profit or loss Effect recorded directly in equity
BEECSRNER 28 ERRBRRERE L2 YE

Favourable (Unfavourable) Favourable (Unfavourable)

=il (FH) =Fil (RF)

HKS Mn B EET HKSMn B%EET HKSMnB8%EET HKSMn B¥ERT

Positive fair value of derivatives TETANEAFEE - - - -
Available-for-sale financial assets AEHESRHEE - - 4 (41)
- - 4 (41)

Negative fair value of derivatives PTAETANEATEE - - - -

2015
Effect recorded in profit or loss Effect recorded directly in equity
ELEEh g A BN RRER Lo VR

Favourable (Unfavourable) Favourable (Unfavourable)

B (7)) Bl (F)

HKSMn BEEET  HKSMnBEEEL  HKSMn BEEETLT  HKSMn BEEETL

Positive fair value of derivatives TETAEMEATER 262 (262) = -
Available-for-sale financial assets AEHESHEE - - 63 (63)
262 (262) 63 (63)

Negative fair value of derivatives PTETAMERATER 252 (252) - -

The fair values of financial instruments are in certain circumstances, measured
using valuation models that incorporate assumptions that are not supported
by prices from observable current market transactions in the same instrument
and are not based on observable market data. The table above shows the
sensitivity of fair values due to parallel movement of plus or minus 10 per cent
in reasonably possible alternative assumptions.

EETHELT SESRIANATE
BEFEANGEER  HEFHRRL
FERIBTERR T ANE A T HRTISER
SBE » INIFAREE fh AT R R ) T 35 8K
B FRERATEAEZGKE - A
HREAREBATZAEREMELD
I B10%MNEENILITES -
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45.FAIR VALUES OF FINANCIAL INSTRUMENTS (conTinuep) €@ T B A FEE &)

(b) Fair values of financial instruments carried at other than fair value

The following methods and significant assumptions have been applied in
determining the fair values of financial instruments presented below:

(i) The fair value of demand deposits and savings accounts with no specific
maturity is assumed to be the amount payable on demand at the end of the
reporting period.

(i) The fair value of variable rate financial instruments is assumed to be
approximated by their carrying amounts and, in the case of loans and
unquoted debt securities, does not, therefore, reflect changes in their credit
quality, as the impact of credit risk is recognised separately by deducting the
amount of the impairment allowances from both the carrying amount and fair
value.

(iii) The fair value of fixed rate loans and mortgages carried at amortised cost is
estimated by comparing market interest rates when the loans were granted with
current market rates offered on similar loans. Changes in the credit quality of
loans within the portfolio are not taken into account in determining gross fair
values, as the impact of credit risk is recognised separately by deducting the
amount of the impairment loss and allowances from both the carrying amount
and fair value.

=

(iv) The fair value of unquoted equity investments is estimated, if possible, using
the applicable dividend discount model, or share of net asset value in the
investment, or applying a discount to the market value of investments with a

lock-up period.

(v) The fair value of unlisted open-ended investment funds is estimated using the
net asset value per share as reported by the managers of such funds.

=

(vi) The fair value of financial guarantees issued is determined by reference to
fees charged in an arm’s length transaction for similar services, when such
information is obtainable, or is otherwise estimated by reference to interest
rate differentials, by comparing the actual rates charged by lenders when the
guarantee is made available with the estimated rates that lenders would have
charged, had the guarantees not been available, where reliable estimates of

such information can be made.
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The carrying amounts of the Group’s financial instruments carried at cost or

amortised cost are not materially different from their fair values as at 31st
December, 2016 and 2015 except as follows:

B R ¥R AR BT RE (4R

BRTBIE SN - A S B LA AN Bl S5 Bk AN A BR
M rt TAKREE - BHEMN2016512A318
%2015 RIA 2 A HEEES °

2016
Carrying

amount Fair value Level 1 Level 2 Level 3
SREE DFEE B gt B
HK$ Mn HKS$ Mn HK$ Mn HKS$ Mn HK$ Mn
B¥RET AWBEER B¥EExT AWEER BY¥EER

Financial assets SREE
Held-to-maturity investments RHEIHEE 5,663 5,724 3,967 1,757 -

Financial liabilities TRARE
Certificates of deposit issued BRI TS 10,751 10,737 - 10,737 -
Debt securities issued BEITELES 6,736 6,776 - 6,776 -
Subordinated liabilities REAE 20,608 21,122 - 21,122 -

2015
Carrying

amount Fair value Level 1 Level 2 Level 3
HRE(E ~EE £ Yok 1 B=
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
AEaEr A¥asr A%eExr A¥esEr  AB¥%EER

Financial assets CRIEE
Held-to-maturity investments REIHEE 6,199 6,249 4,309 1,940 -

Financial liabilities TEERE
Certificates of deposit issued BREIEHRE 20,820 20,831 - 20,831 -
Debt securities issued BETEEES 11,058 11,118 - 11,118 -
Subordinated liabilities “EAE 16,996 17,367 - 17,367 -

Fair value estimates are generally subjective in nature, and are made as of a specific

point in time based on the characteristics of the financial instruments and relevant

market information. The Group measures level 2 fair values using the following
method and there is no change to the valuation technique:

Level 2 — Valuation techniques based on observable input. This category includes

instruments valued using: quoted market prices in active markets for similar

instruments; quoted prices for similar instruments in markets that are considered

less than active; or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

EEAFEERTRERAIBRIEN - RRE
EE-RERBHREBTAZEERIEH
MSERMEL - AEEEEE —RAFE
ERFMAT T ERGERA L A E

F_M-EHEEXRATTHR2EAEE -
IR T AAERERR : EERTSAE
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AMABEEELHEERAMEATIZE
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46. OFF-BALANCE SHEET EXPOSURES BE& &R U EK

(a) Contingent liabilities and commitments
The following is a summary of the contractual amounts of each significant class of
contingent liabilities and commitments:

(a) RAREBERAE
SEARBBRAREERBNANSBE
BMT :

2016 2015
HK$ Mn BEEEBRT  HKSMn BB EET

Direct credit substitutes HEEERER 17,568 32,679
Transaction-related contingencies B2 5E @RS AER 763 1,039
Trade-related contingencies HE S EMAER 1,133 747
Commitments that are unconditionally cancellable ~ &] & {64 Bt if 228
without prior notice SRBAREE 160,737 168,798
Other commitments with an original maturity HipAdENRE 2B
—upto 1 year LT 10,419 15,796
—over 1 year - 1FEE 27,633 23,421
218,253 242,480
Credit risk weighted amounts EERBIESTE 34,130 30,430

Contingent liabilities and commitments are credit-related instruments which
include acceptances, letters of credit, guarantees and commitments to extend
credit. The contractual amounts represent the amounts at risk should the
contract be fully drawn upon and the client default. Since a significant portion of
guarantees and commitments is expected to expire without being drawn upon, the
total of the contract amounts does not represent expected future cash flows.

FRBERAERRFEEAENTA - 817
RAURREHEENALERE  FRE  #RE
FENRE - FHSEEHER NN TR
BMEREFPRZORMAZERRNEHE - ARNTE
HEFRERANTBENADS EERERL
EDATEH - SRS BEI TRRIEFARRR

TRE e
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(b) PTET A

MTETANERESR
TETARERARZREEEESR
EHREEETEENMBEL

(b) Derivatives
(i) Notional amount of derivatives (i)
Derivatives refer to financial contracts whose value depends on the value of
one or more underlying assets or indices.

SENSBETETATIZEINEES
BRENT

The following is a summary of the notional amounts of each significant type of
derivative for the Group:

2016

Managed in
conjunction with
financial
instruments
designated at fair
value through

Qualifying for Others, including

hedge accounting profit or loss held for trading Total
REBRER
URMATER 2t BESE
HEYHEIE SRMIARAEE kRS A% et
HKS Mn B EET HKSMn B%EET HKSMnB%EET HKSMn B¥ERT
Exchange rate contracts EXx&H
Forwards and futures BHZHRBAE 2,013 - 132,039 134,052
Swaps BHZ5 - 10,305 351,136 361,441
Options purchased A HiE - - 16,895 16,895
Options written i B - - 17,529 17,529
Interest rate contracts HEEE
Forwards and futures BRHRRHRBE - - 469 469
Swaps L5 69,855 24,399 291,968 386,222
Equity contracts RiA&H
swaps HHR S - - 5,534 5,534
Options purchased i A\ HRE - - 2,389 2,389
Options written fus:ir: - - 2,988 2,988
Others =i} - - 1,297 1,297
71,868 34,704 822,244 928,816
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46.OFF-BALANCE SHEET EXPOSURES (conTinUED) & = B &Ik ANV B b ()

(b) Derivatives (continued) (b) STTETRE(/E)
(i) Notional amount of derivatives (continued) () MEIEANEBESEE)
2015 Restated E3f
Managed in
conjunction with
financial
instruments
designated at fair
Qualifying for value through Others, including
hedge accounting profit or loss held for trading Total
RiEdER
NREATFERE Hfty BERE
Hefhe: SRIARAER ERZ R Ft ]
HKS Mn B EET HKS Mn BB BB HKS Mn BBEET HKS Mn BKEET
Exchange rate contracts EEEL)
Forwards and futures BHRHLHE 1,597 - 105,988 107,585
Swaps BHR S - 8,727 256,904 265,631
Options purchased BAHE - - 43,050 43,050
Options written i B - - 42,379 42,379
Interest rate contracts FIZEH
Forwards and futures BB HREE - - 981 981
Swaps B S 54,087 19,683 549,357 623,127
Equity contracts RiA&a#
swaps BHR5 - - 4,017 4,017
Options purchased A - - 2,901 2,901
Options written it B - - 3,010 3,010
Others Hith = - 9,329 9,329
55,684 28,410 1,017,916 1,102,010

Derivatives arise from futures, forward, swap and option transactions
undertaken by the Group and the Bank in the foreign exchange, interest rate
and equity markets. The notional amounts of these instruments indicate the
volume of transactions outstanding at the end of the reporting period; they do
not represent amounts at risk.

The fair value and credit risk weighted amounts of the aforesaid off-balance
sheet exposures are as follows. These amounts do not take into account the
effects of bilateral netting arrangements.

TETARAANEERAITEINE - 7
REBEEMSETHE B8 Bk
HEXFMEL - EBELTANEESH
BEREHERBNATRNORSE -
BYTRRAEZRROEEE -

MRAEAERUNBRG AT EER
EERBRIESENT - BESELF
HASEFERHOVE -
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(i) Fair value and credit risk weighted amounts of derivatives

B R ¥R AR BT RE (4R

(i) TETAZRAFEEREESRRINE

©H
2016 2015
Fair value Credit risk Fair value Credit risk
ATEE weighted ATEE weighted
Assets Liabilities amounts* Assets Liabilities amounts*
FERR EERER
& =1 mESEE* BE BfE IESE*
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEER B¥EEx  B%EER  A¥asn BeEr  B¥EER
Exchange rate contracts EREH
Forwards and futures ERRSHRHE 1,591 942 1,522 859 1,696 378
Swaps FHR S 3,913 3,945 2,971 1,574 1,590 3,351
Options purchased (YN 633 392 610 1,403 1,449 2,202
Options written o i B 1" 430 28 - 19 762
Interest rate contracts FIEEH
Forwards and futures RHRHMRHAE - - - 2 - _
Swaps B S 2,582 2,019 775 2,119 1,932 1,090
Equity contracts B Ea#
Swaps MRS 139 134 - 75 86 69
Options purchased AR 63 31 4 163 112 371
Options written i i B - 69 - 1 23 86
Others Hith 6 20 286 9 2 760
8,938 7,982 6,233 6,205 6,909 9,069

*  The Bank adopted the Foundation Internal Ratings Based (“IRB") approach according
to Capital Rules for calculating the credit risk weighted amount as at 31st December,

2016 and 31st December, 2015.

The tables above give the contractual or notional amounts, fair value and

credit risk weighted amounts of off-balance sheet transactions. The fair value

is calculated for the purposes of deriving the credit risk weighted amounts.

These are assessed in accordance with the Capital Rules. Fair value represents

the cost of replacing all contracts which have a positive value when marked to

market.

Fair value is a close approximation of the credit risk for these contracts as at

the end of the reporting period. The credit risk weighted amount refers to the

amount as computed in accordance with the Capital Rules.

* IRB(EFRBE) KT EREAE
FPRBET X IS ER20169F12 31
AR2015%F12 43102 B ER 2 EE
JIEZEE -

ERIHEEEBERUINZZHELIK
HELHE  AFEEREERBRINES
o AT EEZARGTEEERBRINE
T RES R RBCERRRDIET
it AFBEREEEMARTSER
FHEERER A [EER S R o

REEBEEEREHERBZEAHN
BEHEERER - SERERINES R
ZIRCEARBRADAE
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46. OFF-BALANCE SHEET EXPOSURES (conTINUED) & =B &R UMY E K ()

(b) Derivatives (continued) (b) PTET A ()

(iii) Fair values of derivatives designated as hedging instruments (iii) FHERFHATAZITETANATFEE
The following is a summary of the fair values of derivatives held for hedging BEH ARG ZITETANAFEER
purposes by product type: EmEEHmENT

2016 2015 Restated E
Assets Liabilities Assets Liabilities
BE af& EE BfE
HK$ Mn HK$ Mn HK$ Mn HK$ Mn

BEEET BEEET AEBET RAEBET

Cash flow hedged derivatives 35 & 74674
Exchange rate contracts THEXEL - 30 4 11

Fair value hedged derivatives 722 T{B{E%HAT4E

Interest rate contracts TARMEEL 908 338 428 253
(@) Cash flow hedges (a) B2 M
The Group's cash flow hedge principally consists of foreign exchange REEBZRESRE D ERFEINE
contracts that are used to hedge against the variability in cash flows of EH  HIEAREHME TSINEE
certain debt securities subject to foreign exchange rate movement. KRB AR S MM BB ES -

The time periods in which the hedged cash flows are expected to occur

HERAEAREREAEFRZE
and affect the consolidated statement of comprehensive income are as S RTEEe A MBI T
follows:
Over one year
Within but within Over
one year five year five years
1EBR 1FE EZESF SELE
HK$ Mn HK$ Mn HK$ Mn
BYEEET BYEEERL BEEERL
At 31st December, 2016 20165128318
Cash inflows from assets REBEMRERA 12 1,655 346
Cash outflows from liabilities REBENRS L - - -
Net cash inflows FEETA 12 1,655 346
At 31st December, 2015 720154128318
Cash inflows from assets REEENRERA = 894 194
Cash outflows from liabilities REBEHE SR = = -

Net cash inflows FHREMA - 894 194
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(b) Fair value hedges (b) R-FEMEEH
The Group's fair value hedge principally consists of interest rate swaps that AEENAFEEHEHEZEREN
are used to protect against changes in the fair value of fixed rate long- Rinfy - HIEARREZMIHH X
term financial instruments due to movements in market interest rates. BEMEERAEESMIANA

TEEED -

(iv) Remaining life of derivatives (iv) PTET A Z FIsAHAR
The following table provides an analysis of the notional amounts of derivatives TRAOMERE AERBAREEHREE
of the Group by relevant maturity grouping based on the remaining periods to HHRGER s RAEEHRAHAITET
settlement at the end of the reporting period. BEMEEeH -

Notional amounts with remaining life of HEASREI 6528
2016 2015
1year  Over1year Over Tyear  Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1E8UT 155 L5 SEAL BE 1FIT 1FIEESE SERE 2%
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
EMBET RWEER BMEET EWEER BMRET  AMAERT  BERET  BMEER

Interest rate derivatives HEATATE 203,731 171314 11646 386,691 464,365 152,323 7420 624,108

Currency derivatives EEMETIA 521,645 1112 500 529,917 398,757 68,046 994 467,197

Other derivatives Hftf7ETA 7320 4,888 - 12,208 8,983 1122 - 10,105

732,69 183,974 12,146 928,816 872,105 21491 8414 1,102,010

(c) Capital commitments (c) BAEIE
Capital commitments outstanding at 31st December and not provided for in the 12 A 31 B ARERMB I ARTE I 5 Rk P iR
financial statements were as follows: EEREARRELDT

2016 2015

HK$ Mn BEEERT  HKS Mn BB EET

Expenditure authorised and contracted for B W EEL 212 228

Expenditure authorised but not contracted for B EEREL 107 153

319 381
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46.OFF-BALANCE SHEET EXPOSURES (conTinueD) & & B & Tk LU LB ()

(d) Operating lease commitments
At 31st December, 2016, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

(d) EERERE

R2016F 128318 + ETAIHENSEHRE
A ARFIEENEERBLENT ¢

2016 2015

HK$ Mn BEEEBRT  HKSMn BB EET

Properties S
Within one year 18R 532 573
After one year but within five years 1EE5FR 738 863
After five years SELAR 248 129
1,518 1,565
2016 2015
HK$ Mn B HERT  HKSMn BB EET

Equipment B
Within one year 1ELAR 8 8
After one year but within five years 1EE5FER 16 16
24 24

The Group lease certain properties and equipment under operating leases. The
leases run for an initial period of one to twenty five years, with an option to renew
the lease when all terms are renegotiated. Lease payments are usually adjusted
annually to reflect market rentals. None of the leases includes contingent rentals.

AEEAKLERERABARTYEMR
# o HEFHRI1FE255 - DIHAKATEE
HWEEMGERESZ HENRERERES
FREARRTERES - REENLTEE
gEHES -
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47.NOTES ON CONSOLIDATED CASH FLOW STATEMENT SZEeB & RERM

(a) Purchase of subsidiaries

(a) BEEME AR

2016 2015
HKS Mn BEEERT  HK$ Mn BEEHET
Net assets acquired BBAFEE
Cash and balances with banks and B e RERITANEM
other financial institutions SRIBENET - =

Advances and other accounts less provisions

Fixed assets

EHRER 2R R AMER
ElEEE

Current taxation REARETE - -
Other accounts and provisions HiREREE - -
Goodwill arising on consolidation RBEGRERELNEE - 1
Total purchase price UHRe X HriEAR - 1

Less: Cash and cash equivalents acquired

B BANRERERT SR

Cash flow on acquisition net of cash acquired

EHEBAR SRR

(b) Cash and cash equivalents

(i) Components of cash and cash equivalents in the consolidated cash flow

(b) RERERFEEA
() ERAALABRARSRERRS

statement B AR
2016 2015
HK$ Mn B EET  HKSMn BB EET
Cash and balances with banks and other
financial institutions with original maturity [RABR B3MEA KAz R 2 R
within three months ERITNEM SR ERN AT 38,374 42,983
Placements with banks and other financial institutions R ZxHARE 431 A LA
with original maturity within three months FEIRAT R E M & BB A TR 34,632 61,823
Treasury bills with original maturity within [RAHARR A318 A LAY
three months BEES 996 4,862
Certificates of deposit held with original JRAHAR A31E A A2 HE K
maturity within three months & 741 1,125
Debt securities with original maturity within [RAHARR A318 A LAY
three months BBES 658 -
Add: Cash and balances with banks and m: eREEREELEEAE]
other financial institutions included in HER & RAESRI TR E A
“Assets held for sale” (Note 56) SRR T (M at56) 426 173
Placements with banks and other
financial institutions with original maturity [FAELEEE]PEERAE
within three months included in HARR 318 A ARESRIT
“Assets held for sale” Hin S BgENTR 14 =
75,841 110,966
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47.NOTES ON CONSOLIDATED CASH FLOW STATEMENT (conTINUED) ZR SR E&RERMIET @)

(b) Cash and cash equivalents (continued)

(b) RERERREEE (&)

(i) Reconciliation with the consolidated statement of financial position (i) ER4Z & B AGAR N 2= 80 4 BR
2016 2015
HKS Mn B EERT  HKSMn BB EET
Cash and balances with banks and other financial e RIERTREM S REERY
institutions (Note 24) RIF(Hit24) 65,720 69,122
Placements with banks and other financial TESRIT R E M & RS Y
institutions (Note 25) TFR(HaE25) 44,052 80,828
Treasury bills, certificates of deposit held and BlEES « FAFRER
debt securities ESE 5
— trading assets (Note 27) —ROBEEEWH27) 3,128 3,990
~ designated at fair value through —EERBBERARBR
profit or loss (Note 28) NEEH728) 3,330 3,886
— advances and other accounts (Note 29(a)) — B REMBERIA(f7£29(a)) - 1
— available-for-sale (Note 30) — At & (A77230) 106,964 90,284
— held-to-maturity (Note 37) —RBEEH(H231) 5,663 6,199
119,085 104,360
Add: Cash and balances with banks and other n: BREMRFEEREEE]
financial institutions included in H3 & RIEFITAEAM
“Assets held for sale” (Note 56) SRBEN T (M 5E56) 426 173
Placements with banks and other (BFEELESEE R aEE
financial institutions included in RITREM S B FR
“Assets held for sale” (Note 56) (K1:t56) 66 -
Amounts shown in the consolidated statement TR A SRR R A
of financial position S} 229,349 254,483
Less: Amounts with an original maturity of W RAREARR 318 A A &Y
beyond three months x| (126,162) (117,378)
Cash balance with central bank subject to ZHRERSINERRRITH
regulatory restriction WE T (27,346) (26,139)
Cash and cash equivalents in the consolidated ERERERERANE SR
cash flow statement FRREIEE 75,841 110,966




ROMITHERADT | 2016 F 3k | 289 1M

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
1 75 3R & MY = (4R

48.ASSETS PLEDGED AS SECURITY F{EEHRANEE

The following assets have been pledged as collateral for own liabilities at the end RBERERRE - U TEELEREASE

of the reporting period. . H e o
2016 2015
HK$ Mn B EET  HKSMn BEEET
Secured liabilities BHEAEE 6,284 6,577
Assets pledged: EHREE :
Advances to customers and other accounts BEPBFREMIRIE 890 687
Financial assets designated at fair value BT AR A S A R
through profit or loss REEENEREE 249 -
Available-for-sale financial assets AftHESREE 5,125 5,919
Held-to-maturity investments FEIERE 194 155
6,458 6,761
The following balances with banks have been pledged as collateral for securities AT ERITHEMBERIEEREERITETA
borrowings and margin deposits of derivatives. FRizE 2 B -
2016 2015
HK$ Mn B8 EERT  HKSMn BB EET
Cash collateral for borrowed securities RIEESFEENRERR - =
Margin accounts for open futures and RER S REHE LM
forward contracts HFRER 1,521 2,262
1,521 2,262

These transactions are conducted under terms that are usual and customary to
standard lending and securities borrowing and lending activities.

WER S 2 GERRR R EEEFEETK

BAEEXFHET °
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49.LOANS TO DIRECTORS AND ENTITIES CONNECTED WITH DIRECTORS

EENRHEESHEEEENER

The aggregate of loans to directors of the Bank and entities connected with
directors disclosed pursuant to Section 383(1)(d) of the Companies Ordinance and
Part 3 of the Companies (Disclosure of Information about Benefits of Directors)

Regulation, are as follows:

ARIRCD R A1 ) 5 383(1) (o) 16 R 22 ) (2 BB
EXMHBERDRADFIMHRE - NTEER
HESAMERR ERABTENT

2016 2015
HKS Mn B¥EET  HKS Mn BEEET
Aggregate amount of relevant loans outstanding HBAEZN12A3186
at 31st December R
By the Bank BIRITIEL 2,316 1,834
By subsidiaries HHTE A Al 101 123
2,417 1,957
The maximum aggregate amount of relevant loans ~ EEZNEEERZ
outstanding during the year AR
By the Bank RRITEE 3,046 2,621
By subsidiaries NG 172 137
3,218 2,758

There was no interest due but unpaid nor any impairment allowance made against

these loans at 31st December, 2016 and 2015.

1201612 A31H &2015F12A31H © )8

BRHMKRENFE  TREHZEERER

% -
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50. MATERIAL RELATED PARTY TRANSACTIONS BB A THIE AR Z

(a) Key management personnel remuneration (a) TEEEEASH M

Remuneration for key management personnel of the Group, including amounts
paid to the Bank’s directors as disclosed in Note 21 and certain of the highest paid
employees as disclosed in Note 22, is as follows:

AEBEZEETEABFHH - B R2EEN =T
1P T B S FAITESE REWF22F F7
BEXNFAITE TR T MEENSEN
IS ¢

2016 2015

HKS Mn BEEERT  HK$ Mn BEEHETT

Short-term employee benefits KR BER 105 110
Post-employment benefits B BIRIAEA 7 6
Equity compensation benefits RR D FEEAR R 35 22

147 138

(b) The Group maintains certain retirement benefit schemes for its staff as per Note  (b) AN B AH B SR HE TRIMRE & - 1

2(qg)(iii). In 2016, the total amount of contributions the Group made to the
schemes was HK$165 million (2015: HK$169 million).

The Group enters into a number of transactions with the Group’s related parties,
including its associates, and key management personnel and their close family
members and companies controlled or significantly influenced by them. The
transactions include accepting deposits from and extending credit facilities to
them. All interest rates in connection with the deposits taken and credit facilities
extended are under terms and conditions normally applicable to customers of
comparable standing.

The interest received from and interest paid to the Group’s related parties for the
year, outstanding balances of amounts due from and due to at the year end, and
maximum outstanding balance of amounts due from and due to them during the
year are aggregated as follows:

BRI EE2(q)ii) H E&E - R20165F A - ANEE
xSt H B EA B .65/878(2015
£ 1 69(BTT) ©

REBERAFHATETZHARS » Z5A
TEREBMERR  REBTHRAREREFER
BB REZEATAEGHRREERTE
NWAT - ZERZBREZZEALTER
REMMR®EER - MBERREEHNH
R GIRRIE T RABE KT R AR

M2016%F + A& B LRAR A T FTUREER S 1+
F oI RS - RAE2016F12 8318 - BIE
ATHRARREAEATORE - REFE
ARAEEA T HRE R R KA T &R R
THIR@EENT -

Key management personnel Associates
IEEBAE BEQT

2016 2015 2016 2015

HK$ Mn HK$ Mn HK$ Mn HKS$ Mn

BREET BEEET EREET BEEET
Interest income FEMA 131 104 19 17
Interest expense MEX I 2 37 - =
Amounts due from BB A LHR K 7,229 5,836 648 743
Amounts due to REBBATHFIE 3471 3,74 87 95
Maximum amounts due from BEBATHRR AR 9,052 8,323 718 853
Maximum amounts due to REBALTHRSTE 7,779 9,419 491 904
Comitted facilities to LTEREAH 2,710 3,400 311 290
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51.EQUITY COMPENSATION PLANS B3 #{ETE

The Bank has adopted Staff Share Option Schemes whereby the Board may at its
discretion grant to any employees of the Group, including Executive Director and
Chief Executive, options to subscribe for ordinary shares of the Bank. All options
were granted for nil consideration.

(a) Particulars of share options

Date of grant
RTEH

05/5/2011(T1)
05/5/2011(T2)
05/5/2011(T3)
10/5/2012(T1)
10/5/2012(T2)
10/5/2012(T3)
03/5/2013(T1)
03/5/2013(T2)
03/5/2013(T3)
02/5/2014(T1)
02/5/2014(T2)
02/5/2014(T3)
04/5/2015(T1)
04/5/2015(T2)
04/5/2015(T3)
08/4/2016(T1)
08/4/2016(T2)
08/4/2016(T3)

Vesting period
R

05/5/2011-04/5/2012
05/5/2011-04/5/2013
05/5/2011-04/5/2014
10/5/2012-09/5/2013
10/5/2012-09/5/2014
10/5/2012-09/5/2015
03/5/2013-02/5/2014
03/5/2013-02/5/2015
03/5/2013-02/5/2016
02/5/2014-01/5/2015
02/5/2014-01/5/2016
02/5/2014-01/5/2017
04/5/2015-03/5/2016
04/5/2015-03/5/2017
04/5/2015-03/5/2018
08/4/2016-07/4/2017
08/4/2016-07/4/2018
08/4/2016-07/4/2019

RITFRMNEEREBIRERS A MG
BHRABRETAEEZ E[ES - BEHT
EERITHEE  ARBARTEBRED -

PR RIS A BSHE S B -

(a) RRIEFE

Exercise period

T

05/5/2012-05/5/2017
05/5/2013-05/5/2018
05/5/2014-05/5/2019
10/5/2013-10/5/2018
10/5/2014-10/5/2019
10/5/2015-10/5/2020
03/5/2014-03/5/2019
03/5/2015-03/5/2020
03/5/2016-03/5/2021
02/5/2015-02/5/2020
02/5/2016-02/5/2021
02/5/2017-02/5/2022
04/5/2016-04/5/2021
04/5/2017-04/5/2022
04/5/2018-04/5/2023
08/4/2017-08/4/2022
08/4/2018-08/4/2023
08/4/2019-08/4/2024

Exercise price per share
BRITEE
HKS ¥

32.00
32.00
32.00
28.99
28.99
28.99
31.40
31.40
31.40
32.50
32.50
32.50
34.15
34.15
34.15
28.45
28.45
28.45
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(b) Movement of share options during the period

RERITERAR | 2016 F 3, | 293

(b) HARFRIRIEZEE

2016 Number of share options k&% B
Exercise price  Outstanding at Outstanding at
Date of grant Tranche per share 1/1/2016 Granted Exercised Lapsed 31/12/2016
201651818 20165128318
BRFEH B2 BRTEE e BRF B BAX 1 RATHRE

HKS BT

05/5/2011 T 32.00 1,880,000 - - - 1,880,000
05/5/2011 T2 32.00 1,930,000 - - - 1,930,000
05/5/2011 T3 32.00 1,940,000 - - - 1,940,000
10/5/2012 T 28.99 1,164,000 - - - 1,164,000
10/5/2012 T2 28.99 1,164,000 - - - 1,164,000
10/5/2012 T3 28.99 1,172,000 - - - 1,172,000
03/5/2013 T 31.40 1,214,000 - - - 1,214,000
03/5/2013 T2 31.40 1,880,000 - 365,000 - 1,515,000
03/5/2013 T3 31.40 1,890,000 - - - 1,890,000
02/52014 T 32.50 1,942,000 - - - 1,942,000
02/52014 T2 32.50 1,992,000 - - - 1,992,000
02/5/2014 T3 32.50 2,003,500 - - - 2,003,500
04/5/2015 T 34.15 2,030,000 - - - 2,030,000
04/5/2015 T2 34.15 2,030,000 - - - 2,030,000
04/5/2015 T3 34.15 2,040,000 - - - 2,040,000
08/4/2016 T 28.45 - 2,083,000 - - 2,083,000
08/4/2016 T2 28.45 - 2,083,000 - - 2,083,000
08/4/2016 T3 28.45 - 2,096,500 - - 2,096,500
Total 478 26,271,500 6,262,500 365,000 - 32,169,000
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51.EQUITY COMPENSATION PLANS (conTinueD) BR{Df{E T2 @)

(b) Movement of share options during the period (continued) (b) EAARIRfE 2 28 ()

2015 Number of share options % #Z% B
Exercise price Outstanding at Outstanding at
Date of grant Tranche per share 1112015 Granted Exercised Lapsed 31112/2015
7201561418 720156124318
TR #5 BRITEE AT BET Bt B mARITEE

HKS BT

06/7/2010 28.49 3,440,000 - 3,440,000 - -
05/5/2011 T1 32.00 1,930,000 - 50,000 - 1,880,000
05/5/2011 T2 32.00 1,930,000 - - - 1,930,000
05/5/2011 3 32.00 1,940,000 - - - 1,940,000
10/5/2012 T 28.99 1,264,000 - 100,000 - 1,164,000
10/5/2012 T2 28.99 1,264,000 - 100,000 - 1,164,000
10/5/2012 3 28.99 1,940,000 = 768,000 = 1,172,000
03/5/2013 T 31.40 1,880,000 = 666,000 = 1,214,000
03/5/2013 T 31.40 1,880,000 = - - 1,880,000
03/5/2013 3 31.40 1,890,000 = - - 1,890,000
02/52014 T 32.50 1,992,000 = 50,000 - 1,942,000
02/5/2014 T 32.50 1,992,000 - - - 1,992,000
02/52014 IE 32.50 2,003,500 - - - 2,003,500
04/5/2015 T 34.15 - 2,030,000 - - 2,030,000
04/5/2015 T2 34.15 - 2,030,000 - - 2,030,000
04/5/2015 T3 34.15 - 2,040,000 - - 2,040,000

Total 58 25,345,500 6,100,000 5,174,000 = 26,271,500
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(c) No share options were cancelled during the years ended 31st December, 2016 and () EZ2016%12A31H K2015F12A31HF

2015. BRI ARB RBIRIEH L8
(d) Details of share options exercised (d) EfTERREFE
Exercise period Date of grant Number of share options
fTEHAR BFEH AREHE
2016 2015
March 3 A 06/7/2010 - 1,040,000
03/5/2013 (T1) - 666,000
April 44 06/7/2010 - 450,000
May 54 06/7/2010 - 1,450,000
10/5/2012 (T1) - 50,000
June 6 8 06/7/2010 - 500,000
05/5/2011 (T1) - 50,000
10/5/2012 (T1) - 50,000
10/5/2012 (T2) - 100,000
10/5/2012 (T3) - 100,000
02/5/2014 (T1) - 50,000
August 8 B 10/5/2012 (T3) - 668,000
September 9 A 03/5/2013 (12) 365,000 -
365,000 5,174,000

52.NON-ADJUSTING EVENTS AFTER THE REPORTING PERIOD B EFEMWMEHILRBENEMH

After the end of the reporting period the directors declared a second interim ERNMEPERBEEIREE ZIRFHR
dividend. Further details are disclosed in Note 19(a). B o HBEEEMTE 19 EREE -
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53. ACCOUNTING ESTIMATES AND JUDGEMENTS =&t {hst 5 &

The preparation of financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of these financial
statements and the reported amounts of revenues and expenses for the years
presented. Changes in assumptions may have a significant impact on the
financial statements in the periods where the assumptions are changed. The
application of assumptions and estimates means that any selection of different
assumptions would cause the Group’s reporting to differ. The Group believes
that the assumptions that have been made are appropriate and that the financial
statements therefore present the financial position and results fairly, in all material
respects.

Management discussed with the AC the development, selection and disclosure of
the Group's significant accounting policies and estimates and the application of
these policies and estimates.

(a) Key sources of estimation uncertainty

Notes 34, 39 and 45 contain information about the assumptions and their risk
factors relating to goodwill impairment, fair value of share options granted and fair
values of financial instruments. Other key sources of estimation uncertainty are as
follows:

(i) Impairment losses

Loans and advances

Loan portfolios are reviewed periodically to assess whether impairment losses
exist. The Group makes judgement as to whether there is any objective
evidence that a loan portfolio is impaired, i.e. whether there is a decrease
in estimated future cash flows. Objective evidence for impairment includes
observable data that the payment status of borrowers in a group has adversely
changed. It may also include observable data that correlate with defaults
on the assets in the Group. If management has determined, based on their
judgement, that objective evidence for impairment exists, expected future
cash flows are estimated based on historical loss experience for assets with
similar credit risk characteristics. Historical loss experience is adjusted on the
basis of the current observable data. Management reviews the methodology
and assumptions used in estimating future cash flows regularly to reduce any
difference between loss estimates and actual loss experience.

Available-for-sale financial assets and held-to-maturity investments

The Group determines that available-for-sale financial assets and held-to-
maturity investments are impaired when there has been a significant or
prolonged decline in the fair value below its cost. The determination of when
a decline in fair value below its cost is not recoverable within a reasonable
time period is judgmental by nature, so profit and loss could be affected by
differences in this judgement.
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Valuation of financial instruments

The Group's accounting policy for valuation of financial instruments is included
in Note 2. The fair value of the financial instruments is mainly based on the
quoted market price on a recognised stock exchange or a price quoted from
a broker/dealer for non-exchanged traded financial instruments. The fair value
of collateralised debt obligations is based on bid prices quoted by reputable
brokers and has been carefully assessed for reasonableness by management.
The fair value of a Special Investment Vehicle (“SIV") is based on its net asset
values as provided by the SIV’s manager.

(b) Critical accounting judgements in applying the Group’s accounting
policies
Certain critical accounting judgements in applying the Group’s accounting policies

are described below:

@)

Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention
and ability to hold to maturity as held-to-maturity investments. In making
this judgement, the Group evaluates its intention and ability to hold such
investments till maturity.

If the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

Recognition of deferred tax assets

The Group recognises deferred tax assets only to the extent that it is probable
that future taxable profits will be available against which the asset can be
utilised. Estimates and judgements are applied in determining the amount of
future taxable profits and the probability that such future taxable profits are
available in the foreseeable future to support recognition of the deferred tax
assets. The Group uses all readily available information, including estimates
based on reasonable and supportable assumptions and projections of revenue
and operating costs, in determining future taxable profits. Changes in these
estimates could significantly affect the timing of deferred tax asset recognition
and the amount of asset recognised.

(ii)

B R ¥R AR BT RE (4R
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54. COMPARATIVE FIGURES LtE & =F

Certain 2015 comparative figures have been restated to conform to current year's
presentation. Please refer to Consolidated Income Statement, Consolidated Cash
Flow Statement, Notes 5, 6, 7, 8, 12, 13, 14, 16, 17, 23, 24, 33, 44(a), 44(d), 46(b)
(i), 46(b)(iii) and 56 for the effect of restatement.

ET2015FMEBRBFEEERATEARF
ERZ2HT - FLHESRER - S
6781213141617 2324"
33~ 44(a) ~ 44(d) + 46(b)i) ~ 46(b) i) %2 56 %
Pl OB R & o

55.POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2016
EHZE2016F12A31 B ILFERIC R EEAREMWIER - MEENRBAELENTERE

Up to the date of issue of these financial statements, the HKICPA has issued a
few amendments and new standards which are not yet effective for the year
ended 31st December, 2016 and which have not been adopted in these financial
statements. These include the following which may be relevant to the Group.

Amendments to HKAS 7, Statement of cash flows: Disclosure initiative

BIETKBEB G ERDET R H 2 iz - #E:12E]

Amendments to HKAS 12, Income taxes, Recognition of deferred tax assets for unrealised losses

RIETKBBGIERDE 1258 A5 - A B R IR B LR IRRZE

HKFRS 9, Financial instruments

(BEMBREENESR 2HTA/

HKFRS 15, Revenue from contracts with customers

(BBITSREER)E SR HEF 2 Fa & RIEEHMA

Amendments to HKFRS 2, Share-based payment: Classification and measurement of
share-based payment transactions

RIERK BB BRELERIDE 2R ARG BERIEZAT + LIRG BERIEZ R G R5E

HKFRS 16, Leases

(BEMBREERDE165% HE/

The Group is in the process of making an assessment of what the impact of these
amendments is expected to be in the period of initial application. So far it has
concluded that the adoption of them is unlikely to have a significant impact on the
consolidated financial statements except for the following:

HKFRS 9, Financial Instruments

HKFRS 9 will replace the current standard on accounting for financial instruments,
HKAS 39, Financial instruments: Recognition and measurement. HKFRS 9
introduces new requirements for classification and measurement of financial
assets, calculation of impairment of financial assets and hedge accounting. On the
other hand, HKFRS 9 incorporates without substantive changes the requirements
of HKAS 39 for recognition and derecognition of financial instruments and the
classification of financial liabilities. Expected impacts of the new requirements on
the Group's financial statements are as follows:

EEREMBHRRZEMAE B ST
AGEEM T ZHEBET R BZEFE
A M EBINE E 2016512 A31 B 1L &5t
FEMARAER - B A P b S B 75 3R
o AlREEARE E G R 2 BRI MFERAT o

Effective for accounting periods
beginning on or after

HE T HRA R A RREN

1st January, 2017
201741 A18
1st January, 2017
201741 A1H
1st January, 2018
2018F1H1H
1st January, 2018
2018F1 H1H

1st January, 2018
2018F1A1H
1st January, 2019
2019F1A1H
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(a) Classification and measurement

HKFRS 9 contains three principal classification categories for financial assets:
measured at (1) amortised cost, (2) fair value through profit or loss (“FVTPL")
and (3) fair value through other comprehensive income (“FVTOCI") as follows:

e The classification for debt instruments is determined based on the entity’s
business model for managing the financial assets and the contractual cash
flow characteristics of the asset. If a debt instrument is classified as FVTOCI
then effective interest, impairments and gains/losses on disposal will be
recognised in profit or loss.

e For equity securities, the classification is FVTPL regardless of the entity’s
business model. The only exception is if the equity security is not held
for trading and the entity irrevocably elects to designate that security
as FVTOCI. If an equity security is designated as FVTOCI then only
dividend income on that security will be recognised in profit or loss.
Gains, losses and impairments on that security will be recognised in other
comprehensive income without recycling.

The Group has conducted assessment on its financial assets and expects that a
majority of its financial assets currently measured at amortised cost and FVTPL
will continue with their corresponding classifications and measurements upon
adoption of HKFRS 9.

With respect to the Group’s financial assets currently classified as “available-
for-sale” ("AFS"), these are investments in equity and debt securities. The
Group expects that certain equities held for strategic investment purpose will
be irrevocably designated as FVTOCI while the remaining equity investments
will be classified as FVTPL. For the AFS debt security investments, a majority of
them will be classified as FVTOCI on transition to HKFRS 9 while certain debt
securities with contractual cash flow characteristics which cannot meet the
criteria of solely payments of principal and interest (“SPPI”) will be classified
as FVTPL and a small portfolio of debt securities under held-to-collect business
model will be classified as amortised cost. Apart from the impact arising from
the reclassification from AFS to amortised cost, the adoption of HKFRS 9 will
have no impact on the Group's net assets and total comprehensive income but
will impact on reported performance amounts such as profit and earnings per
share.

B R ¥R AR BT RE (4R
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55.POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31ST DECEMBER, 2016 ¢ CONTINUED)

EEE20165F12831 B LFERIC A BEARERNE

5T R AR N A

(a)

Classification and measurement (continued)

The classification and measurement requirements for financial liabilities
under HKFRS 9 are largely unchanged from HKAS 39, except that HKFRS 9
requires the fair value change of a financial liability designated at FVTPL that
is attributable to changes of that financial liability’s own credit risk to be
recognised in other comprehensive income (without reclassification to profit
or loss). This new requirement will have no impact on the Group’s net assets
and total comprehensive income but will reduce the fluctuation in the income
statement due to the change in own credit risk for the debt issued designated
at FVTPL. The Group expects that the impact on Income Statement will be
insignificant.

The Group is reviewing the implication of the assessment results on classification
and measurement to the relevant business portfolio management and system
change and is in the process of formulating the revised accounting policies and
process.

Impairment

The new impairment methodology in HKFRS 9 replaces the “incurred loss”
model in HKAS 39 with an “expected credit loss” model. Under HKFRS 9
it is not necessary for a credit event to have occurred before credit losses
are recognised. Instead, the Group is required to recognise and measure
expected credit losses as either 12 month expected credit losses or contract
lifetime expected credit losses, depending on the asset and the facts and
circumstances.

For such, the Group is developing a model which considers various quantitative
and qualitative factors including, but not limited to, customers’ financial
and demographic information, default statistics of different customer types,
recovery rate of different collaterals, external credit rating, geographical
region, economic trend and forecast, etc. so as to measure the expected credit
loss for the assets in a centralized system.

When assessing the existence of significant increase in credit risk (“SIC") for
different customers, the criteria used by the Group include both internal and
external factors such as the change of customers’ internal or external rating,
account performance, existence of adverse credit events, etc..

The Group has entered into the stage of developing the model and system
for measuring the expected credit loss, with relevant policies being revised to
adopt the new accounting standards.

Hedge accounting

HKFRS 9 does not fundamentally change the requirements relating to
measuring and recognising ineffectiveness under HKAS 39, However, greater
flexibility has been introduced to the types of transactions eligible for hedge
accounting. The Group expects to adopt the transitional arrangement as
provided in HKFRS 9 to continue to apply the hedge accounting requirements
of HKAS 39 before the IASB completes its separate project on macro hedge
accounting.
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HKFRS 16, Leases

As disclosed in Note 2(l), currently the Group classifies leases into finance leases
and operating leases and accounts for the lease arrangements differently,
depending on the classification of the lease. The Group enters into some leases as
the lessor and others as the lessee.

HKFRS 16 is not expected to impact significantly on the way that lessors account
for their rights and obligations under a lease. However, once HKFRS 16 is adopted,
lessees will no longer distinguish between finance leases and operating leases.
Instead, subject to practical expedients, lessees will account for all leases in
similar way to current finance lease accounting, i.e. at the commencement date
of the lease the lessee will recognise and measure a lease liability at the present
value of the minimum future lease payments and will recognise a corresponding
“right-of-use” asset. After initial recognition of this asset and liability, the lessee
will recognise interest expense accrued on the outstanding balance of the lease
liability, and the depreciation of the right-of-use asset, instead of the current policy
of recognising rental expenses incurred under operating leases on a systematic
basis over the lease term. As a practical expedient, the lessee can elect not to apply
this accounting model to short-term leases (i.e. where the lease term is 12 months
or less) and to leases of low-value assets, in which case the rental expenses would
continue to be recognised on a systematic basis over the lease term.

HKFRS 16 will primarily affect the Group’s accounting as a lessee of leases for
properties, plant and equipment which are currently classified as operating leases.
The application of the new accounting model is expected to lead to an increase in
both assets and liabilities and to impact on the timing of the expense recognition
in the income statement over the period of the lease. As disclosed in Note 46(d),
at 31st December, 2016 the Group's future minimum lease payments under non-
cancellable operating leases amount to HK$1,518 million and HK$24 million for
properties and equipments respectively, the majority of which is payable either
between 1 and 5 years after the reporting date or in more than 5 years. Some
of these amounts may therefore need to be recognised as lease liabilities, with
corresponding right-of-use assets, once HKFRS 16 is adopted. The Group will need
to perform a more detailed analysis to determine the amounts of new assets and
liabilities arising from operating lease commitments on adoption of HKFRS 16,
after taking into account the applicability of the practical expedient and adjusting
for any leases entered into or terminated between now and the adoption of HKFRS
16 and the effects of discounting.
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56.DISCONTINUED OPERATIONS AND ASSETS HELD FOR SALE

ERIEEXRBREFFFLHEEE

On 5th October, 2016, the Bank, NWS Holdings Limited (“NWS Holdings”) and
East Asia Secretaries (BVI) Limited (“East Asia Secretaries”) entered into a share
purchase agreement with Trivium Investment Limited (“Trivium”), a company
which is wholly owned and controlled by Permira funds, for the sale of all the issued
shares of Tricor Holdings Limited (“Tricor”) held by East Asia Secretaries to Trivium
for a total consideration of HK$6,470 million (the “Disposal”). Tricor is 75.61%
owned by the Bank and 24.39% owned by NWS Holdings, in each case through
East Asia Secretaries. The Bank expects completion of the Disposal to occur during
the first quarter of 2017. Following completion of the Disposal, the Bank will
cease to hold any equity interest in Tricor and Tricor will cease to be a subsidiary
of the Bank. The Bank is expected to book a profit in the amount of approximately
HK$3,050 million once completion of the Disposal takes place.

In accordance with HKFRS 5 — Non-current Assets Held for Sale and Discontinued
Operations, the Group is required to report Tricor Group's operating results for
the year of 2016 separately as discontinued operations in the consolidated income
statement with comparative information in notes 5, 6, 7, 8, 12, 13, 14, 16, 17,
23 and 33 re-presented. Tricor Group's assets and liabilities as at 31st December,
2016 are presented separately as assets held for sale and liabilities held for sale
respectively in the consolidated financial statements. Restatement of assets and
liabilities as at 31st December, 2015 is not required. The consolidated statement of
changes in equity and the consolidated cash flow statement are prepared on the
same basis as 2015.

On 6th December, 2016, the Bank entered into an agreement to sell its wholly-
owned subsidiary, Shaanxi Fuping BEA Rural Bank Corporation (“BEA Rural Bank”)
to Shaanxi Dingbian Rural Commercial Bank Corporation for a total consideration
of RMB24 million. The completion of the sale transaction (“Completion”) is
conditional upon obtaining the regulatory approval and the satisfaction of the
conditions precedent set out in the Equity Transfer Agreement. The Bank expects
Completion to occur during the first half of 2017. BEA Rural Bank's assets and
liabilities as at 31st December 2016 are presented separately as assets held for sale
and liabilities held for sale respectively in the consolidated financial statements.

2016%F10 A5 » REERITAR QA - #Al
EEEBRAF([FAIEEE]) KEast Asia
Secretaries (BVI) Limited([ East Asia Secretaries |)
EA Trivium Investment Limited ([ Trivium |) 255

T—HEERMDEE - Trivium 2 B Permira
funds® & %A kx| 2 A7) - & HEast Asia
Secretaries £ & 9 Tricor Holdings Limited Fz £
BRI (SER £EEE]) WA BT
&1 - (EEARBBeAT0EBT([HERS]) »

SEEEY 2B BEast Asia Secretaries F 81T
RETAIEEE D BIRA75.61%5%24.39% 2 #
T o AMIEFTZEERFHER2017FEHE
oK © BEE HWERH T - MTERIERE S
EEEERGOER - MEESBIREIEER
TZHBAR - BHERSTEKE - ATIEH
& SRS M A B 30,5018

RIBCE B IR E2ERI DB S5 FrfEH & 3E
MEEERBRILEEER | - AEEARER
ARERP B EEE016FMEERER
FIRBRIEEEER - MAEMFES 67
812131416 17 » 23 &33KJATLLEX
BRIMEEERIT - FERER2016512
A31BMEER B EEREHERET DB
AFHBEHEEERBEIEHEEEIR -
201512 A3 HMEERAEHASRS © M
REGAREZZHRRGERLRERNS
VAEL20155 2B RIA) ©

2016512868 « R1T%EE] T —H i - M
PRAE R RINEERTROERARHER
2EBEANKIB AR - PR E TR ER
TEREET AR ([HRENEHERT]) - (EER
AREE2,4008 7T - TR EHER S 2 Al R
RERGEEE R AN KRB RESE R
BRFTE A ARG - TR R S

20174 EFFTERK o REBAARITH20165
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
1 75 3R & MY = (4R

The results of discontinued operations for the periods are as follows: BB R IEEEEBREENT ¢

2016 2015
HK$ Mn B EET  HKSMn B¥EET
Interest income NN 6 7
Interest expense FEZH (3 @)
Net interest income FEABUA 3 5
Fee and commission income MRi% & RASKA 1,258 1,194
Fee and commission expense RSB RS - -
Net fee and commission income RSB RBEWAFEE 1,258 1,194
Net trading losses RSEEFE (8 (4)
Other operating income E A 2 2
Non-interest income FEFIEMA 1,252 1,192
Operating income AT ON 1,255 1,197
Operating expenses e (892) (828)
Operating profit before impairment losses AR K 2 425 R 363 369
Impairment losses on loans and receivables ERRENREREERX (3) (an
Operating profit after impairment losses [RENIGICAEL PRl Svinvi 360 358
Net profit on sale of available-for-sale financial assets & A] {t & & @b & 2 F a7 4 =
Net profit on disposal of subsidiaries/associates HERBR R,/ BERE R - 2
Net loss on disposal of fixed assets HEBETEEEZER - (1)
Valuation gains on investment properties EEREMERT 1 3
Share of profits less losses of associates FE(RE & 2 Bl FRUE 1R - 2
Profit for the year before taxation EEANRBADS A 365 364
Income tax P58
Current tax REIFIE
— Hong Kong —B& (33) (32)
— Outside Hong Kong —BBLAGN (28) (33)
Deferred tax BRI - 3
Profit for the year from discontinued operations FEANE RIS E 5 A 304 302
2016 2015
HKS 8 #T HKS BT
Earnings per share for profit attributable to BENAITIR R R
the equity holders of the Bank FRREF
Basic and diluted ERRES
— profit from discontinued operations —REERILEEEB T 0.09 0.09
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
kR E SN EAED)

56.DISCONTINUED OPERATIONS AND ASSETS HELD FOR SALE (CONTINUED)

ERLEEXRBRBFFFLHEEE@®

The assets and liabilities of the disposal groups held for sale are summarized below:

FAELEZHEARNNEENREREZN

2016 2015
HKS Mn B¥EET  HKS Mn BEEET
ASSETS BE
Cash and balances with banks and Bé RIEBTME M S BB
other financial institutions e 426 173
Placements with banks and FERRIT R E ) & RIS EY
other financial institutions TR 66 35
Advances to customers and other accounts EPBRREMIRIA 410 598
~ Advances to customers —BF#K 96 -
— Less: Collective impairment allowance =R BEREERE (1 =
~ Other accounts — H b BRIA 346 598
— Less: Individual impairment allowance =R AR EERE (25) =
Collective impairment allowance EEREEE (6) -
Available-for-sale financial assets At ESREE 27 -
Investments in associates FEUNETE 21 -
Fixed assets BE&E 205 8
— Investment properties —REME 22 -
— Other properties and equipment L ENE T 183 8
Goodwill and intangible assets (Note 34) BERELEE(ME34) 1,149 2
Deferred tax assets (Note 36(b)) BRERIBEE (M536(0)) 10 5
Assets held for sale REELEEE 2,314 821
LIABILITIES afE
Deposits and balances of banks and HRITRE M ISR
other financial institutions GRRk&EH 66 40
Deposits from customers EPER 40 -
Current taxation RERTIIE 18 1
Deferred tax liabilities (Note 36(b)) BRI R A E(H7736()) 3 -
Other accounts and provisions HAhARIA R E 299 184
Liabilities held for sale (Note 37(b)) FAEREBEIHE37b) 426 225




REMTERAR | 2016 F 3, | 305

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Disposal groups held for sale as at 31st December 2015

On 23rd October, 2015 the Bank entered into an agreement to sell its wholly-
owned subsidiary, Tung Shing Holdings Company Limited to SinoPac Securities
(Cayman) Holdings Limited (“SPSC"). In addition, the Bank has entered into an
agreement with SinoPac Securities Corporation (”SinoPac Securities”) for the
disposal of all the issued shares in BEA Wealth Management Services (Taiwan)
Limited ("BEAWMS") through the merger of BEAWMS with SinoPac Securities.
Both SinoPac Securities and SPSC are wholly-owned subsidiaries of SinoPac
Financial Holdings Company Limited (“SinoPac”), which is listed on the Taiwan
Stock Exchange (2890.TT). The sales were completed during the year 2016.

B R ¥R AR BT RE (4R

M2015512A31 B 2 EEHEAR
20155104238 » ANTHIKE € E % (5
EVERERAR(KESBIH(F2))E
Bt - MELEETEENB AR —RE
ERAR AR (TR o Loh + ARTTIRELK
LEBFHFRHOERAA([KELEH ) ER]
T—ERE  BRLEMRAENREES
BHERRAR([REFEH(AE) )2 2IHE
BTG - BRGEHF(AE)HIAKESE
% o KESBHFMKESESH(HAL) Ak
BHER G EMHKESRITRROERA
Al ([K LS4 [)(2890.THHEEMEB AR ©
ZELERSHEBEHE2016F12A3181E
ZERTTRK

2016 2015

HKS Mn BEEERT  HKSMn BEEHEETT

Assets held for sale (Note 29(a)) RAELEEEH729@)
Disposal groups held for sale FARELSHHER 2,314 821
Other properties and loans HinmERER 192 134
2,506 955

Liabilities held for sale (Note 37(b)) REEHEBRWF370)
Disposal groups held for sale HAELERAER 426 225

The cumulative income recognised in other comprehensive income relating to
disposal groups held for sale is as follows:

Cumulative income recognised in BEREEMEEKEARZ
other comprehensive income REtA

FREBEEREAERNEE b2 RSN
BZ 2T

2016 2015

HKS Mn B¥EET  HKSMn B ASET

(61) (10)

The net cash flows incurred by discontinued operations and included in the
consolidated cash flow statement are as follows:

ERREGRARENERMMERLLER
ELERNZFRSRMT

2016 2015

HKS Mn E¥EERT  HKSMn B ASET

Operating activities R EE 278 346
Investing activities REEE (19) (130)
Financing activities HEEH (91) (200)
Net cash inflow FERBRA 168 16
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION

AEBEEWMEMEREH

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

The preparation of supplementary financial information is in accordance with the
Banking (Disclosure) Rules and consolidated supervision arrangement approved by
HKMA.

(1)CAPITAL ADEQUACY EXR TR

AT BN E R R BN SRR E
B MEKEFEZM B RE 2 8D °

REH R B EMERBGRITERE)R
ADREERZENGEREEER -

2016 2015
Restated Z
HKS Mn B EERT  HKSMn BEEET
Capital base AR AR EL T
~ Common Equity Tier 1 capital —BERE-REA 62,780 61,571
— Additional Tier 1 capital — I —ARETR 7,142 7,210
— Total Tier 1 capital —— BB 69,922 68,781
— Tier 2 capital ——REXR 20,360 17,703
— Total capital — BB 90,282 86,484
Risk weighted assets by risk type [ L =L R
- Credit risk —EEAR 477,065 458,920
— Market risk —MiBER 14,981 17,231
— Operational risk —HERR 29,267 30,507
521,313 506,658
Less: Deductions B (3,014) (3,018)
518,299 503,640
2016 2015
% BAE % B X
Common Equity Tier 1 capital ratio LR — A AR = 12.1 122
Tier 1 capital ratio —REAR = 13.5 13.7
Total capital ratio AR = 17.4 17.2

Capital adequacy ratios were compiled in accordance with the Capital Rules issued
by the HKMA. In accordance with the Capital Rules, the Bank has adopted the
foundation internal ratings-based approach for the calculation of the risk-weighted
assets for credit risk and the internal models approach for the calculation of market
risk and standardised approach for operational risk.

BAFRRLLERTIRESE RARMACERS
ADEHE - RIB(CERRAD) » RITREBRS
[ERABFRELEFEL HEFRERARZ
EERIEEE  [ABEXAERIGFETS
R B[ REEE St E L BRL
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

The basis of consolidation for regulatory purposes is different from the basis of
consolidation for accounting purposes. Subsidiaries included in consolidation for
regulatory purposes are specified in a notice from the HKMA in accordance with
Section 3C of the Capital Rules. Subsidiaries not included in consolidation for
regulatory purposes are non-financial companies and the securities and insurance
companies that are authorised and supervised by a regulator and are subject
to supervisory arrangements regarding the maintenance of adequate capital
to support business activities comparable to those prescribed for authorised

institutions under the Capital Rules and the Banking Ordinance. The Bank's

shareholdings in these subsidiaries are deducted from its Tier 1 capital and Tier 2

capital subject to the thresholds and transitional arrangements as determined in

accordance with Part 3 and Schedule 4H of the Capital Rules respectively.

The list of subsidiaries that are not included in consolidation for regulatory

purposes are:

Name of company

Nature of business

NEHB E ) S

Abacus (Nominees) Limited Nominee company
ZARE AT

Abacus Business Consultants Sdn. Bhd. Dormant
TEE

Abacus Company Administration Sdn. Bhd. Corporate director and secretarial services
EANBREZRWERD

Abacus Share Registrars Ltd Name reservation

HHHESBELERA SEIUNGIEY

Acheson Limited Trustee and shareholder services
ERt R IRR RS

Agensi Pekerjaan Tricor Sdn Bhd Employment agency
BENBHE

Albridge Corporate Advisory Services Ltd Corporate services
1R

Albridge Services London Ltd Dormant
CE)

Alhart Limited Nominee company
RERELQH

Ample Delight Limited Investment holding

A BR AR KREER

Asia Management Services Sdn Berhad
DINERREERAR
Asia Securities Sdn Berhad

Lounge, café and food & beverage business
JEIE - SRR R B RS
Provision of scrutineers and courier services

REERAREERY

REBERHEAYBES (F)

REREREZGEERBESHAE 2R
BERETHERN - BRERFEEERSEL
B AR TR S E BIRCEARRAINE 3CH
PR R BA AT - TEEELS ERR
EEERGZMBARRIESEBBRRIAR
ERENE - EERBRENESRRRA
A HRERARBAHERSEAERUZGE
EEPNEE R BERRERANELRR
D RCERITEREDDE & RS 2 AR -
AIRZE A AR R R(EARRADE 3
7 Pt .z P8 35 T DA B B 3R AH P 2 380 1
RHHSFT BRI — MR —REARDE -

A THBA LA BEEREEE R 2E
AFtER

Total assets Total equity
BERH BRREREHE

HK$ Mn B¥EETT HKS Mn B¥EET
1 1

373 373

1 2
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

xR

KERMANBER(E)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company

DRERB

Atsumi & Sakai UK Limited

Barbinder & Co. Pte. Ltd.

Barbinder & Co., Sdn. Bhd.

BC (BVI) Holdings Limited

BEA Blue Sky Company Limited

BEA Blue Sky Real Estate Fund L.P.

BEA Blue Sky SLP Limited

BEA Consortium GS Investors L.P.

BEA Insurance Agency Limited
RERBRAEERAF

BEA Life Limited
REASRBERAR

BEA Pacific Asia Limited

BEA Union Investment Management Limited
ROHEREERERAR

Becmac Limited

Beecroft Limited

Bentley Services Limited

Blue Care (BVI) Holdings Limited

Nature of business

EBME

Dormant (use as name protection vehicle)
TES(BESRRELR)
Share registration

BHER

Dormant

NEB

Investment holding

REER

Acting as the sole general partner to BEA
Blue Sky Real Estate Fund L.P.

i fF BEA Blue Sky Real Estate Fund L.P.
B—EBEBA

Acting as a limited partner to BEA/AGRE
China Real Estate Fund L.P.

H!ff BEAJAGRE China Real Estate Fund
LPEBREEARA

Acting as a special limited partner to BEA/
AGRE China Real Estate Fund L.P.

H!£ BEAVAGRE China Real Estate Fund
LPEREREESHEA

Acting as a limited partner of a limited
partnership

BREEEEA

Insurance

Rz

Life insurance
N

Dormant

TES

Asset management
EEEE

Nominee shareholder
PRERAREA
Nominee company
RERERH
Nominee director
BFERAEA

Investment holding

REER

Total assets
EEEE
HKS Mn B EE T

47

105

12,707

513

Total equity
RREREE
HKS$ Mn B EHE T

16

44

105

913

480

16
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Name of company

AR EHE

Blue Care JV (BVI) Holdings Limited

Blue Care Medical Services Limited
BRERREERAR

Blue Cross (Asia-Pacific) Insurance Limited
E+F(ERN)RBERATR

Camceb Limited

Cane Garden Bay Limited

Capico Asset Management Sdn. Bhd.

Caribbean Corporate Services Ltd.

CCSL St. Lucia Ltd.

Central Town Limited
ErhEEAR AR
Century Able Limited
EHERAR

Cheam Holdings Limited

Cheam Nominees Limited

China Healthwise Holdings Limited

B R FRER AR A R

Chongging Dongrong Business Consultancy
Company Limited

BEMWRKABHABRAA

Chua, Woo & Company Sdn. Bhd.

Citiview Capital Limited

Clacton Company Limited

Nature of business

EHME

Investment holding

REER

Medical services

BERTS

Insurance

Rz

Nominee shareholder
RERRAA

Nominee director/shareholder
B/ REREA
Corporate director and secretarial services
EANBEEEE RWE RS

Corporate secretarial and accounting
services

EABBWE REHRS
Holding company

R A

Property investment
MERE

Investment holding
REER

Nominee director
BERBA

Nominee director
BEREA

Name reservation service
TEE AR RERS

Business consultancy services

R ARTS

Dormant

EVCE)

Acting as the general partner and limited
partner of a limited partnership

LRAEARAREEAEA
Nominee company

RERERT

K

KERMAMBER(E)

Total assets Total equity
EEER RERESAE
HKS Mn B¥EET HKS Mn B¥EER
18 18
45 33
3,300 784
13 10
1 —
664 459
777 777
4 M
8 1
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

xR

KERMANBER(E)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company

DRERB

Cloud Paging Nominees Limited

Corona Light Limited

Crystal Gleaming Limited

Dean Street Property Limited

Delanez Limited

Denroy Nominees Limited

Dersale Limited

Directra Overseas Services Inc.

Directra Services Limited

EA Securities Limited

East Asia Corporate Services (BVI) Limited

East Asia Corporate Services (Nominees) Ltd.

East Asia Financial Services (BVI) Ltd.

East Asia Futures Limited

REHEERAA

East Asia Indonesian Holdings Limited

East Asia International Trustees Holdings

(BVI) Limited

East Asia International Trustees Limited

East Asia Properties Holding Company Limited
REDEEREBRAR

Nature of business

EBME

Dormant

EE)

Investment holding

KRR

Investment holding

REER

Property development
MEER

Nominee director/shareholder
=5/ REREA

Nominee director

BFERAEA

Nominee director/shareholder
£5/BRREA
Nominee company
XERERT

Nominee company
RAREQA

Investment holding

REER

Registered agent and trustee services
FHMARIE RIS RS
Nominee director/shareholder
525/ MERREA
Investment holding

REER

Futures and options trading
HEREERS

Investment holding

REER

Investment holding

REER

Trustee services

SREART

Investment holding

Eba=Eeline

Total assets
EEEE
HKS Mn B EE T

930

930

28

32

59

130

32

Total equity

BRRE AR

HKS Mn B EE T

930

930

26

(63)

31

59

130

10

30



UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
KERBRTUHEN(E)

Name of company

AR EHE

East Asia Property Agency Company Limited

ROMEREERAR
East Asia Property Holdings (Jersey) Limited

East Asia Property Management (China) Limited

REMEER(FE)BRAF

East Asia Secretaries (BVI) Limited

East Asia Secretaries Limited

REWERRRA

East Asia Securities Company Limited

REEAFARRA

East Asia Strategic Holdings Limited

Elemen Limited

Epsilon Registration Services Sdn. Bhd.

Equity Trustee Limited

Essex Nominees Limited

Evatthouse Corporate Services Pte. Ltd.

Fitz Services Pte. Ltd.

Fortra Services Limited

Gainsville Limited

Gil Services Pte. Ltd.

Gladwood Limited

Gold Sweep Sdn Bhd

Nature of business

EHME

Property agency
MERE

Property holding
WERE

Property management
MEER

Investment holding
REER

Secretarial services

T AR

Securities broking
BHEE

Investment holding
REER

Nominee shareholder
BERREA

Dormant

TEE

Trustee

SRS

Nominee director/shareholder
R/ REREA
Corporate secretarial and advisory services
ENBIRWE R AR

Business and management consultancy
services

PR B AR

Nominee company

XAREAT

Nominee shareholder and director
BRERESKAA

Business and management consultancy
services

% R B AR
Nominee director/shareholder
B2/ MERREA
Investment holding

KEER

RERITERAR | 2016 F5R | 311

Total assets Total equity
EEER RERESAE
HKS Mn B¥EET HKS Mn B¥EER
12 12

27 26

594 594

1,020 828

418 418

3 1

99 4

79 13
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERHRUBEN (HF)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company Nature of business Total assets Total equity
NEEW EHME EERE RREREE
HK$ Mn B EET HKS Mn B¥EET

Golden Empire International Inc. Property investment = =
MERE

Golden Properties Finance Ltd. Mortgage financing - -
RIS

Golden Queen International Ltd. Property investment - -
MERE

Great Wall Pan Asia Holdings Limited Provision of name reservation service - -

RMRBERARRE TAB AR BREIR

Grimma Company Limited Nominee company - -
RARERQA

High Town Limited Investment holding 4 4
REER

ICIS China (HK) Co Limited Name reservation service - -
NGRS

International Holdings Corporation Trust related services - -
EEARRARTS

Jiande International Holdings Limited Name reservation service = =

BERRERER AR BB R EAERS

Kaliwood Corporation Nominee director/shareholder - -
5 /REREA

Keen Sight Development Limited Investment holding - -
REER

Leader One Limited Investment holding 1 1
REER

Linkwall Investments Limited Trustee - -

HEREFRAR RS

Maccabee (Nominees) Limited Nominee director - -
BEREA

Mache Holdings Limited Nominee shareholder = =
PERRAEA

Mache Nominees Limited Nominee shareholder - -
PRERH A

Mactors Limited Nominee director - -
BEREA

Maintex Limited

Nominee director

BEEHEA
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Name of company

AR EHE

Malplaquet Limited

Manchester Property Holdings Ltd.

Menroy Registrars Limited

Norpac Holdings Limited

Outsource Centre Pte. Ltd.

Overseas Nominees Limited

Pen Ling Limited

PFA Corporate Consultants Sdn Bhd

PFA Registration Services Sdn. Bhd.

Powerhouse Worldwide Limited

Quantum Hong Kong Holdings Company Limited

ERBBERERAF

Ramillies Limited

Red Phoenix Limited

Roebuck Limited

Rontors Limited

Rosland Corporate Management Limited

Secretaries Limited

WERERBERAH

Secretarius Services Sdn. Bhd.

Nature of business

EHME

Nominee director, shareholder and secretary
B RREWEREA

Property holding

LE ST

Nominee director

BEREA

Custodian services

RE MR

Accounting and payroll services

ERSE i

Nominee services

RERE RS

Nominee company

XFERERA

Consultancy, advisory and nominees services
A BRI FERE RS

Dormant

TEB

Investment holding

REER

Investment holding

REER

Nominee director, shareholder and secretary
5 RERWERBA

Leasing of motor vehicles

AEEE

Directorship services

EXBERG

Nominee director

BEREA

Nominee shareholder

[EEXREZIN

Name reservation service
NGRS

Corporate director and secretarial services

EANERESRRWERY

K

KERMAMBER(E)

Total assets Total equity
EEER RERESAE

HKS Mn B¥EET HKS Mn B¥EER
29 12

4 1

1 1

1 1
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEERHRUBEN (HF)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company Nature of business Total assets Total equity
NEEW EHME EERE RREREE
HK$ Mn B EET HKS Mn B¥EET
Shaftesbury Property Holdings Limited Investment holding 95 95
REER
Shaftesbury Property Investments Limited Investment holding 61 61
KRR
Shareg Nominees Limited Nominee services - -
RERERS
Silver River International Limited Acting as the general partner and limited 136 =
partner of a limited partnership
LTRAEBARBREEEHEA
Silver Sunlight Limited Acting as the general partner of a limited - -
partnership
EBEBA
Skyray Holdings Limited Investment holding 450 450
REER
Songket Bakery Sdn. Bhd. Development and trading of computer - =
software and provision of computer
software related maintenance services
(in striking off)
BT R R BB AR RARRE 2 B
RERBEHET)
Speedfull Limited Investment holding 450 450
REZER
Standard Registrars Limited Name reservation service - -
BRERESELARAA AR AR LIRS
Strath Corporate Services Limited Business and corporate services - -
BEREERE
Swan Nominees Limited Nominee shareholder - -
LEREZYN
Tabernacle Assets Limited Protector of trust - -
EEERAR fEREREA
Teeroy Limited Trustee = =
E7EARTS
Tengis International Limited Authorised signatories services - -
RIERERT
Tengis Limited Name reservation service - -
ERNARAR FEB AR LIRS
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Name of company

AR EHE

Tengis Services Limited

The Bank of East Asia (Nominees) Limited
RERTZEREBRAA

The Bank of East Asia (Nominees) Private Limited

The Bank of East Asia Charitable Foundation
Limited

RORTEEEEERAA

The Bank of East Asia Nominees (UK) Limited

Travelsafe Limited

Tricor (B) Sdn. Bhd.

Tricor A&S Corporate Services KK

Tricor Abacus Limited
SERAEERAT

Tricor Asia Limited

Tricor Authorised Representative Limited

Tricor Board Dynamics Sdn Bhd

Tricor Business Services Sdn. Bhd.

Tricor Caribbean Limited

Tricor CNP Corporate Services Pte. Ltd.

Nature of business

EHME

Act as account holder for clients’ funds for
payroll and Mandatory Provident Fund

HERPXHMAEERPRAA
Nominee services

XA E RS

Nominee services

RERE RS

Charitable institution

HERE

Dormant

L)

Dormant

TEE

Corporate business and investor services
X BERREERE

Corporate secretarial, tax and accounting,
payroll, banking and cash management
services

ARWE - BREH  XF  BOR
REEB RS
Investor services

KREBERS

Act as account holder for clients’ funds for
payroll and payment processing

HERP X EH RAFERIRFRHA A

Authorised representative services

RERRIRE

Temporarily ceased business operations

ERF I E5ENE

Accounting, payroll and administration
services

it XERITHRS
Inactive

V=

Corporate services

RIRH

KERMAMBER(E)

Total assets Total equity
EEER RERESAE

HKS Mn B¥EET HKS Mn B¥EER
6 4

1 1

2 1
= M

83 12

4 2
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

xR

KERMANBER(E)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company

DEAB

Tricor Consultancy (Beijing) Limited
REEEZAGCR)BRAR
Tricor Consulting Limited

Tricor Corporate Secretaries Limited
Tricor Corporate Secretary Limited
Tricor Corporate Services Sdn. Bhd.
Tricor Custodian Limited
BAEREERAF

Tricor Europe (Holdings) Limited

Tricor Executive Recruitment Ltd.

Tricor Executive Resources Limited

SETBRERERER AR

Tricor Fiduciaries Limited
Tricor Firmley Limited
Tricor Friendly Limited
FEERERAR

Tricor Global Limited

Tricor Greater China Limited

EERPEFRAH

Tricor Hive Sdn Bhd

Tricor Holdings Limited

Nature of business

EBME

Business consultancy in China
NEESEE

Consultancy services

AR

Dormant

TEB

Corporate services

ER

Provision of corporate secretarial services
RERRE RS

Process agent and escrow services
SRR MR ARERR F R
Investment holding

REER

Executive recruitment

BREB AT HBE

Executive search and human resource
solutions

BESREBRAT RIFRANBRE R

Trust services

EREARTS

Nominee company and corporate services

XERE AR RBERS

Investor services

REERD

Investment holding

REER

Investment holding and provision of
administrative and marketing support
services to fellow subsidiaries

REZER KRB TH I E SR T
RIZEHE AR

Business of incubation and business centres

BIZERRTS L RO

Investment holding

REZK

Total assets
EEEE
HKS Mn B EE T

170

36

27

28

1,080

Total equity
RREREE
HKS$ Mn B EHE T

165

10

21

1,076
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Name of company

AR EHE

Tricor Holdings Pte. Ltd.

Tricor HSP Japan JV K.K.

Tricor HSP Singapore Pte. Ltd.

Tricor Humatrix Asia Pte. Ltd

Tricor Humatrix (M) Sdn. Bhd.

Tricor Human Capital Limited

Tricor IAG Fund Administration (Hong Kong)
Limited

Tricor IAG Fund Administration (Singapore) Pte.

Limited

Tricor International Trustee Limited

Tricor Investor & Issuing House Services
Sdn. Bhd.

Tricor Investor Services Limited
BEBAFETLERAR

Tricor Investor Services Sdn. Bhd.

Tricor Japan Holdings GK

Tricor Japan Limited

HERARERAA
Tricor Japan Shared Services Sdn. Bhd.

Tricor K.K.

Nature of business

EHME

Investment holding

REER

Consultancy services

R AR

Secretarial and accounting services
WEREIRG

Payroll and accounting services
H R EEIRS

To carry on and transact in providing
software (not yet commenced business)

=T R

Consultancy services (human capital,
human resources), dormant status

HHRBANER - ANER)
NEBRE

Fund administration services

HeEl

Activities auxiliary to fund management
activities

BEEERIE RS

Trustee

SRS

Shares registration service

EHE TR

Investor services

REERY

Provision of shares registration service

REEF B LIRS

Nominee company

XFERERA

Consulting, accounting, human resources &
office administrative service

#i# - Bit - ANEREBRRETHRS
Business services and business consulting
BERBRBEEHA

Business process outsourcing

XBRZIE

K

KERMAMBER(E)

Total assets Total equity
EEER RERESAE
HKS Mn B¥EET HKS Mn B¥EER
434 353
2 1
2 1
15 10
2 —
= @)
1 —
2 2
13 16
73 62
3 14
20 17
2 2
90 39
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

AEBERBARYBER (E)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company

DRERB

Tricor Knowledge House Sdn Bhd

Tricor Labour and Social Security Corporation

Tricor Nominees Limited

Tricor Nominees (Overseas) Limited

Tricor Outsourcing (Thailand) Ltd.

Tricor Praesidium Limited

Tricor PrimePartners Corporate Services Pte. Ltd.

(In members’ voluntary liquidation)

Tricor Progressive Limited
FEBERRAT

Tricor Representatives Limited

Tricor Roots Business Intelligence Sdn Bhd.

Tricor Roots Consulting Sdn Bhd.

Tricor Roots Governance Sdn. Bhd.

Nature of business

EBME

Organizing training courses and workshops
SEEIIRERTEY
Labour and social security service

BT RS RERY

Founder member of Tricor's HK shelf
companies

REEBBERARZAIMKE

Nominee company (acting as first director
& shareholder of Tricor's BVI shelf
companies which remain unsold for 6
months)

ZAREBE AR (EES ERIREHM
PERBERHEEERAAN
BEEZRERR)

Business outsourcing

EBINE

Compliance & corporate services

B REERE

Providing secretarial, accounting and
share registration services, employment
agencies (Excluding maid agencies)

RIEWE - g5 REELRBR
EREAR(TRLERN)

Investor services

REEMRS

Process agent or escrow services

EERFXUREARZRER ZRE

Development and trading of computer
software and provision of software
related maintenance services

BB R E TR 2 8t
HERTS

Engaged in the business of installation of
computer software and provision of
related consulting services, conducting
and organising seminar and conference

=B R E R E 2 B RYS
ARFRRRABHTE e

Internal audit service

mabE=at AR

Total assets
EEEE
HKS Mn B EE T

38

Total equity
RREREE
HKS$ Mn B EHE T

17
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Name of company

AR EHE

Tricor Saa$S Sdn Bhd

Tricor Secretaries (Labuan) Limited
Tricor Secretaries Limited

EENERBERAA

Tricor Secretaries Limited

Tricor Securities Limited

Tricor Senedi Sdn Bhd

Tricor Services (Brunei) Ltd

Tricor Services (BVI) Limited

Tricor Services (London) Limited

Tricor Services (Macau) Limited

FEEXRBORM)BRAR

Tricor Services (Malaysia) Sdn. Bhd.

Tricor Services Europe LLP

Tricor Services Europe No. 1 Limited

Tricor Services Limited

FHEEXEBERAR

Tricor Signatory Limited

Tricor Singapore Pte. Ltd.

Tricor Standard Limited
HBERERRAF

Nature of business

EHME

Software development and other related
information technology support

R A R E M ARRI A AR SR
Secretarial services

T PR

Business, corporate and investor services

% EERREERE

Corporate secretarial services plus registrar
and Enterprise Investment Scheme
administration services

EANBBWERY - BPELER
CEREEABITHRS

Nominee and custodian services

XERERS

Information technology support

BARER

Registered agent

Faililnes

Registered agent and trustee services

AR RS FERRTS

Dormant

TEE

Business services

B RTS

Investment holding

REER

Limited liability partnership

BREERH

Dormant

TEE)

Business, corporate and investor services

B% - CERRREERS

Bank signatory

RITEOEBA

Business management and consultancy
services, and employment agency

BEEERARRE - RBENGRE
Investor services

REERS

K

KERMAMBER(E)

Total assets Total equity
EEER RERESAE
HKS Mn B¥EET HKS Mn B¥EER
1 M
1 1
18 17
1 1
1 €
18 18
5 5
118 93
23 -
474 328
201 63
4 2
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AEBERBARYBER (E)

(1) CAPITAL ADEQUACY (CONTINUED) BT 2 (@)

Name of company

DRERB

Tricor Strath Group Limited

Tricor Strath Limited

Tricor Tax Corporation

Tricor Tax Services Sdn. Bhd.

Tricor Tengis Limited

SEBREARARF

Tricor Trident Nominees Limited

Tricor Trustco (Labuan) Limited

Tricor Vietnam Company Limited

Tricor WP Corporate Services Pte. Ltd

Trident Corporate Management Limited

Tristan Company Limited

TSV Services (Singapore) Pte. Ltd.

Tudor Nominees Limited

Tung Shing Holdings (BVI) Limited

Turquandia Limited

U Care Hong Kong Medical Limited

HRERAEERAR

United Chinese (Nominee) Limited

Vanceburg Limited

Nature of business

EBME

Holding company

ERAT

Business and corporate services
BEREERE

Tax services

S R

Tax advisory and consulting services

BRSRRR R s AR

Business, corporate and investor services

A% CERREERE

Trustee company

EREART]

Corporate, secretarial & accounting services

¥ - WEREERS
Management consulting services

B AR

Business and management consultancy

services
AR R EE A ARE
Nominee shareholder
PERRAEA
Nominee director/shareholder
q5E/REREA
Holding company
YN
Nominee shareholder
PERRAEA
Investment holding
REZER
Nominee shareholder
IR A
Medical services
BERY
Dormant
TEE)
Nominee shareholder, director,
secretary and appointor

PR EBERBA  WERREA

Total assets
EEEE
HKS Mn B EE T

Total equity
RREREE
HKS$ Mn B EHE T

10

17

(14)
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Nature of business

EHME

Name of company

AR EHE

W.T. (Secretaries) Limited Secretaries services

WE RS
Wai Chiu Company Limited Nominee director/shareholder
BHEARANE R/ REREA
Wai Hop Company Limited Nominee director/shareholder
BEBRAF B2 REREA
WCS Nominees Limited Nominee services
XA ERE
Witcombe Corporation Nominee director/shareholder
R REREBA

Woodside Corporate Services Limited Receiving agent, fund administration,
custodial, security trustee and
registrar services

WRREA  E2ER  RE -
ERLRE KBRS

Trustee

SREARTS

WT Management (PTC) Inc

There are no subsidiaries which are included within both the accounting scope of
consolidation and the regulatory scope of consolidation but where the method of
consolidation differs at 31st December, 2016.

There are no subsidiaries which are included within the regulatory scope of
consolidation but not included within the accounting scope of consolidation at
31st December, 2016.

There are no relevant capital shortfalls in any of the Group's subsidiaries as at 31st
December, 2016 (31st December, 2015: Nil) which are not included in the Group’s
consolidation for regulatory purposes.

The Group operates subsidiaries in a number of countries and territories where
capital is governed by local rules and there may be restrictions on the transfer of
regulatory capital and funds between members of the banking group.

For the purpose of compliance with the Banking (Disclosure) Rules, the Group has
established a section on the Bank's website. Additional information relating to the
Group's regulatory capital and other disclosures can be found in this section of the
Bank's website, accessible through the “Regulatory Disclosure” link on the home
page of the Bank’s website at www.hkbea.com or at the following direct link:
www.hkbea.com/regulatory_disclosures.

REBERHEAYBES (F)

Total assets Total equity
EEER RERESAE

HKS Mn B¥EET HKS Mn B¥EER
10 9

YABEREERESHEERETHEY
FARNKBAR - MR2016F12A318E
RAFETARTHRR °

20165128318 » Y ARABEHBRAREEHE
EREEESHR ZMGA KRB RBDIEERE
S BB RAERA -

R2016F 12 A31 B (2015612 A31 R :
&) ARBZMBEARYEBREATEM
REBRAAKEREEEREZEEENA

AEEZIMBRRES EERRIGEEEM
HERDREMENRR » Al EEB R
EARRERTEEKERNE SFRE T E
TR LR o

REACRTERE)RAD - AEEEER
THEEANIER—5 - FREASENEEER
TAREMBEER @ AR 7AW ZE A
HE - RERIE AT www.hkbea.comE
B[ B E #5E | #)3&E B skwww.hkbea.com/
html/tc/bea-about-bea-regulatory-disclosures.
htmIfYEEEE -
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

xR

KERMANBER(E)

(2)LIQUIDITY POSITION REIEE AR

Average liquidity coverage ratio RS MBS X
— First quarter ===
— Second quarter =
— Third quarter —E ==
- Fourth quarter —8mF

2016 2015
% BOE % BDE
151.3 127.2
141.2 137.5
133.5 1321
137.2 151.2

The LCR is calculated in accordance with the Banking (Liquidity) Rules effective
from 1st January, 2015. The information for the regulatory disclosure can be found
on the Bank’s website accessible through the “Regulatory Disclosure” link on the
home page of the Bank’s website at www.hkbea.com or at the following direct
link: www.hkbea.com/regulatory_disclosures.

The Bank held an amount of HKD-denominated level 1 assets that was not less
than 20% of its HKD-denominated total net cash outflows. There is no significant
currency mismatch in the Bank’s LCR at respective levels of consolidation.

(3)INTERNATIONAL CLAIMS Bl &4

BB E L ERRBEH2015F1 A1
ERECERITEOREIE) SRR E - BN
B2 4% B8 B K A8 B AR 1T 48 i www.hkbea.
com=E B A [ BB # 5E | 6938 2 52 www.
hkbea.com/html/tc/bea-about-bea-regulatory-
disclosures.htmlf) E B £ -

ABITHEANBEFEN—REERDE
ETPRABKFENFRSREEEN
20% ° RESFABROMBEBEE L IR
BERNWERERE -

The information on international claims discloses exposures to foreign
counterparties on which the ultimate risk lies, and is derived according to the
location of the counterparties after taking into account any recognised risk
transfer. In general, such transfer of risk takes place if the claims are guaranteed
by a party in a country which is different from that of the counterparty or if the
claims are on an overseas branch of a bank whose head office is located in another
country. Only countries constituting 10% or more of the aggregate international
claims after taking into account any recognised risk transfer are disclosed.

B EEEN BN ZHFRBRER
RERSFTEN - WE KRR RRERE
Eo—RME  BEHERNEREGSLIER
SEF AN BERN—TF R - IER
MBITHREZRITHEIDIT - MaRIRTT
AR ER I IFRNR 5 E FRFEL - &
RERASH - ARREER S —ERHX -
EX-BERMERBEEHERTRBRES
MERARENE D Z T L ZBEROE
PRIGHRE(EZA T AKREE -
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AEBERHTMBER (F)
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2016
Non-bank private sector
FRTDERE
Non-bank
Official financial Non-financial
Banks sector institutions private sector Others  Total claims
FRIT Fem
17 BHHM SRBE hERE Hity et
HKS$ Mn HKS$ Mn HKS$ Mn HKS$ Mn HKS Mn HKS$ Mn
B¥EER A¥EER  EB%EERT  EWEEx  E¥EER  E¥EER
Counterparty country/ RGHFHEAR/
jurisdiction AEEEE
Developed countries BEER 18,381 4,476 6,906 10,251 - 40,014
Offshore centres BEETL 6,921 544 3,737 76,943 - 88,145
- of which: Hong Kong —Hi:FA 4,260 540 3,606 65,877 - 74,283
Developing Asia and Pacific EER DN
AT 23,712 3,706 8,978 96,198 - 132,594
- of which: China —Hep iz
ARERE 10,494 3,517 8,831 89,147 - 111,989
2015 Restated Z3f
Non-bank private sector
R
Non-bank
Official financial  Non-financial
Banks sector institutions  private sector Others Total claims
JFERIT FeR
BT EAHM SRS GiR-{ 3 Hith ]
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET A¥EET  A%AEER BEEET BEEET
Counterparty country/ LHHFHRR
jurisdiction AEEER
Developed countries FEHR 28,216 473 4,416 5,531 - 38,636
Offshore centres BERAL 7,439 113 13,665 53,696 - 74913
— of which: Hong Kong —Eh &S 4,203 110 13,051 44,350 = 61,714
Developing Asia and Pacific FERANETMNA
A 36,366 1,040 21,226 88,588 - 147,220
- of which: China —Heh i
AREME 24,418 994 19,322 81,204 - 125,938
The above figures are computed in accordance with the HKMA'’s guidelines on IR EDTREREE RBEBRRITEBLE
the return of international banking statistics and the Banking (Disclosure) Rules in R IR A1 5| RIRBCIRTTE (RER) A A
respect of the reporting period on the consolidated basis. NG RiRR S BT E o
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
BERHTMBEEN(E)

xR

(4)MAINLAND ACTIVITIES AithEED

The table below summaries the non-bank Mainland China exposure of the Bank’s
Hong Kong Office and the Bank’s Mainland subsidiary banks categorised by types

TRBARITEBREEREANBRT 2
FERITEV P B A ERAIE - RRXSEFH

of counterparties: RETOR
2016
On-balance Off-balance
sheet exposure sheet exposure Total
BEAER EEEER
DA e)EL BASM LB k)
HK$ Mn B EHET HKSMn B¥EERT HKSMn B¥EHETRT
Type of counterparties R F R
1. Central government, central 1. PR - BRRBT
government-owned entities and A HEREARE R
their subsidiaries and joint ventures aARkeEELE 33,143 5,955 39,098
2. Local governments, local 2. 35T © Bt T BT
government-owned entities and A BEEARE R
their subsidiaries and joint ventures aAkaErE 20,992 642 21,634
3. PRC nationals residing in Mainland 3. J& (£ B Ay &9 B2
China or other entities incorporated R EAMRE N
in Mainland China and their 37 7 E e BT
subsidiaries and joint ventures RAIREEDRE 161,687 33,901 195,588
4. Other entities of central government 4. IR Fift(1)BER RS
not reported in item 1 above B R BT 2 E s 5,349 831 6,180
5. Other entities of local governments 5. ST Fit(2)ERRE
not reported in item 2 above 377 BUT 2 E s 3,881 8 3,889
6. PRC nationals residing outside 6. BERBBRIMOREA
Mainland China or entities RSREINT 2 E At
incorporated outside Mainland s - ERPE A E
China where the credit is granted RZEE
for use in Mainland China 4,500 763 5,263
7. Other counterparties where the 7. EfgRIER A IER
exposures are considered by the IREZRER
reporting institution to be non-bank
Mainland China exposures 36,871 2,187 39,058
Total ok 266,423 44,287 310,710
Total assets after provision HGRBERBEE 710,187
On-balance sheet exposures as BEBBERNZ RREE
percentage of total assets HEEER L 37.5%




UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERHTMBER (F)

Type of counterparties

. Central government, central

RSHF R

1. PRI - B REST

On-balance

sheet exposure
BERER
VAR B [\ f2

HKS Mn BB B ET
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2015
Off-balance
sheet exposure
BERER
PASME B2
HK$ Mn BB B ET

Total

agm
HK$ Mn BB B &L

government-owned entities and R HIEEEEA

their subsidiaries and joint ventures AREENE 26,087 3,934 30,021
2. Local governments, local 2. WHBAT - B A BT

government-owned entities and HEHEEERBA

their subsidiaries and joint ventures ARkAERE 16,568 1,762 18,330
3. PRC nationals residing in Mainland 3. BERBE A HEA

China or other entities incorporated R HMRE AR

in Mainland China and their L2 Bt s E

subsidiaries and joint ventures REIREEDRE 155,502 34,997 190,499
4. Other entities of central government 4. W &R Fift(1)BERRE

not reported in item 1 above HIFR RBT 2 B A e 3,746 1,570 5,316
5. Other entities of local governments 5. W& FitQ)ER RS

not reported in item 2 above RO 5 B 2 B A e 3,948 98 4,046
6. PRC nationals residing outside 6. BERBIRIMNPE L

Mainland China or entities RSmEINTT 2 Efth

incorporated outside Mainland Hrg - HRRE R E

China where the credit is granted RAZEE

for use in Mainland China 8,507 304 8,811
7. Other counterparties where the 7. EAgRE RN IR

exposures are considered by the TERZ AR

reporting institution to be non-bank

Mainland China exposures 39,950 1,616 41,566
Total k] 254,308 44,281 298,589
Total assets after provision IhEErREEE 737,558
On-balance sheet exposures as BEBBERAZRREE

percentage of total assets hEBEER L] 34.5%

The above figures are disclosed in accordance with the return relating to Mainland
activities the Bank submitted to the HKMA pursuant to section 63 of the Banking
Ordinance in respect of the reporting period, which are computed on the
consolidated basis as required by the HKMA for its regulatory purposes.

WA EZRFTIRBCIRITEIGBIDE 6315 - SR
SHRAEE RSN ETAMEBE R IRE
ZEE - HtEERBESERFERERE

FBRAR & EEMRS -
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xR

KERMANBER(E)

(5)LEVERAGE RATIO &L=

ERL R

Leverage ratio

2016 2015
% BAR % BAE
8.8 8.3

The disclosure on leverage ratio is effective since 31st March, 2015 and is
computed on the same consolidated basis as specified in a notice from the HKMA
in accordance with section 3C of the Capital Rules. The relevant disclosures
pursuant to section 45A of the Banking (Disclosure) Rules can be found on the
Bank’s website accessible through the “Regulatory Disclosure” link on the home
page of the Bank’s website at www.hkbea.com or at the following direct link:
www.hkbea.com/regulatory_disclosures.

BIRLE = 2 WEE R A2015F3 A31HiR &
W HFtE RSB RRB(ERRANE3C
{ERAEAT BV AN A FTHR TE VAR & B2 © IRIECER
1T RE) R RIDEAAGNEBAKREER -

A 2] B AN1T @8 uhwww.hkbea.com &+ B AI[ B5 &
?&EaJE’J B2 5 frwww. hkbea.com/html/tc/bea-
about-bea-regulatory-disclosures. html # & £ 5&
5,

(6) COUNTERCYCLICAL CAPITAL BUFFER RATIO ¥ FHIZFEE AL =R

HEREEHEARLE

Countercyclical capital buffer ratio

2016 2015
% BAR % BOE
0.243 -

(7)CAPITAL CONSERVATION BUFFER RATIO [hE4E

The relevant disclosures pursuant to section 45B of the Banking (Disclosure) Rules
for 2016 can be found on the Bank’s website accessible through the “Regulatory
Disclosure” link on the home page of the Bank’s website at www.hkbea.com or at
the following direct link: www.hkbea.com/regulatory_disclosures.

There was no information disclosed relating to the countercyclical capital buffer
ratio pursuant to section 45B of the Banking (Disclosure) Rules for 2015 because
the applicable JCCyB ratios for Hong Kong and for jurisdiction outside Hong Kong
are at 0% before 1st January, 2016 according to section 3P and section 3Q of the
Capital Rules.

BHEXRL

#

BIBCIRITE(RE) FA) E4BIHENE
BB FE 2016 4F () & A - AT BB AN 1T 48 Uk
www.hkbea.comE B A EEHE | fHEE
2k % www.hkbea.com/html/tc/bea-about-bea-
regulatory-disclosures.html|f) B &% o

RIBCEARRAINE3PK3QME * FARE20164F
1A1B 2Rl - BEKRIEBERNEERERENE
FRICCYBEL R 20% * #2015 KA B 5t
CIRITH () R A FASBIGIEH BRI E -

(8)HIGHER LOSS ABSORBENCY RATIO

Under section 3M of the Capital Rules, the capital conservation buffer ratio for
calculating the Bank'’s buffer level is 0.625% for 2016 and 0% for 2015.

NSNS FEE Pl a RS

RIBCEAAANDEIMIE - ABAFTE20165F &
2015%F 2 BB BIKF A EEEE AL =5 Bl
720.625% 0% °

The HKMA has designated the Bank as a domestic systematically important
authorised institution (“D-SIB”). Under section 3V of the Capital Rules, the higher
loss absorbency ratio applicable to the Bank is 0.25% for 2016 and 0% for 2015.

ERBERATEERERMARSEMR
AT o RIBCEARRADEIVIE - BRARAK
17220164 K 2015F M8 = IR BT RE )
L5 BIZ0.25% K% 0% °
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

REBERHEAYBES (F)

(9)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS @il « KEBHKRIKNEIEE

(a) Overdue and rescheduled advances

(a) BHIRREHBR

2016 2015
% of total % of total
advances to advances to
HKS$ Mn customers HK$ Mn customers
EEFBRMAE ERFRFTGE
AYEER WED BEEET SEpyd
Advances to customers overdue for BHRERFRR
— 6 months or less but over 3months  —3fE A LA EZ61E A 455 0.1 610 0.1
~ 1 year or less but over 6 months —6AANLEE1E 1,009 0.2 1,535 0.4
- Qver 1 year —1FHRE 2,725 0.6 1,934 0.4
4,189 0.9 4,079 0.9
Rescheduled advances to customers & EHEE F T 107 0.0 78 0.0
Total overdue and rescheduled
advances BERESERTEE 4,296 0.9 4,157 09
Secured overdue advances BIRHEHRR 2,907 0.6 3,597 0.8
Unsecured overdue advances R IFR R 1,282 0.3 482 0.1
Market value of security held against A #EFfE AT
secured overdue advances HHRmME 5,678 6804
Individual impairment allowance
made on loans overdue for BE3EAN EEZH
more than 3 months R EEE 1,510 799

Loans and advances with a specific repayment date are classified as overdue
when the principal or interest is overdue and remains unpaid at the year-end.
Loans repayable by regular instalments are treated as overdue when an instalment
payment is overdue and remains unpaid at year-end. Loans repayable on demand
are classified as overdue either when a demand for repayment has been served on

BRHEIHAZER  FEASHKFEEE
B IRFHEBNAREER - RS ERERE
B EHoMERZER  HEFREK
B - MANFEBINAER - ADIERRRE
2 - B B AR RBERAREER

[ 5 —= ym x4

the borrower but repayment has not been made in accordance with the demand FRM - BERARRETER - KEBEHRE

notice, and/or when the loans have remained continuously outside the approved
limit advised to the borrower for more than the overdue period in question.

B fE A B A HEERREE - MU B
BERARBDER - MFEaHEIE -
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KERMANBER(E)

(9)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (CONTINUED)

B - KEARKEEE @)

(a) Overdue and rescheduled advances (continued)

An asset considered as an eligible collateral should generally satisfy the following:

(@) The market value of the asset is readily determinable or can be reasonably

established and verified;

(b) The asset is marketable and there exists a readily available secondary market

for disposing of the asset;

(c) The Bank’s right to repossess the asset is legally enforceable and without

impediment; and

(d) The Bank is able to secure control over the asset if necessary.

The two main types of “Eligible Collateral” are as follows:

(i) “Eligible Financial Collateral” mainly comprises cash deposits and shares.

(i) “Eligible Physical Collateral” mainly comprises land and buildings, vehicles and

equipment.

When the Bank’s clients face financial difficulties and fail to settle their loans,

depending on different situations, the Bank usually takes the following actions to

recover the debt:

(@) Debt rescheduling/restructuring
(b) Enforcement of security

(c) Legal action

(d) Recovery via debt collector

(a) BHRREHBA(K)

ARESRERROEERNE TIMRMT

() ZEEMTEEAERRENHETE

U MR ER

() ZEERAMENRE —FhEANE

HZEELE

(0 ATREEENENZBERKERL

BERN R

d) AMTEBARER A HZEETEIEEE -

BRERMEED A TFIME :

() EHREREFREIEEFERASTERRE

B
= °

(i) AMEVERBEIZ B L MEE

W RE R -

BRRBRT @ &AITE P S B 2
ENEEER AT REAATHANE

WRAK

(@) EXRHHESERSERER ESER

(b) RUIEHR M

(0 FEVERTH

(d) BBKBEAFIEY

(b) Advances to banks (b) SRITEARK
2016 2015
HKS Mn 8% HET HKSMn BB EET
Advances to banks overdue for BHERIRITEARK
— 6 months or less but over 3 months —3{AAALE=6{EA - -
— 1 year or less but over 6 months —6EAAEZE1F - -
— Over 1 year —1FUE - -
Rescheduled advances to banks R BIRIRITRR - -

Total overdue and rescheduled advances

BRRESHERTARER
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(c) Other overdue and rescheduled assets
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(o HttABREEAEE

2016
Accrued Debt Other
interest securities assets*
FEStRIS BRES HingE*
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEHET
Other assets overdue for Hig g E
— 6 months or less but over 3 months ~ —31& A A - Z=61EA - - -
— 1 year or less but over 6 months —6ERAAEZE1F - - -
— Over 1 year — 1N E - - 1
- - 1
Rescheduled assets REHEE - - -
Total other overdue and rescheduled  Efb@mEi R EEHEE
assets HBE - - 1
2015
Accrued Debt Other
interest securities assets*
FESTH 2 BRES Hith &=
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET AT
Other assets overdue for Hibm g E
— 6 months or less but over 3 months ~ —3{& A A FE6/EA = = -
— 1 year or less but over 6 months —6E AR EZ1E - - -
— Over 1 year —1FAE - - 1
- - 1
Rescheduled assets REREE = = -
Total other overdue and rescheduled — Efi@ i R SHE7E
assets ] = = 1
*  Other assets refer to trade bills and receivables. * BEMEEFEESEEREKZE
(d) Repossessed assets (d) WEEE
2016 2015
HKS Mn BEEERT  HKSMn BEEHET
Repossessed land and buildings* 1) 43 K FE SR * 333 317
Repossessed vehicles and equipment W [el5 8 R 5% - -
Repossessed machines el es - -
Total repossessed assets We g ELRE 333 317

The amount represents the estimated market value of the repossessed assets as at

31st December.

*  The balance included HK$19 million (2015: HK$7 million) relating to properties that were
contracted for sale but not yet completed.

HELEBEENR12A31BKEEEN LT

18 -

* BRI IR BN, 9008 T EE K EE ]

KB B2 (20159 © 7008 7T) °
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(10)PRINCIPAL RISK MANAGEMENT AND CAPITAL ADEQUACY FERMEENEAZEE

Credit Risk = E &3
Market Risk 714525
Operational Risk &€&k

This section presents supplementary information on the Group’s capital adequacy ABOFMAAEEBHEATREREER

and management of principal risks. For details of principal risks, please refer to BREBNMTELR - FREERAR - F5HR

section 44 “Principal Risk Management” of the Notes to Account. DHMBIRRM LMD D EERBER ] o
(a) Assessment of capital charge (a) FHEEARZER

The Group adopts different approaches for assessing capital adequacy. The main REBRA TR ETEERTRE © AT

approach for calculating capital charge for Pillar I risks is as follows: R EE - ERRERERNEETX

Risk type BBEE Main approach for calculating capital charge st EERERNEE %

Foundation Internal Ratings-Based (“IRB”) Approach Zhit A 2R a4 A+ EA
Internal Models Approach AEBE &%
Standardised Approach {225t &%

Capital charge for credit risk FEERBREAREZR
The following table indicates the capital charge for credit risk on each exposure TRETN2016F12 A31 8 k201512 A
class as at 31st December, 2016 and 31st December, 2015: 31 B RERAEENNEERREREX

Exposure class

Exposures under IRB Approach

Bank

Corporate

Residential mortgage

Qualifying revolving retail

Other retail

Equity booked on banking book subject to
Simple Risk-weight Method under
Market-based Approach

Equity booked on banking book subject to
Internal Models Method under
Market-based Approach

Equity booked on banking book
subject to PD/LGD Approach

Other equity booked on banking book
Securitisation

Other exposures under IRB Approach
(Including cash and other items,
and credit valuation adjustment risk)

Capital charge
BERRAEREER EAER
As at As at
31st December, 2016  31st December, 2015
20165 12H31H 20155124318
HK$ Mn B HERT  HKSMn BEEET

NPT R EELT EOA T R i

RIT 4,699 7,116
1 24,822 20,643
(EEStieis] 1,301 1,434
BERERTE 691 639
HiZE 506 616
SRATHR T RO AR
— TS EE B THEE
REEER A E 965 1,045
SRATHR T O AR
— TS EE EE TR NS
B HERE 240 244
SRATHR T RO FCAEE
—LAPD/LGDFTE A5 E - -
HAIRITHR T ROAR#E 968 995
FEHER 3 1

MEB TR EE EE T E M
RRAE(BERSREMER -
RERAGEHERR) 1,453 1,947
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Exposure class

Exposures under Standardised Approach
Sovereign
Public sector entities
Multilateral development bank
Bank
Securities firms
Corporate
Regulatory retail
Residential mortgage
Other exposures that are not past due
Past due
Off balance sheet exposure
Counterparty exposure

Exposures to Central Counterparty

BB AR SR

SAETEA TR AR
E:

NEEfL

ZEBRRT

17

B

%

EETE
FERIS

R E At R A
a0
BEABRIERARE
R FRBRASE
Hrh R HEF T RS
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Capital charge

BRER

As at As at

31st December, 2016 31st December, 2015
R2016512A31H M2015612A31H
HKS Mn B¥EERT  HKS Mn B%EET
55 =

1 1

20 41

- 2

890 573

276 220

389 430

732 560

35 22

76 113

25 60

19 9

Capital charge for market risk

Total market risk capital charge under the advanced approach adopted by the

Group is divided into two parts: market risk capital charge for general market risk

and market risk capital charge for specific risk. The Group uses the internal models

approach to derive VaR by applying full 10-day price movement to calculate

market risk capital charge for general market risk, and the Standardised (market

risk) Approach to calculate market risk capital charge for specific risk.

The following table indicates the capital charge for market risk as at 31st

December, 2016 and 31st December, 2015:

miZREREARER

AEB A S A H RO TSARA
ABRBES AMEDS
SRR EAERRETAROTSARA
ABR - ARERBABRREE  FIF
RENI0REELDRERRE - it H—
BIBERNTHRARERER - AEEE
RRE(THRR) IR B T AROT

SREBERENR

TRETRK20165F12 431 H %2015 12 A

3R MSRBEAREK

Market risk capital charge

 —BEIBERY

mERRERER
As at As at
31st December, 2016 31st December, 2015
R2016512A31H 20154124318
HK$ Mn B¥EERT  HKSMn BEEET
Internal Models Approach MR E
- General Market Risk ——RmiZER 885 1,002
—VaR — Bk 287 383
— Stressed VaR —XEER 598 619
Standardised Approach R EE
— Specific Risk Debt Charge —ERRESER 166 221
— Specific Risk Equity Charge —FERBRHDEX 147 155
Total ft:] 1,198 1,378
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KERMANBER(E)

(10)PRINCIPAL RISK MANAGEMENT AND CAPITAL ADEQUACY (CONTINUED)

FTERBREENMEARTEE @)

(a)

Assessment of capital charge (continued)

Capital charge for market risk (continued)

According to the Capital Rules, the Group adopts back testing to assess the
predictive power of the VaR estimation. Back testing consists of a periodic
comparison of the daily VaR measures with the subsequent daily actual and
hypothetical trading outcomes. Back testing is a statistical technique developed to
gauge the quality and accuracy of risk measurement model. 0 exception was found
during 2016 (1 exception was found during 2015), under a 99% confidence level
and a 250-day observation period.

The Bank uses internal models approach for Vega risk capital charge calculation.

In addition, stress testing on market risk is performed for the Group as a
supplement to the daily VaR assessment. The Group applies sensitivity analysis
and scenario analysis, on individual portfolios and/or on the Group’s consolidated
positions, to assess the potential impact of extreme movements in market prices
on the Group's earnings.

Capital charge for operational risk
As at 31st December 2016, the capital charge for operational risk amounted to
HK$2,341 million (as at 31st December, 2015: HK$2,444 million).

(b) Net non-structural positions and net structural positions in foreign

currencies
Currency risk is one of the key types of market risk that must be managed.

The net non-structural position or net structural position in a particular foreign
currency is disclosed when the position in that currency constitutes 10% or more
of the total net position or total net structural position in all foreign currencies
respectively. The net option position is calculated in the basis of the delta-weighted
position of all foreign currency option contracts.

(a) FHEEARER ()

SRR E RNENK ()

RIRCE AR A + AR B E A B8 8IS ET S
R EGEFTOTEAERE - BB
EEHRKEERBEREEZNEGRERRE
BRSERETHL - BRI —ERNU
HEREREERA N E REERE LR
Mg © 7£99% B E {5 7K F K250 B BRI R By 15
ST+ 20165F RO FIIMER (2015F 33
TRBIGMER) ©

ATERANBER AT E R MERE
AER -

LA - A5 (B I A 7 455 e i JBR 08 A A e
FRRARENTE - AEEHERES R
IAKREESFEETHEEDTRIERD
#r o ARHE TS ERH AR R E A EE R
AT REELNTE

EIERKBEAREK

M20165F12A31H + & ERBREARNER A
2341187 (FA2015412 A31 8 : B #
24.44187T) ©

(b) SNEFEEBUBAFENEEBMLEA

R
EXEBRAET - EFREERNTERLE o

AR RIS &) FE AR B R A I IS
BFREMBAINEF SRR REXK
BEBIEFR R AEEM10%3 A L - BATIA
®E - A FEDREMAINESNESD
2RSSR AR E -
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2016
Other foreign
usb RMB SGD currencies Total
EYH ARH 33K 7T HAtjphg i
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BREEL #B¥BEx BYEEx B¥BEEx  BYEER
Spot assets HEBE 186,600 273,715 20,885 58,258 539,458
Spot liabilities HERE (172,440) (253,575) (24,727) (48,147) (498,889)
Forward purchases EHEA 184,475 130,912 4,880 9,091 329,358
Forward sales RHEN (191,621) (161,274) (1,628) (19,070) (373,593)
Net options position HERFE (9,366) 9,233 - (24) (157)
Net long/(short) non-structural FEBUER /(B )&
position R (2,352) (989) (590) 108 (3,823)
2015 Restated &
Other foreign
usb RMB SGD currencies Total
T ARE AN TT H oM R
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
wEREL A%esEr A¥asgr A%esEr  A¥EErx
Spot assets HEBE 167,551 301,093 22,505 55,742 546,891
Spot liabilities HERE (162,388) (291,341) (25,293) (50,728) (529,750)
Forward purchases EHEA 149,048 117,610 4,429 12,809 283,896
Forward sales RPEL (157,288) (128,386) (2,221) (17,344) (305,239)
Net options position R T8 92 (70) = (13) 9
Net long/(short) non-structural ~ FEAEBIER /(58 ) &
position FE (2,985) (1,094) (580) 466 (4,193)
2016
Other foreign
usbD RMB MYR currencies Total
E Y ARH 3 HAthjphg ot o)
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEEEL BY¥BEEx BYEER B¥EEx  BYEER
Net structural position EEERATE 2,173 12,834 2,033 903 17,943
2015
Other foreign
usD RMB MYR currencies Total
e ARE 5K H AN 1w
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEREL A%esEr Afesgrx A%esEr  A¥eErx
Net structural position HREEFEFE 2,168 12,287 2,123 925 17,503
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(10)PRINCIPAL RISK MANAGEMENT AND CAPITAL ADEQUACY (CONTINUED)

FTERBREENMEARTEE @)

(b) Net non-structural positions and net structural positions in foreign
currencies (continued)
The current year's figures are prepared after elimination of inter-branch foreign
exchange transactions within a subsidiary, BEA China, for the purpose of
conforming to the prevailing reporting requirements.

The above figures are disclosed in accordance with the return relating to foreign
currency positions the Bank submitted to the HKMA pursuant to section 63 of the
Banking Ordinance in respect of the annual reporting period, which are computed
on consolidated basis as required by the HKMA for its regulatory purposes.

(c) Daily profit/loss for all trading activities
The average daily profit for all trading activities (including foreign exchange,
interest rate and equity trading activities) in 2016 was HK$1.16 million (average
daily profit of HK$1.89 million in 2015). The standard deviation of the daily profit/
loss for the period was HK$7.29 million (standard deviation of HK$10.43 million
for 2015). The frequency distribution of daily profit/loss is shown below:

Number of days

130
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100
90 85
80 78
70
60
50
40
30
20

10
o 00 00

119
114

1515

02 00 32

(b) SMEFEBUSRFRANEBULEA
R ()
AEEHNBFREXECHTARRETE
BEDTZHMINER ZEEARKE - UG E
BITHMEER -

DA EBF TR IRCGIRIT R IR 6315 - FE4F
EREHRALERERFMIEINEB RN
AR EEERE  EERRESER
RRIEREREMA] ERAR S ERFTRE

(o) FIERSEBNE HRF BB
M20165F * FIER ZES(BIEEE « X
RN ZEE)) B E B %5 AE K116
Br(2015F M E A T 5 A EE1898
7)o B EEF BRI EE BEET298
JL(2015%F B##1,04387T) - LT AEH
wFEBRER S HIER

DAILY DISTRIBUTION OF TRADING ACTIVITIES RELATED PROFIT/LOSS — Year 2016 vs Year 2015
B R 5EEHERNER EES A 2B — 2016552201545

Daily Profit/Loss (HK$ Million) & R#EAEE (B¥EET) = > p— (fﬁ)
ear
Year 2015 (%)
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(d) Capital management

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group
to maintain a prescribed ratio of total capital to total risk-weighted assets. The
Group calculates requirements for market risk in its trading portfolios based upon
the Group’s VaR models and calculates risk-weighted assets for credit risk based
upon IRB approach. Banking operations are categorised as either trading book
or banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.

In addition to meeting the regulatory requirements, the Group's primary objectives
when managing capital are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by the Asset and Liability Management Committee and is reviewed regularly by the
Risk Management Committee, RIC and the Board.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratio and there have been no material changes in the
Group's policy on the management of capital during the year.

The capital adequacy ratios as at 31st December, 2016 and 31st December, 2015
are computed on the consolidated basis of the Bank and certain of its subsidiaries
as specified by the HKMA for its regulatory purposes, and are in accordance with
the Capital Rules of the Banking Ordinance which became effective on 1st January,
2007.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the year ended 31st
December, 2016 and 31st December, 2015 and the Group is well above the
minimum required ratio set by the HKMA.

REBERHEAYBES (F)

(d) EXER
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KERMANBER(E)

(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH

REB AR E RS E AT ENEE AR

(a)

(b)

This section presents information on the Group’s risk management for credit
exposures under IRB approach.

Foundation IRB approach is adopted to calculate the capital charge for credit risk
where internal rating systems are applied against different types of counterparties
in the risk management process.

Structure of internal ratings systems

The internal ratings system serves as the foundation for the Bank's risk
management and capital adequacy assessment. In general, the system adopts a
20-tier rating structure.

For corporate, bank and retail exposures, internal measure of credit risks are based
on an assessment of the borrower and transaction characteristics of each exposure.
Therefore the Bank has a two-dimensional rating structure, one dimension being
the borrower grade, and the other being facility grade.

The borrower grade reflects risk of borrower default. The borrower’s Probability
of Default over a one-year horizon is linked up to the 20-tier structure, with the
last 3 tiers down the structure being default grades. The facility grade incorporates
transaction specific factors e.g. collateral, guarantee, etc. These factors are directly
linked up to the transaction’s Expected Loss, which is in turn transformed into a
20-tier structure.

On the other hand, the Bank utilises the Supervisory Slotting Criteria Approach
in rating Specialised Lending exposures. Under this approach, a single-dimension
rating considering both the borrower and transaction characteristics will be assigned
to the credit exposure, with the same 20-tier risk structure.

For corporate and bank exposures, borrower grades generated from the internal
rating systems are benchmarked to external credit ratings.

Use of internal ratings

The Bank has used information generated from internal rating systems in
various areas including but not limited to credit approval, credit monitoring,
loan classification, pricing, formulating business strategies and capital adequacy
assessment.

EERES T BB e T
B E AR TR RR IR AR -

RE BN N ERT REES BRI E
FERBNEARER  TRABREEEFT
AT R RS REANTRBZNR ZHF
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(c) Control mechanisms for rating systems

In order to ensure that the rating systems are robust, the Bank has a control
mechanism and relevant policies in place to validate the accuracy and consistency
of the systems, which are used for the estimation of all relevant risk components
for risk management and capital adequacy calculation.

The validation process covers 2 major aspects: review of internal rating models
(i.e. quantitative assessment) and review of internal control and compliance (i.e.
qualitative assessment). For the purpose of independence and accountability,
staff members who are responsible for carrying out the validation process should
be independent of those staff members who are responsible for designing
and developing the rating systems. The Credit Committee oversees the whole
validation process and reviews/approves the validation results and deliverables of
the validation team on an annual basis.

(d) Internal rating process

The Bank'’s internal rating process begins with the business units. These units apply
different models for rating different types of credit exposures. During the process
of rating assignment, overriding of the rating generated by the models is possible
if it is considered that material information has not been taken into account by the
models. The justification for overrides should be properly documented.

The rated credits, whether or not overriding of the rating is necessary, are then
reviewed and approved by an individual party other than the one responsible for
the assignment of the rating. This ensures accuracy and precision of the ratings,
and that ratings are prudent and comply with the credit policies of the Bank. Based
on the policies of the Bank, ratings of credit exposures will be reviewed at least
annually.

(e) Types of exposures

— Corporate exposure includes exposures to corporate SMEs, other corporate
and specialised lending.

— Bank exposure includes exposures to banks, securities firms and public sector
entities.

— Retail exposure includes residential mortgages, qualifying revolving retail
exposures and other retail exposures.
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

RERRTAREESF E AT ENEERR @

()

Factors, methods and data for estimation and validation of internal
ratings

Probability of Default (PD)

For corporate exposures, PD is estimated based on both financial and business
factors of each borrower. Financial factors are financial ratios related to the
profitability, liquidity and capital structure of the borrower, whereas business
factors include management quality, industry risk, company standing, etc. The two
assessments are combined based on a scorecard methodology to produce the PD
which is estimated through the Bank’s internal data.

For retail exposures, borrowers are segmented into pools. In each pool, borrowers
are with homogenous nature and transaction characteristics and are assigned the
same estimated PD.

For bank exposures, the estimation of PD takes into account the financial and
qualitative factors of each borrower. Financial factors are financial information
related to the profitability, liquidity, asset quality and capital structure of the
borrower, whereas qualitative factors include operating environment and other
internal factors such as funding source and historical performance.

Loss-Given-Default (LGD)
For corporate and bank exposures, the Bank applies the supervisory LGD estimate
provided by the HKMA.

For retail exposures, the LGD estimate is based on historical realised loss and total
historical default amount within a defined period.

Exposure-at-Default (EAD)

EAD is calculated as sum of on-balance sheet amount and credit equivalent
amount of off-balance sheet items. Credit equivalent amount is the exposure
amount of off-balance sheet items multiplied by the respective credit conversion
factors according to the Capital Rules. For certain revolving retail exposures, the
credit conversion factor is estimated with reference to the historical realised further
drawdown rate prior to defaults.

The exposure amount disclosed in the following of this report relating to IRB
exposure refers to EAD.
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Assumptions Employed in Estimation of Internal Ratings

The assumptions behind the estimation of PD are: (1) risk factors selected for
estimation are valid and significant; (2) the weight assigned to each risk factor is
reasonable and appropriate for the estimation in the context of the Bank’s credit
portfolio; (3) the estimation model/methodology is valid and appropriate for the
Bank’s credit portfolio and risk environment; (4) for retail exposures, default rate
from year to year does not exhibit significant fluctuations so that historical default
rate could be applied as the basis of PD estimation.

For retail exposures, the assumptions behind the estimation of LGD are: (1) the
loss and recovery pattern of the credit portfolio from year to year does not exhibit
significant fluctuations so that historical realised LGD could be applied as LGD
estimate; (2) realised LGD differs significantly across the credit portfolios.

For certain revolving retail exposures, the assumption behind the estimation of
EAD is that the historical further drawdown rate from year to year does not differ
significantly so that historical data could be applied as the basis of EAD estimation
for the revolving retail exposures.

Methods of Validation

In order to ensure that the above assumptions for estimation are valid and the
Bank’s internal rating system is reliable and suitable for the Bank'’s credit portfolio,
regular validation is indispensable.

The validation of the rating models is divided into (1) review of rating systems
(quantitative assessment); (2) review of use of ratings (qualitative assessment).

The review of rating systems is carried out through a series of statistical tests. The
purpose of the review is to assess the predictive power and robustness of model
and identify the presence of risk underestimation.

The review of use of ratings focuses on the process of rating assignment, review
and approval.

(g) Policies for establishing provisions

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the asset’s original effective interest rate. Receivables with
a short duration are not discounted if the effect of discounting is immaterial.

The total allowance for impairment losses consists of two components: individual
impairment allowances, and collective impairment allowances.

The Group first assesses whether objective evidence of impairment exists
individually for financial assets that are individually significant, and individually or
collectively for financial assets that are not individually significant. If the Group
determines that no objective evidence of impairment exists for an individually
assessed financial asset, whether significant or not, it includes the asset in a group
of financial assets with similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for impairment and for
which an impairment loss is or continues to be recognised are not included in a
collective assessment of impairment.
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB"”) APPROACH (CONTINUED)

RERRTAREESF E AT ENEERR @

(9

Policies for establishing provisions (continued)

The individual impairment allowance is based upon management’s best estimate of
the present value of the cash flows which are expected to be received discounted
at the original effective interest rate. In estimating these cash flows, management
makes judgements about the borrower’s financial situation and the net realisable
value of any underlying collateral or guarantees in favour of the Group. Each
impaired asset is assessed on its merits.

In assessing the need for collective loan loss allowances, management considers
factors such as credit quality, portfolio size, concentrations, and economic factors.
In order to estimate the required allowance, the Group makes assumptions both
to define the way the Group models inherent losses and to determine the required
input parameters, based on historical experience and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on how
well the Group can estimate future cash flows for individually assessed impairment
allowances and the model assumptions and parameters used in determining
collective impairment allowances. While this necessarily involves judgment,
the Group believes that the impairment allowances on loans and advances to
customers are reasonable and supportable.

All loans and receivables are reviewed and analysed periodically. Any subsequent
changes to the amounts and timing of the expected future cash flows compared
to the prior estimates that can be linked objectively to an event occurring after
the write-down, will result in a change in the impairment allowances on loans and
receivables and will be charged or credited to the income statement. A reversal
of impairment losses is limited to the loans and receivables’ carrying amount that
would have been determined had no impairment loss been recognised in prior
years.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.

The Bank takes into consideration the provision made in its capital maintenance
decisions as in accordance with Section 220 of the Capital Rules. The Bank
compares the total expected loss (“EL”) amount and the total eligible provisions,
and if total EL amount exceeds total eligible provisions, the Bank deducts the
difference from the Common Equity Tier 1 capital. On the other hand, if total EL
amount is less than the eligible provisions, the Bank includes the difference in its
Tier 2 capital up to a maximum of 0.6% of the Bank’s risk weighted amount for
credit risk calculated using IRB Approach.
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(h) Exposures subject to supervisory estimates (h) ZRRNEE MM RBERE
The following table indicates the exposure classes and the respective exposure TRETK2016512A31H %2015 12 A
amounts that are subject to supervisory estimates as at 31st December, 2016 and 31 BN EE I fhat 8y R R A B IE B R AR
31st December, 2015: JRE ) E PR AR ENAR

Exposure amount

RBRAESE
2016 2015
Exposure class RS AEER HKS Mn B EExT  HKSMn BEHET
Bank R1T 103,316 148,082
Corporate 1% 433,781 414,199
Equity booked on banking book subject to RITAR T E9ARHE
Simple Risk-weight Method under — AR E S B A TR
Market-based Approach HEEREE S A TE 2,844 3,080
(i) Non-securitisation exposure amount by IRB calculation approach (i) ABPREREETEEMNIEES(LER
Ealirortig S E:C
The following tables indicate the non-securitisation exposure amount under each TRBETNK2016512A31H %2015 12 A
IRB calculation approach as at 31st December, 2016 and 31st December, 2015: 31 B & RPTREEFTE L THEEHF(LIE
Bl R AR B -
2016
Exposure amount
BRAEYE
Supervisory
Foundation slotting Market- Specific
IRB criteria Retail IRB based risk-weight
approach approach approach approach approach Others
ER 3 ZERE
AREE EEHEER TAREE TEE%E HERREER
Exposure class EREREER FHEE FHEE sHEE s sHE* Hit
HKS$ Mn HK$ Mn HK$ Mn HK$ Mn HKS$ Mn HKS$ Mn
BEEET #B¥EERT BY¥EEx #E¥EEx B¥EExT BY¥EER
Bank RAT 103,316 - - - - -
Corporate = 415,392 18,389 - - - -
Residential mortgage EERE - - 77,535 - - -
Qualifying revolving retail EERBREE - - 33,779 - - -
Other retail HEthEE - - 10,053 - - -
Equity [t - - - 3,628 - 4,567
Other Hith - - - - 22,075 -

Total B 518,708 18,389 121,367 3,628 22,075 4,567
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
AR R EET E LT ENEE R @)

(i) Non-securitisation exposure amount by IRB calculation approach (i) RZBFFRELEE AN IEHFHLER

(continued) B pRAIEERE ()
2015
Exposure amount
R EREE
Supervisory
Foundation slotting Market- Specific
IRB criteria Retail IRB based risk-weight
approach approach approach approach approach Others
AR ZERR
REE EEHREL AT RERE HEE HERRES
Exposure class EN sl HEE HEE SEE HE% SHE% Hith
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
REEELT A¥BEsEr B¥asEr B¥Rsn B%AET AREER
Bank $R1T 148,082 = = = = =
Corporate bE 392,796 21,403 - - - -
Residential mortgage EEi&iE - - 77,743 - - -
Qualifying revolving retail BERERTE - - 28,236 - - -
Other retail HinZE - - 11,770 = = =
Equity AR = = = 3,878 = 4,696
Other Hit = = = = 24,770 -

Total B 540,878 21,403 117,749 3,878 24,770 4,696
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(j) Risk assessment for IRB exposure classes

The following tables indicate the exposure amount, exposure weighted average
risk weight and exposure weighted average PD under bank exposure and corporate
exposure across borrower grade, the exposure amount and exposure weighted
average risk weight under specialised lending across supervisory rating grade
and the exposure amount under retail exposures across facility grade as at 31st
December, 2016 and 31st December, 2015:

REBERHEAYBES (F)

() B RT AR L 2E | B AR 4 HE I Y [ B B
&
TRETRMK20169F12A31H K%2015F12 A
31 B Z RERAERITERAE R ERR
AETH RBRAEEGE - ARAEINETY
FEpRiEE R EREEMETHEFHAE
BEETREREEMEEE T 8RR
BRERERAEMNETORRES - RS
RREGEIET S B AE T H R RAEEE

For bank exposure BMIRTRREEN S
2016
Exposure weighted
Borrower grade Exposure amount average risk weight Exposure weighted average PD
BERAER BB FEEHE ERAEMET O RRER BERAREMETIIETSIRE
HKS$ Mn B¥EET

1 - - -
2 348 18.44% 0.04%
3 24,556 31.82% 0.07%
4 16,395 37.35% 0.11%
5 10,116 58.53% 0.16%
6 8,101 49.44% 0.21%
7 13,827 68.40% 0.24%
8 21,641 79.97% 0.34%
9 3,913 82.01% 0.50%
10 2,677 100.49% 0.80%
" 1,221 111.18% 1.43%
12 125 116.30% 2.29%
13 396 162.80% 2.74%
14 - - -
15 - - -
16 - - -
17 - - -
18 - - -
19 - - -

N
o
I
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
AR R EET E LT ENEE R @)

(j) Risk assessment for IRB exposure classes (continued) () PR R AR B 2E | b AR 4 28 I Y L B B
fis (48
For bank exposure HERTTRBRASET =
2015
Exposure weighted
Borrower grade Exposure amount average risk weight Exposure weighted average PD
fARAER [ B R 2R [ B AR AN R i [EBRA S INFE T B AR
HK$ Mn BB EET

1 — — —
2 76 18.28% 0.04%
3 15,508 34.43% 0.07%
4 32,853 42.65% 0.11%
5 22,378 53.51% 0.16%
6 22,090 63.62% 0.21%
7 13,253 65.19% 0.25%
8 30,359 78.63% 0.35%
9 6,844 83.27% 0.53%
10 3,303 101.45% 0.84%
1 1,006 129.07% 1.45%
12 140 122.92% 2.06%
13 1 133.09% 2.76%
14 194 180.13% 4.11%
15 - - -
16 77 225.42% 8.39%
17 - - -
18 - - -
19 - - -

N
o
|
|
|




UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

For corporate exposure

2016
Borrower grade Exposure amount
BRAZH ARERE
HKS Mn B¥BET
1 -
2 14,945
3 417
4 5,000
5 27,872
6 27,489
7 16,813
8 38,753
9 46,012
10 78,371
11 59,034
12 29,752
13 11,365
14 18,164
15 12,698
16 8,828
17 14,166
18 1,244
19 3,866
20 603
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KA

BERHEAMBERN(E)

TEERBRAENS

Exposure weighted
average risk weight
EEBEENET I RREE

21.20%
33.44%
32.77%
36.58%
41.68%
53.91%
46.02%
67.59%
73.64%
79.34%
85.36%
108.81%
91.82%
82.41%
84.56%
141.24%
232.20%
304.54%
12.98%

Exposure weighted average PD
ERAENET IR ERRE

0.05%
0.07%
0.10%
0.14%
0.20%
0.25%
0.31%
0.50%
0.80%
1.32%
2.05%
2.64%
3.84%
6.12%
9.31%
36.72%
100.00%
100.00%
100.00%
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
AR R EET E LT ENEE R @)

(j) Risk assessment for IRB exposure classes (continued) () PEBETAR B 25 E B R 92 48 Bl 1Y [ B 5
fis (48
For corporate exposure HMEERBREEN S
2015
Exposure weighted
Borrower grade Exposure amount average risk weight Exposure weighted average PD
fARAER R B R 2R [ B AN R i = [EBRAFEINFE T B AR
HK$ Mn BB EET

1 232 21.13% 0.03%
2 11,103 17.91% 0.04%
3 17,034 19.41% 0.08%
4 28,900 32.73% 0.12%
5 12,806 39.78% 0.16%
6 31,371 43.70% 0.20%
7 33,101 38.56% 0.24%
8 64,691 49.43% 0.35%
9 48,797 63.29% 0.53%
10 34,348 64.52% 0.86%
1" 34,363 73.69% 1.34%
12 15,941 77.10% 1.78%
13 16,083 70.03% 2.54%
14 12,116 98.73% 4.10%
15 7,360 84.50% 6.02%
16 8,230 130.88% 9.38%
17 12,631 166.04% 43.19%
18 944 317.73% 100.00%
19 2,146 286.04% 100.00%
20 599 379.24% 100.00%
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
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For specialised lending HREFIMEEMS
2016 2015
Exposure weighted Exposure weighted
Exposure amount  average risk weight Exposure amount average risk weight
BRAENE RRAGEIE
Supervisory rating grade ERTEE BERRESE FHRREE EfRERE THREEEE
HKS Mn BB EET HKS Mn BB E ST
Strong B 17,064 74.20% 19,901 74.20%
Good R 1,149 95.40% 1,281 95.40%
Satisfactory A 18 121.90% - -
Weak R 86 265.00% 167 265.00%
Default jea 7 - 48 -
For residential mortgages AR S
Facility grade Exposure amount
RESR ERARRE
2016 2015
HK$ Mn B¥BET HK$ Mn ¥ EET
1 2,122 1,303
2 648 781
3 11,386 10,922
4 49,582 49,710
5 7,919 6,268
6 2,014 3,335
7 797 716
8 179 145
9 36 23
10 1,181 1,446
1" 744 683
12 211 255
13 86 145
14 12 73
15 581 1,609
16 - 12
17 33 234
18 4 80
19 - 3

N
o
|
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
AR R EET E LT ENEE R @)

(j) Risk assessment for IRB exposure classes (continued) () OB R AR B 2 3 Pe R ¥ 28 Bl A L s R
1 (%)
For qualifying revolving retail exposures HAEBRAERTERMAET =
Facility grade Exposure amount
RMBER ERAEEE
2016 2015

HKS Mn B¥EET  HKS Mn BEEET
1 _ _
) _ _
3 _ _
4 - _
5 8,207 6,045
6 215 225
7 18,686 15,589
8 1,561 1,587
9 1,547 1,285
10 1,005 561
1" 382 507
12 1,357 1,545
13 26 28
14 467 482
15 309 362
16 7 8
17 - -
18 10 12
19 - -

N
o
I
|
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For other retail exposures

Facility grade
MBER

O 00 N O Ul A W N —

= =l s s l= = = = | =
O W 00 N O Ul M W N = O

REBERHEAYBES (F)

REMTERBAEN S

Exposure amount

ERAEHE
2016 2015
HKS Mn B¥EET  HKS Mn B AET
39 272
65 55
144 940
442 500
16 7
123 396
4,110 3,413
162 74
3,189 4,028
676 489
335 339
268 570
328 333
33 31
55 220
23 52
30 33
10 11
5 7

(k) Comparison of rating estimates against actual outcome

Comparison is made on the 1-year rating estimates for the Group’s performing
credit portfolios at 31st December, 2015 against the actual outcome for the same
portfolios during the financial period ended 31st December, 2016.

Comparison of actual loss and estimated loss

The following tables indicate the actual loss during the financial year ended 31st
December, 2016 and 31st December, 2015 which are compared against the
estimated loss at 31st December, 2015 and 31st December, 2014 of the respective
portfolio. Actual loss refers to impairment loss allowance and charge-off charged
to the Group's income statement during the financial year ended 31st December,
2016 and 31st December, 2015. The difference between the actual loss for the
financial year ended 31st December, 2016 and 31st December, 2015 is immaterial
when compared with the Group's loan portfolio in the respective period.

(k) FFARAGETERERERLE

LARR20155 12 A31 B AL EEITHEEHAA
K — ARG EEE2016F12 A31 8 LM
BRI AABRIAE & M B R A R IELLE -

ERBRBRATHER L
TRENEZ2016512A318 K%2015412
A318 k2 B ERERRIELR « 17 HAEE
A EEE2015912 A31 8 KX2014F12
A31BHHETEALER - EREXREEZE
2016412 A31H &2015F12 A31H 1L Z 8
BUF 2 YR BB R Rt AR S EIBR &R
AR - #E2016%F12 A31H k2015412
A318IEZ MBFEEHERIEXR - BERA
SEHNERESERBBENEE  WIE
BEARNDH
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(11)CREDIT RISK UNDER INTERNAL RATINGS-BASED (“IRB") APPROACH (CONTINUED)
AR R R ET E LT ENEE R @)

(k) Comparison of rating estimates against actual outcome (continued)

(k) PR A BRRMAE LB (D)

2016
Actual loss for Estimated
the year ended 1-year loss at
31st December, 2016  31st December, 2015
BZ20165F12831H1E  M2015F12H318A
ZHREENERER fEEF—FB/ K
Exposure class EREREER HK$ Mn B EHET  HKS Mn ¥ EER
Bank Re7 - 161
Corporate ¥ 1,156 2,957
Residential mortgage (Bste i 53 227
Quialifying revolving retail LERBRTE 65 215
Other retail HthZE 69 127
Total k] 1,343 3,687
2015
Actual loss for Estimated
the year ended 1-year loss at
31st December, 2015 31st December, 2014
BZE2015F12A31H1E  M2014F12A318R
ZHBEEREREBR e —FB%
Exposure class R AESELER] HK$ Mn B¥EEEIT  HKS Mn B EET
Bank Re7 - 253
Corporate % 911 1,392
Residential mortgage FEiziE 45 103
Quialifying revolving retail BERBRTE 33 263
Other retail HihTE 50 106
Total B 1,039 2,117

HEREGEBEEANEMMEERS @ &
F2016F 12 A31A L2 M REENERE
KABEOMBIT (20154 : BHEOEIT) - M
EHZ2015612 A31 AN G EKABE
1.031/87T(20144F : B¥1.4287T) °

For specialised lending which is not included in the above tables, the actual loss
during the financial year ended 31st December, 2016 was HK$0 million (2015:
HK$0 million) while the estimated loss at 31st December, 2015 was HK$103
million (2014: HK$142 million).
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Comparison of actual default rate against estimated probability of default BEREEREAMAETEIARRLEK
The following tables indicate the actual percentage of default during the financial TRATEZE2016F12A31H K2015% 12
year ended 31st December, 2016 and 31st December, 2015, which is compared A31BILZ M RFEENEREZRERX - WA
against the estimated 1-year probability of default (PD) at 31st December, 2015 EREA D B 2015412 A31H KX 20144F
and 31st December, 2014 of the respective portfolio. 12A31 BRIt —FE R SRELE -
2016
Actual percentage Estimated
of default for the 1-year probability
year ended of default at

31st December, 2016  31st December, 2015
HZ2016F12A31H1E  R2015%12A318 R

ZHBEERN fhEti—%

Exposure class ERBAEER BRESE EFRRE

Bank RIT 0.00% 0.29%

Corporate =S 2.62% 3.56%

Residential mortgage EERE 0.26% 1.47%

Qualifying revolving retail ABRRBREE 0.41% 0.58%

Other retail HEthTE 2.00% 4.10%
2015

Actual percentage Estimated

of default for the 1-year probability

year ended of default at

31st December, 2015 31st December, 2014

EZE2015F12A3181E  M20145612A31AR

ZHBEER fhETE—4F

Exposure class e il EREEX ERRAK

Bank ReT 0.00% 0.70%

Corporate 1 2.40% 1.37%

Residential mortgage FELB 0.30% 0.71%

Qualifying revolving retail AERBRTE 0.30% 0.71%

Other retail HiTE 2.29% 2.93%
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AEBERBARYBER (E)

(12) CREDIT RISK UNDER STANDARDISED APPROACH f&X¥:1E

EETHEERR

This section presents information on the Group’s risk management for credit
exposure in which the Bank adopted Standardised Approach for capital adequacy
assessment.

(a) Ratings from external credit assessment institutions (ECAI)
Credit ratings from Moody’s Investors Service and Standard & Poor’s Ratings
Services are used for all classes of credit exposures under Standardised Approach.
The Bank follows the process prescribed in Part 4 of the Capital Rules to map the
ratings to the exposures booked in the Bank’s banking book.

(b) Risk assessment for exposure classes under Standardised Approach
The following tables indicate the exposure amount and risk weighted amount for

each class of exposure with and without ECAI ratings as at 31st December, 2016
and 31st December, 2015:

A2 AEEERERREFEAFEE
AREENEERRAENRREEER -

(a) INBBIEEFHEHBRIFTR
BB A E RIS RATE L B T RRTS 0015
TRAREES AT HEBEERRE
1 o AMTIRBCAARRADBAHRENEST -
IR AT IR TR RS MO R AR

(b) BEESHE AT B R A 4 28 Bl 19 [ B 5
&
TRBERNK2016512 4318 %2015 12 A
31 BERS REINGME BT EEERT R ZiE
B AR KR R TS Y o B R I R I R\ Bk e
B -

2016
Exposure amount after Risk-weighted amount after
credit risk mitigation credit risk mitigation
ERREEERBEREN ERAREEERBEREN
BRAESE B MR
Exposure

amount Rated Unrated Rated Unrated
Exposure type BREEER BRAESE BIR &R b 535 EIT R
HKS$ Mn HK$ Mn HK$ Mn HKS Mn HK$ Mn
B¥EET BEEERT BY¥EET BEEER BEEET
Sovereign £ 81,520 81,545 - 691 -
Public sector entities NEWE 616 669 - " -
Multilateral development bank ZBEREIRT 233 233 - - -
Bank R1T 914 151 763 30 217
Securities firm BEHRNA - - - - -
Corporate % 15,366 6,216 6,688 4,440 6,688
Regulatory retail EETE 4,598 - 4,5% - 3,447
Residential mortgage FERH 10,418 - 10,181 - 4,865
Other exposures that are not past due  REHIEE A E R AE 17,726 - 9,156 - 9,156
Past due i 410 - 410 - 433
Off balance sheet exposure EEEBRINERALE 2,109 75 1,003 15 930
Counterparty exposure RSHFRBALE 2,269 74 394 36 274
Total fat 136,179 88,963 33,191 5,223 26,010
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ERHTMBEEN(E)

2015

Exposure amount a
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fter

credit risk mitigation

Risk-weighted amount after
credit risk mitigation

FRREEERRERESN  ERREEERREREDN

[ AR [ pnE B ER

Exposure

amount Rated Unrated Rated Unrated
Exposure type [ AR B [ B A B TR BT TR B
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEaEr AB¥asr A%eExr A¥esEnr  B¥EER
Sovereign £ 81,832 81,832 - - -
Public sector entities NEHRE 454 490 - 7 -
Multilateral development bank ZBBRIRT - - - - -
Bank BT 1,471 793 678 250 264
Securities firm EEa NG 164 148 2 30 1
Corporate g 10,971 1,086 6,440 722 6,440
Regulatory retail EETE 3,671 = 3,671 = 2,753
Residential mortgage FERB 11,897 - 11,638 = 5,373
Other exposures that are not past due ~ REHIRE b Az 14,313 - 6,998 - 6,998
Past due bkt 238 - 238 - 281
Off balance sheet exposure LEBBRINERAE 1,820 202 1,492 13 1,401
Counterparty exposure REHFRBAE 1,782 286 610 142 609
Total k] 128,613 84,837 31,767 1,164 24,120
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KERMANBER(E)

(13) CREDIT RISK MITIGATION RIKEE R IEHE

(a)

Process of managing and recognising credit risk mitigation

The Bank has established policies on managing and recognising credit risk
mitigation, which is approved by Credit Committee, for all types of credit exposure
under both IRB approach and standardised approach including counterparty
credit risk-related exposure which arises from securities financing transactions
and derivative contracts booked in the banking book or trading book. The Bank
applies prudent assessments of eligibility and quality of collaterals. A list of credit
risk mitigations which is deemed appropriate by the Bank is in place. The Bank also
applies safe custodian of collaterals, regular re-valuation and close monitoring.
Marketable securities are marked-to-market on a daily basis whilst valuations on
properties are reviewed periodically.

For regulatory capital calculation, only recognised collaterals, guarantees and
credit derivative contracts as laid down under the Capital Rules are considered as
recognised credit risk mitigations and the Bank adheres to the criteria as stipulated
in the Capital Rules when assessing the eligibility.

Recognised collaterals include both financial and physical collaterals. Financial
collaterals include cash deposit, gold, shares and debt securities and mutual fund/
undertakings for collective investments in transferable securities, whilst physical
collaterals include commercial real estate, residential real estate, vehicles and
equipments. The exposure amount after mitigation is determined by applying
the standard supervisory haircut laid down in the Capital Rules as an adjustment
discount to the current collateral value.

Recognised guarantees are guarantees that are provided by sovereigns, public
sector entities, multilateral development banks, banks, securities firms or
corporates that have ECAI issuer ratings or to which the Bank has an exposure that is
assessed under the Bank’s rating system and assigned to a borrower grade with an
estimate of PD, and have been allocated a lower risk weight than that allocated to
the exposures in respect of which the guarantees have been given.

On-balance and off-balance sheet recognised netting is not adopted by the Bank.
As for recognised guarantees and recognised credit derivative contracts, only
recognised guarantees provided by banks, recognised guarantees provided by
corporates or sovereigns in respect of exposures that are debt securities and those
provided by the Hong Kong Mortgage Corporation Limited in respect of reverse
mortgage exposures are applied as credit risk mitigation for capital adequacy
calculation at the end of the reporting period.

(a) BEERIATEREKEERBEENESF

AITEHIE B IE R RBERESEERBRIE
HBE  MERTEEEZESHE - AR
REB PR EEA EERBREAEETRER
EREALE  SEERARITERR SR
FBHAERGRITETEANEI BN ZE
FIERRBRAABERREE - ATEE
ERMELRAEREEERNSE - A7E
BE - FZIATRASENREEERRE
i o ATMEZEREER R - EHEEHGE
BEREHEENER - FEESFEHIRT
BFtE - MENGEEIEHES -

RAEEEEAMS - RBCERKRRDETT
MRAERD  EREREETETAAHNT
AR RRAMBIEEERBRIER - ATER
HREEERRERES S ERE - G5
CERIRADRERAER -

RAEAREREBREYERG - £RE
ARBEASER B2  BROREBIES
REBES SRRENAEMEFOE
% MEDERGRERBRLE  TEit
E - EHKERE o BUEREBRRE R AER
BIACERNRADET THIREE ENRER
HE TR REENFHEIRMEE

RAERDEMEERER QLB - 28
BRIRTT - |17 - BEHRKERINBER
AHE BB R EAFRRATHES R AE
(M AEERBEATTHFN R R SRES G
WHERBLERA S RANGE TR ERAEME)
M RATREMNER - M SERUAREF
LR ERREREERENRERESE -

ATUBRWEERBERAREEAGBRI
RADFREE TR - ERNRBAERRAAR
ETETARH  RTREE B REHHR
TR - AR ERERRERHESR
BAEMRH B BB RBESER AT
R ERBE SRR R AT ERIERSRIES
ERRIEH - Rt EEARRE °



(b) Non-counterparty credit risk-related exposures covered by
recognised collaterals or recognised guarantees under IRB
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

Approach

REBERHEAYBES (F)

(b) ABBFFREEFEEZT AR KA M
FRARREENHFRZEFRERE
BV R PR AR R B AR

Exposure amount covered
net of specific provisions

HBRBEEES THEN

Exposure class REREEER ERENRRRIERE
2016 2015
HK$ Mn B EHEERT  HKSMn BEEET
Bank RIT 3,110 2,735
Corporate % 221,177 192,623
Retail TE 82,307 82,401
Total ptl 306,594 277,759

(c) Total exposures covered by recognised collaterals or recognised  (c) BEFTE AT U AE F AR AE

guarantees under Standardised Approach

RORE R AR B

Exposure amount covered

Exposure class REEREEER ERENRERRESE
2016 2015
HK$ Mn B EERT  HKSMn BBEET
Securities firm BHAA - 14
Corporate ¥ 2,462 3,445
Regulatory retail EETE 2 -
Residential mortgage FELIE 237 259
Other exposures which are not past due AR 280 B RO L At B A 8,570 7,315
Past due B HR 361 151
Counterparty RSHEF 1,801 886
Off balance sheet BEABERINER 1,106 190
Total B 14,539 12,260
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(14) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE Eixk 5 ¥t F (= &R i8R0 E faAiE

The Bank has adopted the Current Exposure Method for regulatory capital
calculation of its counterparty credit risk arising from securities financing
transactions and derivative contracts booked in the banking book and trading
book. Internally, the Bank has in place a set of policies and a comprehensive
framework to effectively manage such counterparty credit risk. Under this
management framework, distinct credit limits for counterparty credit exposure
for individual counterparties are determined based on the credit standing of the
counterparties, collateral value, contract nature, etc.

The Bank has set out in its internal policies a process for identification of wrong-
way risk for individual counterparties. Regular stress-testing is conducted to
assess the potential impact of wrong-way risk on the Bank’s capital adequacy and
profitability.

According to the Credit Support Annexes of the International Swaps and
Derivatives Association Master Agreements between the Bank and its major
counterparties, and the Bank’s credit rating position and outstanding liabilities
arising from counterparty credit risk-related transactions as at 31st December,
2016, the Bank would not have to provide any additional collateral if there were a
downgrade in the Bank'’s credit ratings from Moody's Investors Service or Standard
& Poor’s Ratings Services by one notch.

At 31st December, 2016, no recognised credit derivative contract is applied as
credit risk mitigation and no valid bilateral netting agreement as defined in HKMA
Guideline No. 4.4 is taken into account in the calculation of regulatory capital.

AATHRBRITRB AR T AT E A f RTT
RERZETNESBREXHRITETASR
WS BN SEFEERBMHEEER
AITEHR] — BRI AR R EEN TR
B UERMERKERSHFEERR
EEEERET  TRAXZHFONRZEF
EEERESREERRZHFNERMRK
- ERRER  FOEESRREE -

AT EFE NP B SR B E B (E B A2 5 8 F
FREBROER - ATEHETEDRR - K
AHEEE M EREAITNE ST E R A ME
NEERE -

BIBARTHREEEZR S U FHE N KIS
R S e 2 ERMAGRR - kAT
720165512 A31 H &5 AR &R R B R
SEFEERBIBAR S M5B REE

& - AT T EERRJEB @R E & RS
AT HEE R AT ARTS B 5 B T RERE — R W
BN TR ZEFREREINGIEIRR o

20165 12A31H - istEEEEAME -
RTWEAERRAMEETETAGHIER
IR EERRER - TNRERMNREE B
S|E4 AR 2 BN EEFEEE S -
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The following tables indicate the information of counterparty credit risk-related

exposures as at 31st December, 2016 and 31st December, 2015:

(a) Counterparty credit risk-related exposures under IRB Approach

2016

REBERHEAYBES (F)

NRERMR2016%F 12318 K%2015F12 A
31 AER 5 F = BRI RRAERN
ER

(@) AMAREEFEEZTERZHFRE
B[ B AR B Y R PR

Securities financing

Derivative contracts transactions
fTETIRAR BERMERS
HK$ Mn B EHEx  HKS Mn B¥EER
Gross total positive fair value BATEEER 4,488 =
Default risk exposures amount EE R AESE
— Bank —iR1T 7,232 4,074
— Corporate — 1% 1,224 -
8,456 4,074
Recognised collateral held R R
- Cash —Be 855 1,593
— Others —Hfh 1 1,575
856 3,168
Default risk exposure amount net of MR ERRENFEER
recognised collateral BB AdESEE
- Bank — /1T 7,037 906
- Corporate — ¥ 563 -
7,600 906
Risk-weighted amount [ B
- Bank —iRfT 4,294 177
- Corporate — ¥ 755 -

5,049 177
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AEERHRUBEN (HF)

(14) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
S22 5 ¥ F 1= B L e A B Y L PR 7 4B )

(a) Counterparty credit risk-related exposures under IRB Approach (a) AMBIFREEAEEZTEHRSHFE
(continued) B[R A8 R Y R B A (48)
2015

Securities financing

Derivative contracts transactions
FTETAAR BHRERS
HK$ Mn BB EET HK$ Mn BB EE T
Gross total positive fair value BATBEER 3,564 =
Default risk exposures amount BERRARSE
- Bank —R1T 5,448 2,156
- Corporate —1% 2,539 -
7,987 2,156
Recognised collateral held RAE AR
- Cash -He 308 -
- Others —Hitb 5 832
313 832
Default risk exposure amount net of HERIERRENFER
recognised collateral Bl S e
- Bank —R1T 5,448 1,324
— Corporate — 2,226 =
7,674 1,324
Risk-weighted amount BB 2R
—Bank —R1T 3,531 414
- Corporate — % 2,311 -

5,842 414
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AEBERHTMBER (F)

(b) Counterparty credit risk-related exposures under Standardised (b) BEFHEELATERRSHFEEREE

Approach

2016

B B R PR i

Securities financing

Derivative contracts transactions
TETEAR BERMERS
HKS Mn B¥EExX HKSMn B¥EER
Gross total positive fair value BRTBEES 464 -
Default risk exposures amount ERRRAERE
- Bank ) 223 893
— Corporate —{pE 428 -
— Retail —TE 725 -
1,376 893
Recognised collateral held RA R
- Cash -B& 841 -
- Others —Hfth 161 799
1,002 799
Default risk exposure amount net of HERUERRERFESR
recognised collateral JEl S ot
- Bank —R1T 162 94
— Corporate —{b¥ 80 -
— Retail —ZE 132 -
374 94
Risk-weighted amount [ B EE
— Bank — 847 79 19
— Corporate —b% 80 -
— Retail —TE 132 -
291 19
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AEERHRUBEN (HF)

(14) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
S22 5 ¥ F 1= B L e A B Y L PR 7 4B )

(b) Counterparty credit risk-related exposures under Standardised (b) BEFHEEATHER ZYF=EEKEE

Approach (continued) B RS ARIE (48)
2015
Securities financing
Derivative contracts transactions
FTETAAR BHRERS
HK$ Mn B8 EET ~ HKS Mn B EET
Gross total positive fair value BATBEER 681 =
Default risk exposures amount BERRARSE
- Bank —R1T 289 =
- Corporate 1% 566 -
— Retail - 927 -
1,782 =
Recognised collateral held RAE AR
- Cash —H& 737 -
- Others —Hfth 149 -
886 =
Default risk exposure amount net of HERIERRENFER
recognised collateral Bl e
- Bank —R7T 289 -
— Corporate —% 180 -
— Retail —ZE 427 -
896 =
Risk-weighted amount BB i
- Bank — BT 144 =
- Corporate — % 180 -
— Retail —ZE 427 -

751 =
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)
AEBERHTMBER (F)

(c) Counterparty credit risk-related exposures to Central Counterparties (c) A RXGHFHINERZUHFEE

JeBL e A A R B A A
2016
Securities financing
Derivative contracts transactions
fTEIRER BEMERS
HKS Mn B8 EET HKSMnB¥EETR
Gross total positive fair value BRTBEES 3,986 -
Default risk exposures amount EE RS AEREE 6,557 -
Recognised collateral held RA AR
- Cash —B4 - _
— Others —Hth - -
Default risk exposure amount net of HBERERRGRFESR
recognised collateral R AIESEE 6,557 -
Risk-weighted amount [ SRR 131 -
2015
Securities financing
Derivative contracts transactions
PTETAER BEHMERS
HK$ Mn BB EET  HKS Mn BEEET
Gross total positive fair value BRTBEER 1,857 =
Default risk exposures amount BB R RRAERE 3,464 -
Recognised collateral held ARAHE R
- Cash -He = =
— Others —Hit - _
Default risk exposure amount net of HERIERRERFESR
recognised collateral R AEE 3,464 -

Risk-weighted amount 2B A SRR 69 =
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AEERHRUBEN (HF)

(14) COUNTERPARTY CREDIT RISK-RELATED EXPOSURE (CONTINUED)
S22 5 ¥ F 1= B L e A B Y L PR 7 4B )

(d) Credit derivative contracts which create exposures to counterparty (d) E5IHXZHFEERBHNEENTE

credit risk TAEEX

The following table indicates the notional amount of credit derivative contracts TRETMN2016F12 4318 k2015612 A

which create exposures to counterparty credit risk as at 31st December, 2016 and 318 - RTAEREERNES NI BRI H

31st December, 2015: FRERBRNEETETAAKRNEREGE -
2016 2015

HKS Mn B8 EET  HKSMn BEEET

For credit portfolio RIEEERE
Credit default swap =REERES
Protection bought BARE - _
Protection sold EHIRE - 39
Total return swap 483k ER
Protection bought BARE - _
Protection sold & HIRE - _
For intermediation activities RERNES
Credit default swap ERESES
Protection bought BARE - _
Protection sold & HIRE - _
Total return swap FEEeE
Protection bought BARE - _

Protection sold EHRE - _
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(15) ASSET SECURITISATION BEZ %A1t

REBERHEAYBES (F)

At the end of the reporting period, the Bank only acted as an investor in all
securitisation exposures. Ratings from Moody’s Investors Service and Standard &
Poor’s are adopted in assessing securitisation exposures. Since the securitisation
exposures held by the Bank are all rated by recognised ECAI designated by
the Capital Rules, the Ratings-based Method under the Internal Ratings-Based
(Securitisation) Approach is used to calculate the risk-weighted amount for the
exposures. The Bank closely monitors the risk arising from these exposures.

All securitisation exposures held by the Bank are rated with investment grades and
backed by non-granular pools. The following table indicates the total principal
amount and the respective capital requirement of all securitisation exposure as at
31st December 2016 and 31st December 2015:

Risk Weight Principal amount
EREE rEBH
2016

RTRAHE BEMA &AL BB R R AR E
ERIREE - ATENGEESCBGIRERA
R RN A E R MR EE BT
HRATHENESMER RRAEDRE
AIRANETE B R A MRS BT AR T AR
B AR R EE (BRI St EIA T HIFT
AR B AE T3 0K DA T B R B R A ) [ Bk D
B ATEBRESA WRBAEMELNR

i
R

o

RITATIR A B EF LR R R R ARG EFR
B R RS RRIAIES T LB A SHF R
B o TRERN2016F12 A31H KR2015F
12A31 BB AH L RBIRBRAEN A S48
FNAREREAREN

Capital requirement
BAXRER
2015 2016 2015

HKSMn #BEET HKSMnB%EERT HKSMn BMEET HKIMn BREERT

25% 50 52 1 1
35% 63 - 2 -
Total 458 13 52 3 1

There was no securitisation exposure subject to deduction from Common Equity
Tier 1 capital base as at 31st December 2016 and 31st December 2015.

R2016412 A31H %2015 12A31H » K
TR A /B AR L BRE —RERIRD
B SRR R PR A o
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(16) EQUITY EXPOSURES BOOKED IN BANKING BOOK $R1TEE T B9 BR FE [R\ P A B

Before 1st January, 2013, the Bank deducted those equity holdings taken for
relationship and strategic reasons from the core & supplementary capital and
included those equity holdings taken for other reasons in the risk-weighted assets
for capital adequacy ratio purpose.

Starting from 1st January, 2013, under the Basel lll requirements, the Bank regards
those equity holdings taken for relationship and strategic reasons as deductible
items from the Tier 1 & Tier 2 capital subject to the applicable thresholds and
includes those equity holdings not deducted from the capital base and those taken
for other reasons in the risk-weighted assets for capital adequacy ratio purpose.

The Bank applies the same accounting techniques and valuation methodologies
as detailed in the Bank’s notes on the financial statements for all available-for-sale
financial assets, including equity exposures booked in banking book. There are no
significant changes during the annual reporting period.

REHEMERSEREN
ZRES Wk

Cumulative realised gains arising from sales and
liquidations of equity exposure

Total unrealised losses deducted from the Bank's reserves
but not through the income statement

ARERE BN

RE HEN IR SA R
ZIRBEH W

Cumulative realised gains arising from sales and
liquidations of equity exposure

Total unrealised losses deducted from the Bank's reserves
but not through the income statement

RERBRN S

HRBEAERMAARKERARDN

R EARERM AR IR AR

7201351 A1 BART - AITHEFE BER KRB
M2 R T A RO AR A A% 0 R P N AR 940
R Bt B E At 38 B i #5 A AR B FE TE R
MRINEEEN - AREREEARTTRLLE -

7201351 A1 B AR - REEERE ARG
ENZIRTE » 175 E B (R S SR B M2 | 1 55
A B IRAEAR /5 AT HURIR B I 4R5E A B0 P AR
ER—RRZBEARNR - WAGRRER
ELT IR, O AR B % R L 32 e i #5480 AR
HEFBERRINEEENAN - UREFEER
FERLLE o

ATRBHATELECREE - BERT
BT IR AR 9B HFIRA
172 BB WM P ABR 2 R RIS R34
FH - AMEE S EERFEREHALEE
e -

For the year ended
31st December, 2016
BZ20165F
12831HLLEE

HKS Mn B EHE T

63

(24)

For the year ended
31st December, 2015
HZE2015F
2ANBIEFE
HK$ Mn BB B ET

219

277)



2011 Scheme
[20115T&l]

2016 Scheme

[20165E]]

2016 AGM

[2016 BRAFEE |
2017 AGM

[2017 RRBAFEE

AGM
[RREFEE]
Article of Association

[AABEIZAA ]

AUM
[EEEE]

Bank Group or BEA Group or Group
[ | 3 [R&E |

Bank or BEA
[7817] 3k [SRZR4R1T ]

Banking Ordinance

CIRTTEIGDI)

BEA China
[RHE]

BEA Foundation
[RGRTEZES ]

BEA Hong Kong

[RGBHEE]

BEA Macau or Macau Branch
[#PIH1T)

BEA Taiwan or Taiwan Branch

2857

BEA Union Investment

[RIEERE |
Blue Cross
[E+F]

BM
[EEggH]

Board
[Exg]

RERITEMRAT | 2016 £, | 365

GLOSSAR

2 B

APl 3=

Staff Share Option Scheme approved and adopted by the shareholders of the Bank on 19th April, 2011
2011454 A 19 BARRHE RIRAE) (B S 2R E

Staff Share Option Scheme approved by the shareholders of the Bank on 8th April, 2016 and apdopted
on 19th April, 2016
20165 4 A 8 AR AIE RN 2016 F 4 A 19 B E S RkaTE

an AGM of the Bank was held in the Grand Ballroom, Four Seasons Hotel, 8 Finance Street, Hong Kong
on Friday, 8th April, 2016 at 11:30 a.m.
AT 201644 A8 HEHE EF 11 B30 o EERTRE R 8 SR FEE NMeZRTNRRAF TS

an AGM of the Bank to be held in the Grand Ballroom, Four Seasons Hotel, 8 Finance Street, Hong Kong
on Friday, 5th May, 2017 at 11:30 a.m. or any adjournment thereof

AITHER 201765 A5 AR 8R4 11 K30 9 BB IR S BT 8 SR U A5 N8 = BITH R A F
B AEEMES

the Audit Committee of the Bank
TTHEREZES

Audit Committee Meeting

BEZZBESR

an Annual General Meeting of the Bank

TR REFTEE

the articles of association of the Bank (as amended, modified or otherwise supplemented from time to time)
TITHABBEIZAA - BDRHERT ~ B AR AR

Assets under management

EIREE

The Bank and its subsidiaries

RGRITRENB AR

The Bank of East Asia, Limited, a limited liability company incorporated in Hong Kong
RERITERRDAF - REBTMKZHBER AT

the Banking Ordinance (Chapter 155 of the Laws of Hong Kong)

CIRITEARR) (BAEERIE 155%)

The Bank of East Asia (China) Limited, a wholly-owned subsidiary of the Bank

RIIRIT (RE) BRAF - RTHEEHRB AT

The Bank of East Asia Charitable Foundation Limited, a wholly-owned subsidiary of the Bank
RGBRITEEELBRAR  ATN2ENBRF

The Bank's operations in Hong Kong

RITEBEBET

the Bank’s branch operations in Macau

RITHRPID 1T

the Bank’s branch operations in Taiwan

AITH L BAIT

BEA Union Investment Management Limited, a non-wholly-owned subsidiary of the Bank
REHERKREETERRAR - NMTHEEEWBAR

Blue Cross (Asia-Pacific) Insurance Limited, a wholly-owned subsidiary of the Bank
E+F (EX) RBRBRAGR - AMTHEEWME AR

Board Meeting

Exgga

Board of Directors of the Bank

AIMESE



366 | The Bank of East Asia, Limited | Annual Report 2016

GLOSSARY (CONTINUED)

AR (&)

BVI
[HERZES ]

Capital Rules
[KEARRAD]

CDP
[CDP]

CG Code
KB BFAD]

CG-1

[CG-1]

CG-5
[CG-5]

Charity Fund
[RamEE ]

CHF
[Fm %8R |

China, Mainland, Mainland China, or PRC
[FREY] sk [ ]

Circular
[ 378 b |

CNY or RMB
[ARE]

The Community Chest
[Ais ]

Companies Ordinance

KONV

Credit Gain
[EEH]

CSR
[ERABRT]

Director(s)

[E%]

DIS
[TRRR IR A 5ERE
EAS

[R5

ED

[H1TES]

ERM
[EXEBERE]

EUR
[BRZE |

FX
[SNEE |

British Virgin Islands
RBRELES

Banking (Capital) Rules issued by the HKMA
SERBRME (RITHE (BXRHRA))

Carbon Disclosure Project
Carbon Disclosure Project

Corporate Governance Code and Corporate Governance Report, Appendix 14 of the Listing Rules

CEMRAD Kigk 14 APFEE (R EEIATRD R(BEERESE)

Supervisory Policy Manual CG-1 on Corporate Governance of Locally Incorporated Authorized Institutions,
issued by the HKMA
SERBRM 2 EEBRFMCG-1 AR (M MR AIEEBHNEEER)

Supervisory Policy Manual CG-5 on Guideline on a Sound Remuneration System, issued by the HKMA

SE RPN EEBERTFM CG-5 A (FREr S EZ 5] )
Shanghai Soong Ching Ling Foundation — BEA Charity Fund
PERERESE — RERTARES

Swiss franc

mTAEEE

People’s Republic of China

REE A RHEFE

the circular to the Shareholders dated 29th March, 2017
HHEIA2017 4 3 A 29 BB R IE K

Chinese yuan or Renminbi, the lawful currency of the PRC

REEEE

The Community Chest of Hong Kong

BAREE

the Companies Ordinance (Chapter 622 of the Laws of Hong Kong)
CREERD (FREDIE 622 %)

Credit Gain Finance Company Limited, a wholly-owned subsidiary of the Bank
REUBERAR - AMTNZEHBR R

Corporate social responsibility

EEHEEE

includes any person who occupies the position of a director, by whatever name called, of the Bank or
otherwise as the context may require
BEEAERANTEFBRUMOAL (TREBEIE) - SkAXESEMENAL

Default Investment Strategy
TRRRIR & SRS

East Asia Securities Company Limited
RapEHARAT

Executive Director of the Bank
FITHITES

Enterprise risk management
EERER

Euro

BZEREEEE

Foreign Exchange
SNE



GBP
[28% |

GDP
[ A3t A EARE

HK$ or HKD
[ 7% ]

HKAEE
[BEBRRE M2

HKAS
[EBEFEA]

HKCSS
[ 4L |

HKEx
[BERHF]

HKFRS
[BEBMBHELER |

HKGOC
[EBhrEHEIERE ]

HKICPA
[BEBEEIAE ]

HKMA
[2ER]

HKRC
(BB +Fe]

Hong Kong or HK
[&%]

INED(s)
(B IFRITES]

ISC
[FEEREGE

JPY
[BE]

Listing Rules

[CEMARAD]

Management

[EEE]

MPF
[&fEe ]

MYR
[ 5% ]

NCM
[RRZEeeH]
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GLOSSARY (CONTINUED)
AR (&)

Pound sterling, the lawful currency of the UK
HEETEE

Gross domestic product

AN A EARE

Hong Kong dollar, the lawful currency of Hong Kong
BREEEH

Hong Kong Awards for Environmental Excellence
BRBIRE BT E

Hong Kong Accounting Standards

BB g R

Hong Kong Council of Social Service
BT E RGBS

Hong Kong Exchanges and Clearing Limited
BER G MEERAERRAA

Hong Kong Financial Reporting Standards
BRI IRE R

Hong Kong Green Organisation Certification
BRGRERIBERE

Hong Kong Institute of Certified Public Accountants
BRI

Hong Kong Monetary Authority
EEERMEER

Hong Kong Red Cross

BBt TE

Hong Kong Special Administrative Region of PRC
R AR EBRRITTRE

Independent Non-executive Director(s) of the Bank
RITHELIEITES

Internet Society of China

B B B A e

Japanese yen, the lawful currency of Japan
BHAEE G

the Rules Governing the Listing of Securities on the Stock Exchange (as amended, modified or otherwise
supplemented from time to time)
B2 P (E S EMARA) - EEHERT  BEEAR A AT

the Chief Executive, Deputy Chief Executives and Division Heads of the Bank
RITOTTHRAES, - BITTRAERREREE

Mandatory Provident Fund

REIEATES

Malaysian Ringgit, the lawful currency of Malaysia

SRAERETE

the Nomination Committee of the Bank

RINREZE®

Nomination Committee Meetings
RELZEREH
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GLOSSARY (CONTINUED)

AR (&)

NED
[IEsiTE=

NGO(s)
[ FEBATHAE |

PHAB
[ ]

RIC
ERZEe]

RICM
(RRZEeeH%]
The Salvation Army
Rttt = |

Senior Management
[REEEAS
SFO
KEeeaI & gCSINA

SGD
[ % 03t |

SinoPac Securities
[KEEFFH ]

SIS
[EMEERtE]
SMBC
[=HERRT]
SMEs

[e/ge ]

SSCLF

[ DERBRESS |
Stock Exchange

[ Bt 22 P
Supplier Code

[ ERTT AR

Tricor or Tricor Holdings

[FfE] 2 [P ERE

TWD
[He]
UK
[
us
[<E ]

US$ or USD
E

Non-executive Director of the Bank

RITHIEITES

Non-governmental organisation(s)
FERU e

Physically handicapped and able-bodied
BREESE AT

the Remuneration Committee of the Bank
RTHNFHEE S

Remuneration Committee Meetings
FHEEEE R

the Risk Committee of the Bank
KRIMEREZE S

Risk Committee Meeting
FEREEeg®

B = A%
The Salvation Army Hong Kong and Macau Command
HEFEBRER

the Deputy Chief Executives of the Bank
RITEVRITTBAE 2L

the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong)

(EHRHEED) (BEEIE5715)

Singapore dollar, the lawful currency of Singapore

NBOEE B

SinoPac Securities Corporation

KEEEFEFRNHERA

St. James' Settlement

ERERREE

Sumitomo Mitsui Banking Corporation
=HERRIT

Small and medium-sized enterprises
FR/NBUf 3

Shanghai Soong Ching Ling Foundation
ERERESE

The Stock Exchange of Hong Kong Limited
ERBER AR AR

the Bank’s Supplier Code of Conduct
TR PERITT A SPA

Tricor Holdings Limited, a non-wholly-owned subsidiary of the Bank
BESEEFERAR - AMTNIEEEMB AT
Taiwan dollar, the lawful currency of Taiwan
BIEEEEE

United Kingdom

HE

United States of America

%%IJE: =] ATA

United States dollar, the lawful currency of the US

XBEEEER



SHAREHOLDER INFORMATION BRERER

FINANCIAL CALENDAR g Y=k
2016 full year results announced 17th February, 2017 D206 FERFEE 201782 B 17H
2016 Second Interim Dividend declared 17th February, 2017 EMIREE 2016 FEE R EHRE 20172 A17H
Ex-all date for 2016 Second 2nd March, 2017 2016 FEE IR 20173 H2H
Interim Dividend AR SR A A
Closure of register of members 6th March, 2017 iR, e T A 20173 H6H
- 2016 Second Interim Dividend and 7th March, 2017 -2016 FEE NP HRRE %201743A7H
Record date for 2016 Second 7th March, 2017 2016 FEE R 2017%F3 A7H
Interim Dividend AR S0 8% A AR
Despatch of Scrip Dividend Scheme 7th March, 2017 AR BT A 201743 A7H
Listing Document and Form of Election X RERRE
Despatch of dividend warrants and (on or about) B 20165FE (KIR)
share certificates for 2016 Second 30th March, 2017 FEIREANL S 201793 A30H
Interim Dividend MAE
Closure of register of members From 27th April, 2017 CEpRRP e TE 2017448278
-2017 AGM to 5th May, 2017 -2017RRAFEE £2017%585H

(Both days inclusive) (BEEEMX)

2017 AGM 5th May, 2017 017 RRAFEE 2017 5A5H
2017 interim results to be announced August, 2017* PH2017 FEFHEIZESE 201748 A *
* Subject to change *a[ FEH

SHARE LISTING M Ap L

The Stock Exchange of Hong Kong Limited BERBERZHFERAR]

SHARE REGISTRAR R BTLE

Tricor Standard Limited BEREFRAR]

Telephone: (852) 2980 1768 T 5E: (852) 2980 1768

Facsimile: (852) 2861 1465 BH: (852) 2861 1465

ADR DEPOSITARY BANK XEEERSFEERT

BNY Mellon BNY Mellon

Telephone: 1-888-BNY-ADRS B 55 1-888-BNY-ADRS

E-mail: shrrelations@cpushareownerservices.com B H : shrrelations@cpushareownerservices.com

REGISTERED OFFICE =Tk

10 Des Voeux Road Central, Hong Kong BBEEET 105

Telephone: (852) 3608 3608 T 55 (852) 3608 3608

Facsimile: (852) 3608 6000 {8H: (852) 3608 6000

Website: www.hkbea.com 48t - www.hkbea.com

E-mail: info@hkbea.com B : info@hkbea.com

This Annual Report (both English and Chinese versions) is now available in printed form and on the website of the Bank at www.hkbea.com and HKEx's
website at www. hkexnews. hk.

Notwithstanding any choice of means for the receipt of Corporate Communications (i.e. either receiving a printed copy or by electronic means through
the Bank's website) previously made by Shareholders and communicated to the Bank, Shareholders may at any time change their choice, free of charge,
by giving reasonable notice in writing to the Bank’s Share Registrar, Tricor Standard Limited, at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong
Kong or by fax to (852) 2861 1465 or by email to BEA0023-ecom@hk.tricorglobal.com specifying your request together with your full name and contact
telephone number.

R (XX R XHRA) Bt EIFIZN R B ATTAIN, (A4 2 www.hkbea.com) RZE B35 R ix B P AR A AT (#94F 4 www.hkexnews.hk) H948_E
BEFHRA -

R IR 2 BT S BB A BIAALE 77 2 (BPYER E R 2L i iR A7 TAE UL BT B B -FHRAN) R (L (a3 10 5 7 BB FE A AN AT T + IRR FIBERF (A1 A7 TR 17 &
R EIEREGR A A] - Wil REEEEAKER 183 H 002218 - SLUEE (51573 (852) 2861 1465) L E#H (BEA0023-ecom@hk.tricorglobal.com)
FHEBEEFM - U BRIIEE - BADE « ZBMELH BTEXEREZEF 285 RBEEE -



& BEARTRT

Head Office #1T 10 Des Voeux Road Central

Hong Kong
HRBEWETI05

Telephone ZEFE (852) 3608 3608
Facsimile {#E (852) 3608 6000
Website ik www.hkbea.com
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