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REPORT OF THE DIRECTORS

The directors of Tai Sang Bank Limited (the 'Bank') submit their report together with the audited consolidated financial staternents for the
year ended 31 December 2016,

PRINCIPAL ACTIVITIES

The principal activities of the Bank are commercial banking and related financial services and property investment and management. The
principal activities of the Bank’s subsidiaries are shown in note 14 to the consolidated financial statements.

RESULTS AND APPROPRIATIONS
The results of the Bank and its subsidiaries (collectively the 'Group’) for the year ended 31 December 2016 are set out in the consolidated

statement of comprehensive income on page 7,

The directors do not recommend the payment of a dividend.

DONATIONS
Charttable and other donations made by the Group during the year amounted to HK$101,000 (2015: HK$1,000).

SHARE ISSUED IN THE YEAR

For the year ended 31 December 2016, the Bank has not issued any new shares. Details of the share capital are set out in note 20 to the
consolidated financial statements.

EQUITY-LINKED AGREEMENTS
For the year ended 31 December 2016, the Bank has not entered into any equity-tinked agreement.

DIRECTORS

(a) Directors of the Bank

The directors of the Bank during the year and up to the date of this report are ;

Mr William Ma Ching Wai (Chairman) Mr Ma Ching Tsun Mr Ma Ching Yuk, $BS, IP

Mr Alfred Ma Ching Kuen Mr Patrick Ma Ching Hang, BBS, JP Mr Philip Ma Ching Yeung

Mr Ma Ching Nam, OStJ, JP Mr Ma Ching Lam Ms Katy Ma Ching Man (Altemate director

to Mr. Alfred Ma Ching Kuen)

Ms Amy Ma Ching Sau (Alternate director Mr Ma Ching Cheng (Altemate director Mr Cheung Wing Yui, BBS *
to Mr. Philip Ma Ching Yeung) to Mr. Ma Ching Nam)
Mr Martin Lai Kwai Pui* Mr Henry Wong Shin Kwan* Mr Thomas Yiu Kei Chung*

*Independent non-executive director

In accordance with Article 98 of the Bank's Articles of Association, all ordinary directors retire in alternate years. All ordinary directors
shall retire in the forthcoming annual general meeting but, being eligible, offer themselves for re-election.

(b) Directors of the Bank's subsidiaries

During the year and up to the date of this report, Mr. Ma Ching Yuk, Mr. Alfred Ma Ching Kuen, Mr. Patrick Ma Ching Hang, Mr. Philip
Ma Ching Yeung and Mr, Ma Ching Tsun are also directors in subsidiaries of the Bank. There are no other directors of the subsidiaries of
the Bank,

DIRECTORS' MATERIAL INTERESTS IN TRANSACTIONS, ARRANGEMENTS AND CONTRACTS THAT ARE
SIGNIFICANT IN RELATION TO THE GROUP'S BUSINESS

Except for the loans disclosed in note 23 to the consolidated financial statements, no other transactions, arrangements and contracts of
significance in relation to the Group’s business to which the Bank’s subsidiaries was a party and in which a director of the Bank had a
material interest, whether directly or indirectly, subsisted at the end of the year or at any time during the year.

DIRECTORS' INTERESTS IN THE SHARES AND DEBENTURES OF THE BANK OR ANY SPECIFIED UNDERTAKING
OF THE BANK
At no time during the year was the Bank, its subsidiaries or its other associated corporations a party to any arrangement to enable the

directors and chief executives of the Bank (including their spouse and children under 18 years of age) to hold any interests or short
positions in the shares or underlying shares in, or debentures of, the Bank or its specified undertakings or other associated corporation.

MANAGEMENT CONTRACTS
No contracts concerning the management and administration of the whole or any substantial part of the business of the Bank were entered
into or existed during the year.




REPORT OF THE DIRECTORS (CONTINUED)

BUSINESS REVIEW

{a) Review of Business

The Group's profit before tax and property revaluation gains and profits on disposal of available-for-sale investments increased by 75.49%,
from HK51.78 million in 2015 to HK$3.13 million in 2016. During the year, there were increases in safe deposit box rentals {up 19.96%)
and property rental income (up 3.04%). In addtion, the Group noted an increase in net interest income (up 16.07%) due to the gradually
increased interest rates and the ability to place longer tenor interbank funds,

With total customer deposits increased by 4.24%, total assets grew 2.81% to reach HK$1.71 billion in 2016 (2015: HK$1.66 billion). The
level of loans and advances and other acccounts of HK$168 million was maintained while the amounts placed interbank increased by
12.37%.

During the year, all relevant laws and regulations were complied with. The Group's conservative management was reflected in its
maintaining a Total Capital Ratio exceeding 88% and Liquidity Maintenance Ratio exceeding 77% as at year end 2016, which were
substantially above the statutery minimum 12% and 25% respectively.

With total headcount of stightly above 30 and operating in a single location, the Group places a Tot of emphasis on effective communications
among management and staff. A culture of operational efficiency, risk mitigation and compliance has been built, and a sensible work-life
balance for employees is promoted.

The Group observes a strict customer acceptance policy. While the aim is not to provide full range of banking services to satisfy all customer
needs, the Group is committed to deliver products and services with quality and flexibility such that solid customer relationships are
established and maintained.

The Group also supports the culture of envirommental protection by promoting an environmental-friendly working environment.

{b) Principal Risks

The Group is exposed to various types of risks including credit risk, operational risk, Houidity risk, market risk, legal risk and strategic risk.
Different Board committees, viz. Exccutive Committee, Credit Committee, Asset & Liability Committee, Audit Committee and
Remuneration Committee, details of which are carried in Note 3 to the consolidated financial statements, are in place to oversee the risk
management framework and to identify, assess, monitor, review and give direction to management to control and mitigate these risks.

(c) Important Events and Future Development

The likely normalization of the interest rates in Hong Kong, resulting from an increase of US interest rates, will bring more opportunities for
the Group's efficient asset utilization. The Group will continue its prudent management and will not assume undue risks for the sake of
earnings. 2017 is expected to be another year of stable and balanced growth for the Group,

PERMITTED INDEMNITY PROVISIONS

At no time during the financial year and up to the date of this Directors' Report, there was or is, any permitted indemnity provision being in
force for the benefit of any of the directors of the Bank (whether made by the Bank or otherwise) or an associated company (if made by the

Bank).

COMPLIANCE WITH THE BANKING (DISCLOSURE) RULES
The Bank has complied with the requirements set out in the Banking {Disclosure) Rules under the Hong Kong Banking Ordinance.

AUDITOR

The consolidated financial statements of the Group have been audited by PricewaterhouseCoopers who retire and, being eligible, offer
themselves for reappointment.

On behalf of the Board

WILLIAM MA CHING WAl
Chairman

HONG KONG, 29 MARCH 2017
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2016
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Note
ASSKETS
CASH AND BALANCES WITH BANKS 10
PLACEMENTS WITH BANKS MATURING
BETWEEN ONE AND TWELVE MONTHS 11
LOANS AND ADVANCES TO CUSTOMERS
AND OTHER ACCOUNTS 12
AVAILABLE-FOR-SALE INVESTMENTS 13
PROPERTY, PLANT AND EQUIPMENT 15
INVESTMENT PROPERTIES 1{3]
TAX RECOVERABLE
TOTAL ASSETS
LIABILITIES
DEPOSITS FROM CUSTOMERS 17
OTHER LIABILITIES AND PROVISIONS 18
CURRENT TAX LIABILITIES
DEFERRED TAX LIABILITIES 19
TOTAL LIABILITIES
EQUITY
SHARE CAPITAL 20
RESERVES 21
TOTAL EQUITY

APPROVED AND AUTHORISED FOR ISSUE BY THE
BOARD OF DIRECTORS ON 29 MARCH 2017.

MA CHING YUK )
ALFRED MA CHINGKUEN ) Directors
PHILIP MA CHING YEUNG )]

PATRICK MA CHING HANG General Manager

TOTAL EQUITY AND LIABILITIES

31 December 31 December

2016 2015

HKS$ HKS

713,822 540 716,811,170
427,191,024 380,198,000
168,195,094 167,965,926
39,154,685 38,894,166
72,877,708 73,663,581
284,700,000 281,800,000
1,898 -

1,705,942,949

1,659,332,843

1,016,930,337 973,538,713
23,500,362 25,186,390
8,729 308,659
4,998,102 4,923,264
1,045,437,530 1,005,957,026
310,000,000 310,000,600
350,505,419 343,375,817
660,505,419 653,375,817
1,705,942,949 1,659,332,843

THE NOTES ON PAGES 10 TO 59 ARE AN INTEGRAL PART OF THESE CONSOLIDATED

FINANCIAL STATEMENTS,
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2016
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INTEREST INCOME

INTEREST EXPENSE

NET INTEREST INCOME

OTHER OPERATING INCOME

NET OPERATING INCOME

OPERATING EXPENSES

OPERATING PROFIT

PROFIT ON DISPOSAL OF AVAILABLE-FOR-SALE

INVESTMENTS

REVALUATION SURPLUS ON INVESTMENT

PROPERTIES

LOSS ON DISPOSAL OF PROPERTY, PLANT AND

EQUIPMENT

PROFIT BEFORE INCOME TAX

INCOME TAX EXPENSE

PROFIT FOR THE YEAR ATTRIBUTABLE TO EQUITY

HOLDERS

OTHER COMPREHENSIVE INCOME / (EXPENSE) :

ITEMS THAT MAY BE RECLASSIFIED SUBSEQUENTLY

TO PROFIT OR LOSS:

AVAILABLE-FOR-SALE INVESTMENTS

CTHER COMPREHENSIVE INCOME / (EXPENSE} FOR

THE YEAR, NET OF TAX

TOTAL COMPREHENSIVE INCOME FOR THE YEAR
ATTRIBUTABLE TO EQUITY HOLDERS

uE 2016 2015
Note HKS$ HKS
5 9,341,697 8,082,254
5 (667,486) (609,235)

8,674.211 7.473,019
6 14,611,226 13,558,916
23,285,437 21,031,935
7 (20,139,129} {19,237,344)
3,146,308 1,794,591
1,008,482 .
16 2,900,000 22,900,000
(20,428) (12,566)
7,034,362 24,682,025
9 (175,008) (15,537)
6,859,354 24,666,488
21 1,275,672 (2,188,205)
1,275,672 (2,188,205)
8,135,026 22,478,283

THE NOTES ON PAGES 10 TO 59 ARE AN INTEGRAL PART OF THESE CONSOLIDATED

FINANCIAL STATEMENTS.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2016
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Balance at | January 2016

Comprehensive income
Profit for the vear

Other comprehensive income
Change in fair value of available-for-sale

investments

Total comprehensive income

Transfer and appropriation

Transfer from investment revalnation
reserve to statement of comprehensive
income

Transfer from other properties revaluation
reserve 1o retained earnings

Transfer o regulatory reserve

Total transfer and appropriation

Balance at 31 December 2016

Balance at 1 January 2015

Comprehensive income
Profit for the year

Other comprehensive income

Change in fair value of available-for-sale
investments

Total comprehensive income

Transfer and appropriation

Transfer from other properties revaluation
reserve to retained eamnings

Transfer to regulatory reserve

Total transfer and appropriation

Balance at 31 December 2015

H

e

Note

21

21

21

21

21

21

21

Attributable to equity holders of the Bank
A HMpEEHE BT k]
Share Other Retained
capitat reserves carpings Total
HKS HKS HK$ HK$
310,000,000 9,576,387 333,799430 653,375,817
- “ 6,859,354 6,859,354
- 1,275,672 - 1,275,672
- 1,275,672 6,859,354 8,135,026
- (1,005,424) - (1,005,424)
- (64,092} 64,092 -
- 100,000 {100,000) -
- {969,516) (35,908) (1,005,424)
310,000,000 9,882,543 340,622,876 660,505,419
310,000,000 11,628,683 309268851 630,897,534
- - 24,666,488 24,666,488
- {2,188,205) - {2,188,205)
- _(2,188,205) 24,666,488 22,478,283
- (64,001} 64,091 -
. 200,000 (200,000) -
- 135,909 {135,909) -
310,000,008 9,576,387 333,799,430 653,375,817

THE NOTES ON PAGES 10 TO 59 ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL

STATEMENTS.




BEWIF LA B2 EREORSRER
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2016

B 2016 2015
Note HKS HKS$

MBERHERAICE NET CASH INFLOW / (QUTFLOW) FROM
H )98 OPERATING ACTIVITIES 22(a) 26,765,717 (81,401,186)
REEH INVESTING ACTIVITIES
Y E R T B DIVIDENDS RECEIVED ON AVAILABLE-

FOR-SALE INVESTMENTS 6 1,463,391 1,469,584
BB - HENNE PURCHASE OF PROPERTY, PLANT AND

EQUIPMENT 15 (56,559) (369,051)
T R A B PROCEEDS FROM DISPOSAL OF

AVAILABLE-FOR-SALE INVESTMENTS 1,364,758 .
A TS PURCHASE OF AVAILABLE-FOR-SALE-

INVESTMENTS 13 (346,547 (331,488)
R e BE AR NET CASH INFLOW FROM INVESTING

ACTIVITIES e T3
HeRERELEE 2 #0 INCREASE / {DECREASE) IN CASH AND
) CASH EQUIVALENTS 29,190,760 {80,632,141)
RIAIHZ A RERE CASH AND CASH EQUIVALENTS AT
STE E L 1 JANUARY 819,353,900 899,986,041
RUENHZS4REH CASH AND CASH EQUIVALENTS AT
T 40 [ 2 8 31 DECEMBER 22(b) 848,544,660 819,353,900

FIENH B AES THE NOTES ON PAGES 10 TO 5% ARE AN INTEGRAL PART OF THESE CONSOLIDATED

MRy 8 - FINANCIAL STATEMENTS.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS
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General Information

The principal activities of Tai Sang Bank Limited (the “ Bank ™) and its
subsidiaries (collectively the “Group™) are the provision of banking and related
financial services, and property investment and mhanagement.

The Bank is an authorized institution incorporated in Hong Kong. The address
of its registered office is 130-132 Des Voeux Road Central, Hong Kong,

These consolidated financial statements are presented in units of Hong Kong

doilars (HK$), unless otherwise stated. These consolidated financial staternents
have been approved for issue by the Board of Directors on 29 March 2017.

Summary of Significant Accounting Policies

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

2.1 Basis of preparation

The consolidated financial statements of Tai Sang Bank Limited have been
prepared in accordance with all applicable Hong Kong Financial
Reporting Standards ("HKFRSs") issued by the Hong Kong Institute of
Certified Public Accouniants {“HKICPA™) and requirements of the Hong
Kong Companies Ordinance Cap 622, The consolidated financial
statements have been prepared under the historical cost convention, as
modified by the revaluation of bank premises, available-for-sale
investments and investient properties at fair value.

The preparation of financial statements in conformity with HKFRSs
requires the use of certain critical accounting estimates, It also requires
management to exercise its judgement in the process of applying the
Group's accounting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are
significant to the consolidated financial statements, are disclosed in note 4.

(a) Standards, amendments and interpretations effective beginning 1
January 2616

The HKICPA has issued a number of new standards and amendments to
standards that are mandatory for the first time for the financial year
heginning 1 Janwary 2016. The Bank has made an assessment of these
standards, amendments and interpretations and considered that they do not
have significant impact on the consolidated financial statements and have
therefore not been analysed in detail.

(b) The following new standards, new interpretations and amendments to
standards and interpretations have been issued but are ot effective for
the financial year beginning 1 January 2016 and have not been early
adopted

HKFRS 9, ‘Financial instruments’

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

10
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Summary of Significant Accounting Policies (Continued)

2.1 Basis of preparation (Continued)

(b) The following new standards, new interpretations and amendments

to standards and ipterpretations have been issued but are not
effective for the firancial year beginning 1 Janeary 2016 and hkave
not been early adopted (Continued)

HKFRS 9, ‘Financial instruments*(Continued)

While the Group has yet to underiake a detailed assessment of the
classification and measurement of financial assets, loans and advances
to customers currently classified as loans and receivebles would appear
to satisfy the conditions for classification ag at amortised cost and hence
there will be no change to the measurement for these assets.

The other financial assets held by the Group include equity instruments
currently classified as AFS for which a FVOCI election is available.

Accordingly, the Group does not expect the new guidance to have a
significant impact on the classification and measurement of its financial
assets,

There will be no impact on the Group's accounting for financial
Hlabilities, as the new requirements only affect the accounting for
financial liabilities that are designated at fair value through profit or loss
and the Group does not have any such liabilities. The derecognition
rufes have been transferred from HKAS 39 ° Financial Instruments:
Recognition and Measurement” and have not been changed.

The new impaivment model requires the recognition of impairment
provisions based on expected credit losses (ECL) rather than only
incurred credit losses as is the case under HKAS 39, It applies to
financial assets classified at amortised cost, debt instruments measured
at FVOCI, confract assets under HKFRS 15 Revenue from Contracts
with Customers, lease receivables, loan commmitments and certain
financial guarantee contracts, While the Group has not vet undertaken a
detailed assessment of how its impairment provisions would be affected
by the new model, it may result in an earlier recognition of credit losses.

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

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

HKFRS 15, ‘Revenue from contracts with customers’

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

11
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to standards and interpretations have been issued but are not
effective for the firancial year beginning 1 January 2016 and have
not been early adopted (Continued)

HKFRS 15, ‘Revenue from contracts with customers’(Continued)

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

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

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

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

At this stage, the Group is not able to estimate the impact of the new
rules on the Group's financigl statements. The Group will make more
detailed assessments of the impact over the next twelve months.

HKTRS 15 is mandatory for financial years commencing on or after 1
January 2018, At this stage, the Group does not intend to adopt the
standard before its effective date,

HKFRS 16, ‘Leases’

HKFRS 16 will result in almost all leases being recognised on the
balance sheet, as the distinction between operating and finance leases is
removed. Under the new standard, an asset (the right to use the leased
item) and a financial liability to pay rentals are recognised. The only
exceptions are short-term and low-value leases,

The accounting for lessors will not significantly change.

The standard will affect primarily the accounting for the Group's
operating leases. As at the reporting date, the Group is operating mainly
as a lessor and onlty has certain minimal operating lease commitments
ag lessee. However, the Group has not yet determined to what extent
these commitments will result in the recognition of an asset and a
liability for future payments and how this will affect the group’s profit
and classification of cash flows.

Some of the commitments may be covered by the exception for short-
term and low value leases and some commitments may relate to
arrangements that will not qualify as leases under HKFRS 16.

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

There are no other HKFRSs or HK(IFRIC) interpretations that are not

yet effective that would be expected to have a material impact on the
Group.

12
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Consolidation

The consolidated financial statements inclnde the financial
statements of the Bank and all its subsidiaries made up to 31
December.

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

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

In the Bank's statement of financial position (Note 26), the
investments in subsidiaries are stated at cost less provision for
imparment losses (Note 2.13). The results of subsidiaries are
accounted by the Bank on the basis of dividend received and
receivable, Dividend income from subsidiaries is recognised in the
income statement when the right to receive payment is established.

There are no restrictions, or other major impediments on the transfer
of funds or regulatory capital between the Group companies.

Interest income and expense

Interest income and expense are recognised in the consolidated
statement of comprehensive income for all instruments measured at
amortised cost using the effective interest method.

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

Once a financial asset or a group of similar financial assets have
been written down &g a result of an impairment foss, interest income
is recognised using the rate of interest wsed to discount the future
cash flows for the purpose of measuring the impatrment loss.
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2.5

{(a)

(b)

14

Fee and commission income and expense

Fees and comumissions are generally recognised on an accrual basis
when the service has been provided. Loan commitment fees for foans
that are likely to be drawn down are deferred (together with related
direct costs) and recognised as an adjustment to the effective interest
rate on the foan. Commission and fees arising from negotiating, or
participating in the negotiation of, a transaction for a third party - such
as the arrangement of the acquisition of shares or other securities or
the purchase or sale of businesses - are recognised on completion of
the underlying transaction,

Financial assets

The Group classifies its financial assets as loans and receivables or
available-for-sale financial assets. The classification depends on the
purpose for which the financial assets were acquired. Management
determines the classification of its investments at initial recognition.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. Loans
and receivables are initially recognised at fair value and measured at
amortised cost using the effective inferest method thereafter.

Available-for-sale investments

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

equity prices.

Regular purchases and sales of securities are recognised on trade-date
- the date on which the Group commits to purchase or sell the asset.
Investments are initially recognised at fair value plus transaction costs
for all financial assets not carried at fair value through profit or loss.
Financial assets are derecognised when the rights to receive cash flows
from the investments have expired or where the Group has transferred
substantially al! risks and rewards of ownership.

Available-for-sale investments are carried at fair value. Unrealised
gains and losses arising from changes in the fair value of available-for-
sale investments are recognised directly in other comprehensive
income, uniil the financial asset is derecognised or impaired. At this
time, the cumulative gain or loss previously recognised in eguity
should be recognised in the consolidated statement of comprehensive
income. However, interest calculated using the effective interest
method and foreign currency gains and losses are recognised in the
consolidated statement of comprehensive income, Dividends on
available-for-sale equity instruments are recognised in the
consolidated statement of comprehensive income when the Group's
right to receive payment is established.

The fair values of queted investments are based on current bid prices.
Available-for-sale investments which do not have a quoted market
price in an active market and whose fair value cannot be reliably
measured, are stated in the consolidated statemment of financial position
at cost less impairment loss.
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2.6

2.7

(2}

Fair value estimation of finagcial instruments

Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at
the measurement date. The fair value of financial assets and liabilities
traded in active markets (such as publicly traded derivatives and trading
securities) are based on quoted market prices at the close of trading on the
reporting date.

Impairment of financial assets

Assets carried at amortised cost

The Group assesses at the end of each reporting period whether there is
objective evidence that a financial asset or group of financial assets is
impaired. A financial asset or a group of financial assets is impaired and
impairment losses are incurred if, and only if, there is objective evidence
of impairment as a result of one or more events that ocourred after the
initial recognition of the asset {a loss event’) and that loss event (or
events) has an impact on the estimated future cash flows of the financial
asset or group of financial assets that can be reliably estimated, The
criteria that the Group uses o determine that there is objective evidence of
an impairment loss include :

Delinquency in contractual payments of principal or interest;
Cash flow difficuliies experienced by the borrower,

Breach of loan covenants or conditions;

Initiation of bankruptey proceedings;

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

Downgrading below investment grade level.

® ® 00 & 0

The estimated period between a loss occurring and its identification is
determined by management for each identified portfolio.

The Group first assesses whether objective evidence of impairment exists
individually for financial assets that are individually significant, and
individually or coflectively for financial assets that are not individually
significant. If the Group determines that no objective evidence of
impairmen{ exists for an individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with
similar credit wisk 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 & collective assessment of impairment.

The amount of the loss is measured as the difference between the asset's
carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at
the financial asset's original effective interest rate. The carrying amount of
the asset is reduced through the use of an allowance account and the
amount of the loss is recognised in the consolidated statement of
comprehensive income. If a loan has a variable interest rate, the discount
rate for measuring any impairment loss is the current effective interest rate
determined under the contract.

The calculation of the present value of the estimated firture cash flows of a
cotlateralised financial asset reflects the cash flows that may result from
foreclosure less costs for obtaining and selling the coliateral, whether or
not foreclosure is probable.
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2.7
(@)

(b)

Impairment of financial assets (Continued)

Assets carried at amortised cost (Continued)

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

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

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

When a loan is unecollectible, it is written off against the related
allowances for loan impairment. Such loans are written off after afl
the necessary procedures have been completed and the amount of the
loss has been determined.

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

Assets classified as available-for-sale

Equity Investments

The Group assesses at the end of each reporting period whether there
is objective evidence that & financial asset or a group of financial
assetg is impaired. In the case of equity investments classified as
available-for-sale, a significant or prolonged decline in the fair value
of the security below its cost is considered in determining whether the
assets are impaired. If any such evidence exists for available-for-sale
securities, the cumulative loss - measured as the difference between
the acquisition cost and the current fafr vafue, less any impairment
loss on that financial asset previously recognised in consolidated
statement of comprehensive income - is removed from equity and
recognised in the consolidated statement of comprehensive income,
Impairment losses recognised in the consolidated statement of
comprehensive income on equity instruments classified as available-
for-sale are not reversed through the consolidated statement of
comprehensive income.

16
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2.9

Financial liabilities

Financial liabilities are classified at inception, recognised initially at
fair value net of transaction costs incurred and carried at amortised
cost. Any difference between proceeds net of transaction costs and the
redemption value is recognised in the consolidated statement of
comprehensive income over the period of the financial liabilities
using the effective interest method.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported
in the consolidated statement of financial position when there is a
legally enforceable right to ofiet the recognised amounts and there is
an intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.

2.10 Foreign currency translation

17

(a) Functional and presentation currency

Items included in the financial statements of each of the Group's
entities are measured using the cumency of the primary
economic environment in which the entity operates { “ the
functional currency™). The consolidated financial statements are
presented in Hong Kong dollars, which is the Bank's functional
currency and the Group's presentation currency.

(b) Transactions and balances

Foreign currency trausactions are translated into the functional
carrency using the exchange rates prevailing at the dates of the
transactions or valuation where items are remeasured. Foreign
exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates
of monetary assets and lisbilities denominated in foreign
currencies are recognised in the consolidated statement of
comprehensive income.

Changes in the fair value of monetary securities denominated in
foreign currency and classified as available-for-sale are analysed
between translation differences resulting from changes in the
amortised cost of the securities and other changes in the carrying
amount of the securities. Translation differences related to
changes in the amortised cost are recognised in the consolidated
statement of comprehensive income, and other changes in the
carrying amount are recognised in equity.

Translation differences on non-monetary items are reported as
part of the fair value gain or loss. Translation differences on
non-monetary items, such as equities classified as available-for-
sale securities, are included in the investment revaluation reserve
in equity.
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Property. plant and equipment

Bank premises represent those properties held for own use and are
treated as finance lease since the costs of land and building elements
of the leaschold properties cannot be atlocated reliably at the
inception of the lease. Bank premises are stated at valuation made in
prior years less accumulated depreciation charge and impairment
losses.

On adoption of HKAS 16 entities that measured property, plant and
equipment based on revaluation performed prior to 30 Septernber
1995 were exempted from the requirement to make regular
revaluations prospectively, provided that these entities did not
measure their property, plant and equipment using the revaluation
model subsequent to 1995,

Effective from 30 September 1995, no further revaluations of bank
premises have been carried out. The Group has adopted the
transitional provision in paragraph 80A of HKAS 16, which provides
exemption from the need to make regular revaluation of bank
premises.

The revalued amount made prior to 30 September 1995 became a
deemed cost as the revaluation date for subsequent measurement
under HKAS 16.

Cost includes expenditure that is directly atiributable to the
acquisition of the items. Subsequent costs are included in the asset's
carrying amount or recognised as a separate asset, as appropriate,
only when it is probable that firture economic benefits associated with
the item will flow to the Group and the cost of the item can be
measured reliably. All other repairs and maintenance are expensed in
the consolidated statement of comprehensive income during the
financial period in which they are incurred.

Bank premises are depreciated over their
estimated useful life. Any previously revalued
amount is depreciated on a straight line basis
over the remaining portion of the useful life.

Bank premises

Leasehold
improvements

Remmaining portion of the useful life of the bank
premises.

Furniture, fixtures  Furniture, fixtures and equipment are stated at

& equipment cost less accumulated depreciation and
accunwlated impairment losses. Depreciation is
calcalated at 10% per annum on a reducing
balance basis after an initial provision of 20%
on cost it the year of purchase.

The assets' residual values and useful lives are reviewed, and adjusted
if appropriate, at the end of each reporting period. Assets that are
subject to amortisation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount may
not be recoverable.

An asset's carrying amount is written down immediately to its
recoverable amount if the asset's carrying amount is greater than its
estimated recoverable amount. The recoverable amount is the higher
of the asset's fair value less costs to sell and value in use.

Gains and losses on disposals are determined by comparing proceeds
with carrying amount.




2.12

213

HEYR

RROFTBOEFEEEA I HERAE
B AR TRUHHEE AR EEG RS
REARETRA -

ABEErra 2 i - BEEFSRRYRY
HA w2 - B BEARBEYEILULAR
B EEREAR AT S HE AR -

REYREVUERELOERNZ X AK
AR -

RBERN R R B SRR L
P ERFTE 2 A AEMEAR - WX
A AT BRI L2 At A PRE L E
Y - B2 (SETEEHEEA - PHIiER
RIS 2 WIBHS s MRS SR EHE
TR - R EHE R RARNE Y
AR A S ERRTEE -

BAR 2N RS A o 5 AR
RIREE RS R ROH 2 A RE R T S
TRAREZRHEEN - ZRCE AR E
FURR » W HIBEREMEREEA - B30
FsaE & EBAERE - HUATHEEREE -
Py EoAth {268 R R B ) R LR HA B B
WSS SRR -

DPEEZ BEHEE AG S ENEE -

WYEEEBAEH  RERENOEAE
R - R ST B E 2 2 P EE R
REGH LA - ER-THE AW R
BT ERBRRRYF  REBEHER
F169 WK - RERRE  SBE ZREA
EAVPEERZ ZENBRE O A LbeE
i - EEATEERGENMDEMEZER
ESIREURERS RN - 2 B TR B I
TERTBIS Z B -

IR RE S BE

EERYERFH I RET TR - NE8E
TERE R  SERE RS E RN RS
BURHEAREE A AR (R B AT - #
< R T P R T T (R e B R RERD
B EA51R - AL ERER A —HEES AT
BERLERIRAEHEEREM 28E
- RERTAMRAIOMREKEZ RER
KBRS ERA) MR R E S
Ak - EREEZFRREEINE—HEH
HEHEBE 7 AT R 1 A s A

Summary of Significant Accounting Policies (Continued)

212

2,13

Investment properties

Investment propertics, principally comprising land and office buildings,
are held by the owner or by the lessee under a finance lease for long-
term yields or for capital appreciation or both, and are not occupied by
the Group.

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

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

Alter initial recognition, investment properties are measured at fair value
assessed by professional valuers on the basis of open market value, If
information of open market value is not available, alternative valuation
methods are used such as recent prices on less active markets or
discounted cash flow projections. These valuations are performed in
accordance with valuation standards on properties published by the
Hong Kong Institute of Surveyors.

Subsequent expenditure is charged to the asset's carrying amount only
when it is probable that future economic benefits associated with the
itern will flow to the Group and the cost of the item can be measured
reliably. The item is stated at cost less impairment and is included in the
carrying amount of investment properties. Once the item begins to
generate economic benefits, it is then measured at fair value. All other
repairs and maintenance costs are expensed in the income statement
during the financial period in which they are incurred.

Any changes in fair value arc recognised directly in the consolidated
staternent of comprehensive income.

If an investment property becomes owner-occupied, it is reclassified as
premises, and its fair value at the date of reclassification becomes its
cost for accounting purposes. If an item of premises becomes an
investment property because its use has changed, any difference
resulting between the carrying amount and the fair value of this item at
the date of transfer is recognised in other comprehensive income as a
revaluation of premises under HKAS 16 “Property, Plant and
Equipment”. However, if a fair value gain reverses a previous
revaluation loss or impairment loss, the gain is recognised in the income
statement up to the amount previously debited.

Impairment of non-financial assets

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

2.15

20

The tax expense for the period comprises current and deferred tax.
Tax is recognised in the consolidated statement of comprehensive
income, except to the extent that it relates to ifems recognised
directly in equity. In this case, the tax is also recognised in equity.

The current income tax charge is calculated on the basis of the fax
faws enacted or substantively enacted at the end of the reporting
period in the country where the company's subsidiaries operate and
generate taxable incoimne. Management periodically evaluates
positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts expected to be
paid to the tax authorities.

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

The principal temporary differences arise from depreciation of
property, plant and equipment, revaluation of bank premises and tax
losses carried forward, However, the deferred income tax is not
accounted for if it arises from initial recognition of an asset or
Hability in a transaction other than a business combination that at the
time of the transaction affects neither accounting nor taxable profit
or loss.

Deferred income tax assets are recognised to the extent that it is
probable that future taxable profit will be available against which the
temporary differences can be utilised.

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

The tax effects of income tax losses available for carry forward are
recognised as an asset when it is probable that future taxable profits
will be available against which these losses can be utilised.

Employee benefits

(a) Employee leave entitlements

Employee entitlements to annual leave are recognised when
they accrue fo employees. A provision 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
not recognised until the time of leave.
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Employee henefits (Continued)

(b) Pension obligations

Group companies offer defined contribution mandatory
provident funds to all eligible employees of the Group. The funds
are provided through payments to trustee-administered funds.

For defined contribution plans, the Group pays contributions to
publicly or privately administered pension insurance plans on a
mandatory, contractual or voluntary basis. The Group has no
further payment obligations once the contributions have been
paid. The contributions are recognised as employee benefit
expense when they are due and are reduced by contributions
forfeited by those employees who leave the scheme prior to
vesting fully in the contributions. Prepaid contributions are
recognised as an asset to the extent that a cash refund or a
reduction in the future payments is available.

(¢) Long service payments

The Group's eligible employees who have completed a required
number of years of service to the Group are eligible for long
service payments under the Hong Kong Employment Ordinance
in the event of the termination of their employment, provided
that such termination meets the circumstances specified in the
Hong Kong Employment Ordinance.

A provision is recognised in respect of the probable future long
service payments expected to be made. The provision is based on
the best estimate of the probable future payments which have
been earned by the employees from their service to the Group to
the end of the reporting period.

Related parties

For the purposes of these financial statements, a party is considered to
be related to the Group if that party controls, jointly controls or has
significant influence over the Group; is a member of the same
financial reporting group, such as parents, subsidiaries and fellow
subsidiaries; is an associate or a joint venture of the Group; is a key
management personnel of the Group or parents, or where the Group
and the party are subject to common control. Related parties may be
individuals or entities.

Provisions

Provisions are recognised when the Group has a present legal or
constructive obligation as a result of past events; it is more likely than
not that an outflow of resources will be required to settle the
obligation; and the amount has been reliably estimated.

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

Provisions are measured at the present value of the expenditure
expected to be required to settle the obligation using a pre-tax rate that
reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in the provision due to
the passage of time is recognised as interest expense.
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Summary of Significant Accounting Policies (Continued)

2.18 Cash and cash equivalents

Cash and cash equivalents include cash in hand, balances with
banks and central bank, placements with banks and exchange
fand papers with original maturities of three months or less, that
are readily convertible to known amounts of cash and which are
subject to an insignificant risk of changes in value.

Financial Risk Management

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

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

Risk management is carried out by senior management under policies
approved by the Board of Directors. Financial risks are identified,
evaluated and managed in close co-operation with the Group's
operating units. The Board provides written policies or guidelines
covering areas, such as credit risk, interest rate risk and liquidity risk.
In addition, internal audit is responsible for the independent review of
risk management and the control environment,

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

31 Credit risk

The Group takes on exposure to credit risk, which is the risk
that a counterparty will cause a financial loss for the Group by
failing to discharge an obligation. Significant changes in the
cconomy, or in the health of a particular industry segment that
represents a concentration in the Group's portfolio, could result
in losses that are different from those provided for at the end of
reporting period. Management therefore carefully manages its
exposure to credit risk. Credit exposures arise principally in
loans and advances. There is also credit risk in off-balance sheet
financial arrangements such as loan commitments. The credit
risk management and control are performed by senior
management under close supervision by the Board of Directors.
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Financial Risk Management {Continued)

3.1.1 Credit risk management

The Group manages, limits and controls concentrations of credit risk
wherever they are identified — in particular, to individual counterparties
and groups, and to industries. The Group structures the levels of credit
risk it undertakes by placing limits on the amount of risk accepted in
refation to one borrower, or groups of borrowers, and to industry
segments. Such risks are monitored on a revolving basis and subject to
an annual or more frequent review, when considered necessary.

Exposure to credit risk is managed through regular analysis of the ability
of borrowers and potential borrowers to meet interest and capital
repayment obligations and by changing these lending limits where
appropriate. Exposure to credit risk is also managed in part by obtaining
collateral and corporate and personal goarantees,

(a) Collateral

The Group implements guidelines on the acceptability of specific
classes of collateral. The principal collateral types for loans and
advances are :

- Mortgages over residential and commercial properties;
- Charges over equities; and
- Pledges over deposits.

Loans and advances to customers are generally secured. In
addition, the Group will seek additional collateral from the
counterparty as soon as impairment indicators are noticed for the
relevant individual loans and advances.

(b} Credit-related commitments

The primary purpose of these instruments is to ensure that funds
are available to a customer as required. Guarantees and standby
letters of credit - which represent irrevocable assurances that the
Group will make payments in the event that a customer cannot
meet its obligations to third parties carry the same credit risk as
loans. Documentary and commercial letters of credit - which are
written undertakings by the Group on behalf of a cusiomer
authorising a third party to draw drafis on the Group up to a
stipulated amount under specific terms and conditions - are
collateralised by the underlying shipments of goods to which they
relate.

Commitments to extend credit represent unused portions of
authorisations to extend credit in the form of loans, guarantees or
letters of credit. With respect to credit risk on commitments to
extend credit, the Group is potentially exposed to oss in an amount
equal to the total unused commitments, However, the hkely
amount of loss is less than the total unused conimittnents, as most
commitments to extend credit are contingent upon customers
maintaining specific credit standards.
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Credit risk (Continued)

3.1.2 Maximum exposure to credit risk before collateral held or other credit

enhancements
The Group
ARG
Maximum exposure
2016 2015
HKS$ HK$
Credit risk exposures relating to on-
balance sheet assets are as follows:
Balances with banks and central bank 541,073,943 593,040,735
Placements with banks 597,191,024 500,973,763
Loans and advances to customers ;
Loans to individuals :
- Overdrafts 2,017,317 247,084
- Mortgages 8,541,722 11,184,299
Loans to corporate entities :
- Investment companies 148,536,977 152,792,736
- Small and medium size
enterprises (SMEs) 1,454,972 1,789.915
Credit risk exposures relating to off-
balance sheet items are as follows:
- Financial guarantees 4,000,000 4,996,000
- Loan commitments and other
credit related liabilities 6,785,246 13,121,967

At 31 December 1,309,601,201 1,278,146,49%

The above table represents a worst case scenario of credit risk exposure to the
Group at 31 December 2016 and 2015, without taking into account any
collateral held or other credit enhancements attached. For on-balance sheet
assets, the exposures set out above are based on net carrying amounts as
reported in the consolidated statement of financial position.

Management is confident in its ability to comtinue to contrel and sustain
minimal exposure of credit risk to the Group resulting from its loan and
advances portfolio based on the following :

- 100% of the loans and advances portfolio is categorised in the top grade
of the internal rating system (2015 : 100%);

- Mortgage loans and properties investment loans, which represent the
majority of the loans and advances portfolio, are backed by collateral;

- 100% of the loans and advances portfolio is considered to be neither past
due nor impaired (2015 : 100%); and

- The Group has a stringent selection process in granting loans and
advances,

Credit risk mitigation, collateral and other credi¢ enhancements

The Group uses a variety of techniques to reduce the credit risk arising from
its lending activities. Enforceable legal documentation establishes the Group's
direct, irrevocable and unconditional recourse to any collateral, security or
other credit enhancements provided.

24




UTFIREASRY B EEL iy AR
HUBRE -

BHERE-RREXSHT
EEEHEMG ZHETNERELEEREE
MEBEN B - UFRE-REUEE
] e

TR AR

EHEARRELENR RS
TEPZERBRIT SR
HEMF  BHEFREG
e ERZERRBNQRE
EEME - HirtyHE o AT
AR RS - SEEAAFI A
BEEREERREA - R
201658 12A31H » EFEK
Z 3% 18 EE 3 75 100% (2015
0 100%) -
HEAREREZENRE
HBEBRERELSN - HR
ARRERACROMESE
BUHZ R > BERERA
EEERESE > ElEF
BPERAZER B
hEREHEEYFERE
AEERE - R165E12H

EFRK

HERAER
A

318 » B R EBRIE 2
7 EL 2. 75 100% (2015 48 ¢
100%) -

P BOR BSRTT EI SRR T

s The Group

JEMEHASE (S  Neither past due nor impaired

F2016F R20155F12H31H - HREAHE
REBEIERRBEHRCBREZ KRR
;- BRESAFBHECER ERER S
SR EE L A e R R
R

B PO [0 R R A [ R S R T
EEEE (201548 1 ) - 201651231
B SRR | B AT 1 20154F ¢ {8 Bl
EIEHEE (20154E : 8 -

Financial Risk Management (Continued)
3.1 Credit risk {Continued}

3.1.2 Maximum exposure to credit risk before collateral held or other credit
enhancements (Continued)

The table below describes the nature of collateral held and their financial
effect by class of financial asset:

Balances and
placements with
banks and other
financial
institutions

Loans and
advances

Contingent
habilities and
commitments

These exposures are generally considered to be low
credit risk due to the nature of the counterparties.
Collateral is generally not sought on these balances.

These exposures are secured, partially secured or
unsecured depending on the type of collateral and
type of facilities offered to customers. The major
types of collateral taken include residential properties,
other properties, bank deposits and shares,
Recognised guarantees are also employed by the
Group for credit enhancement. As at 31 December
2016, the coltateral coverage of loans and advances to
customers is 100% (2013: 100%).

The components and nature of contingent liabilities
and commitments are disclosed in Note 25, Regarding
the commitments that are unconditionally cancellable
without prior notice, the Group would withdraw the
credit facilities extended to borrowers in case their
credit quality deteriorates. Accordingly, these
commitments do not expose the Group to significant
credit risk. As at 31 December 2016, the collateral
coverage of contingent liabilities and commitments is
100% (2015: 100%).

3.1.3 Loans and advances and placements with banks

Loans and advances and placements with banks are summarised as follows :

20165E12H31H 20154125318

31 December 2016 31 December 2015

%ﬁﬂﬁ TR %ﬁmﬁ SRITEIEER K
Loans and Loans and

advances to Placements advances to Placements

customers with banks customers with banks

HK$ HKS$ HK$ HKS

160,550,988 597,191,024 166,014,034 500,973,763

There were no loans and advances that were past due but not impaired nor
loans and advances that were impaired at 31 December 2016 and 2015. The
credit quality of the portfolio of loans and advances that were neither past
due nor impaired was of satisfactory grading by reference to the internal
rating system adopted by the Group.

During the year, the Group did not obtain any assets by taking possession
of collateral held as security (2015 : Nil). The Group has no rescheduled
loans (2015 : Nil) nor repossessed assets {2015 : Nil) as at 31 December

2016.
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Financial Risk Management {Continzed)
3.1 Credit risk (Centinued)

3.1.4 Concentration of risks of financial assets with credit risk exposure

(Y HESE (a) Geographical sectors
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The following table sets out the breakdown of the Group's main credit
exposure at their carrying amounts, as categorised by geographical
region as of 31 December 2016 and 2015. For this distribution, the
Group has allocated exposures to regions based on the country of
domicile of its counterparties. Credit risk exposure by geographical

[ AT B B RLRRE . sectors is classified according to the location of counterparties after
taking into account the transfer of risk.
4| The Group
RRE
TR
Asia Pacific
EE excluding EH Y
Hong Kong Hong Kong Europe Total
HK$ HK$ HK$ _ HK$
Fr20164E12831H At 31 December 2016
R EE R Placements with banks 170,000,000 377,191,024 50,000,000 597,191,024
w=EWE Loans and advances to
customers ;
A Loans to individuals :
- EE - Overdrafis 2,017,317 - - 2,017,317
- g - Mortgages 8,541,722 - - 8,541,722
A Loans to corporate entities
- ENE] - Investment companies 148,536,977 - - 148,536,977
- Sl - SMEs 1,454,972 - - 1,454,972
330,550,988 377,191,024 50,000,000 757,742,012
FH20154E12531H At 31 December 2015
Hipr e g Placernents with banks 150,000,000 345,229,522 5,744,241 500,973,763
ZHEHE Loans and advances to
CUStOMErs :
BAEE Loans te individuals :
-iEE - Qverdrafis 247,084 - - 247,084
- Fii8 - Morigages 11,184,298 - - 11,184,299
R EFE . Loans to corporate entities :
- HEENE - Investment companies 152,792,736 - - 152,792,736
~ s - SMEs 1,789.915 - - 1,789,915
316,014,034 345,229,522 5,744,241 666,987,797
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2016612831 H  Asat 31 December 2016
IREIERIR Placements with banks
EER Loans and advances to

customers :
EPNCE Loans to individuals :
-ES - Overdrafts
- Hei - Mortgages
EEE Loans to corporate
entities :
-BEOE ~ Investment companies
- - SMEs
20155128318 Asat 31 December 2015
e EEEIE Placements with banks
A : Loans and advances to
customers !
{8 A B Loans to individuals :
B - Overdrafts
-8 - Mortgages
REER Loans to corporate
entities :
- ENE - Investment companies
~ g - SMEs

Credit risk (Continued)

Financial Risk Management (Continued)

{Continued)

Industry sectors

3.1.4 Concentration of risks of financial assets with credit risk exposure

The following table sets out the breakdown of the Group's main credit exposure
at their carrying amounts, as categorised by the industry sectors of its

counterparties.
&R
BEHE
HITEHEME  Whole-sale BENE
Financial and retail Investment B A dgE
institutions trade companies  Individuals Total
HK$ HKS$ HKS HEKS$ HK%
597,191,024 - - - 597,191,024
- - - 2,017,317 2,017,317
- - - 8,541,722 8,541,722
- - 148,536,977 - 148,536,977
- 1,454,972 - - 1,454,972
597,191,024 1,454,972 148,536,977 10,559,039 757,742,012
500,973,763 » - - 500,973,763
- - - 247,084 247.084
- - - 11,184,299 11,184,299
- - 152,792,736 - 152,792,736
- 1,789,915 - - 1,789,915
500,973,763 1,789,915 152,792,736 11,431,383 666,987,797
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3.2.1
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Market risk

The Group takes on minimal exposure to market risks, which is the
risk that the fair value or future cash flows of a financial instrzment
will fluctuiate because of changes in market prices. Market risks arise
from open positions in interest rate, currency and equity products, all
of which are exposed to general and specific market movements and
changes in the level of volatility of market rafes or prices such as
interest rates, credit spreads, foreign exchange rates and equity
prices.

The Group performs periodic stress tests to monitor its exposures to
ruarket risks. Stress tests provide an indication of the potential size of
losses that could arise in extreme conditions. The stress tests carried
out by the Group are in general risk factor stress testing, where stress
movements are applied to risk category.

The results of the stress tests are reviewed by senior management and
by Board Committees. The stress testing is failored o the business
and typically uses scenario analysis.

Sensitivity analysis for 2016 and 2015

As at 31 December 2016, no significant open positions in foreign
currencies were taken, hence the net imterest income for foreign
currencies were not sensitive to interest rate changes. Interest
sensitivity applies mainly to Hong Kong Dollar (HKD") positions,
whereby if the HKD market interest rates had been 50 basis points
tower with other variables held constant, the Group's profit after tax
for the year and reserves would have been HK$2,456,385 (2015:
HK$2,050,673) lower. This arose as a result of lower net interest
ncome earned on floating rate financial instraments,

The Group's equity risk position arises mainly from the holdings of
equity securities all being classified as available-for-sale, the
majority of which being listed in Hong Kong, Such holdings are held
for long term investrnent purpose. At 31 December 2016, if Hang
Seng Index had been 10% lower (2015: 10% lowser) with all other
variables held constant and the equity instruments moved according
to the historical correlation with the index, the Group's profit after
tax would remain unchanged (2015; unchanged), while the Group's
investment revaluation reserve would be HK$3,364,808 lower
{2015: HK$3,420,450 lower). The Group's available-for-sale equity
securities would be HK$3,364,808 lower (2015: HK$3,420,450
lower).

At 3] December 2016 and 20135, majority of the Group's financial
assets and liabilities are denominated in HKD or United States
doliars ("USD'} and as HKD is pegged to the USD, therefore the
Group is not exposed to significant currency risk.

The method and assumption used on the above sensitivity analysis on
interest rate risk and equity price risk is performed on the same basis
for both 2016 and 2015.
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3.2.2 Foreign exchange

BERZFRIRIMRERESHMELNE
RREEHERBERESRZEE - LFZR

e

IR RHENERS N ERER

o RRAEEE REHSM S RENE -

SR EE S -

KEANEAR/NEEREBRRZ M

e The Group

#20165E12H31H At 31 December 2016

e Assets

BiEReEERE% Cash and balances with banks

EHRIRR EEHEM  Placements with banks maturing

T 1HE B NEIER between one and twelve months

FEEHE REMIES Loans and advances to customer:
and other accounts

TIHHENE Available-for-sale investments

¥ HEREE Property, plant and equipment

EE Investment properties

REWID] 2 F R Tax recoverable

WESE Total assets

E=0i. o Liabilities

& FRiEEr Deposits from customers

Hit&EREES Other liabilities and provisions

FHREEE Currrent tax liabilities

BRI IEAM Deferred tax liabilities

=i oy Total liabilities

WA MRNPHE Net on-balance sheet position

EEAE Credit commitments

Market risk (Continned)

The Group takes on exposure to effects of fluctuations in the prevailing
foreign currency exchange rates on its financial position and cash
flows. The table below summarises the Group's exposure to foreign
currency exchange rate risk at 31 December. Included in the table are
the Group's assets and Habilities at carrying amounts, categorised by

currency.

Concentrations of currency risk on-and off-balance sheet items

P-4 FIT Hofd LG
HK Dollars US Dollars Others Total
HK$ HKS$ HKS HKS
713,113,868 143,352 565,320 713,822,540
400,008,000 27,191,024 - 427,191,024
s
168,164,979 30,100 15 168,195,064
39,096,219 58,466 - 39.154,685
72,877,708 - - 12,877,708
284,700,000 - - 284,760,000
1,898 - - 1,898
1,677.954,672 27,422,942 565,335 1,705,942,949
990,299,348 26,388,147 242,842 1,016,930,337
23,438,189 62,167 6 23,500,362
8,729 - - 8,729
4,998,102 - - 4,998,102
1,018,744,368 26,450,314 242,848 1,045,437,530

659,210,304

9,641,898

29

972,628

322,487

1,143,348

660,505,419

10,785,246
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The Group

At 31 December 2015
Assets

Cash and balances with banks

Placements with banks maturing
between one and twelve months

Loans and advances to customers

and other accounts
Available-for-sale investments
Property, plant and equipment

Investment properties

Total assets

Liabilities
Deposits from customers
Other liabilities and provisions

Currrent tax liabilities

Deferred tax liabilities

Total liabilities

Net on-balance sheet position

Credit commitments

15,232,274

30

i =T HA L]

HK Dollars US Dollars Others Total

HK$ HK$ HKS$ HK$
715,239,268 923,379 648,523 716,811,170
350,000,000 30,198,000 - 380,198,000
167,943,538 22,388 - 167,965,926
38,829,542 64,624 - 38,894,166
73,663,581 - - 73,663,581
281,800,000 - - 281,800,000
1,627,475,929 31,208,391 648,523 1,659,332,843
944,757,808 30,417,035 363,870 975,538,713
25,135,560 50,708 122 25,186,390
308,659 - - 308,659
4,923,264 - - 4,923,264
975,125,291 30,467,743 363,992 1,005,957,026
652,350,638 740,648 284,531 653,375,817
- 2,885,693 18,117,967
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Market risk (Continued)

3.2.3 Interest rate risk

Interest semsitivity of assefs, liabilities and off-balance sheet items -
repricing analysis

Cash flow interest rate risk is the risk that the future cash flows of a financial
instrument will fluctuate because of changes in market interest rates. Fair value
interest rate risk is the risk that the value of a financial instrument will fluctuate
because of changes in market interest rates. The Group takes on exposure to the
effects of fluctuations in the prevailing levels of market interest rates on both its
fair value and cash flow risks. Interest margins may increase as a result of such
changes but may reduce or create losses in the event that unexpected movements
arise. The Board sets limits on the level of mismatch of interest rate repricing
that may be undertaken, which is monitored daily by senior management.

The table below summarises the Group's exposure to interest rate risks. Included
in the table are the Group's assets amd liabilities at carrying amounts,
categorised by the carlier of confractual repricing or maturity dates.

#£25 The Group
L) 1E5 g FERR
HEA BN 1238 H @5 £ 54 Non-
Upto 1-3 3-12 1-5 Over interest b
Lnonth months months years ) vears bearing Total
HK3$ HK$ HK$ HKS$ HKS HK$ HK$
#20165E12F At 31 December
31H 2616
wE Assets
BEEE SRR Cash and balances
EE with banks 170,566,709 - - - - 543,255,831 713,822,540
SEHAFEl2E 2k Placements with
Y ZE128H  banks maturing
AEHA between one and
twelve months - 327,191,024 100,000,000 - - - 427191,024
TR e E A4 Loans and advances
fRIE to customers and
other accounts 89,574,805 70,976,183 - - - 7,644,106 168,195,094
o ERE Available-for-sale
investments - - - - - 39,154,685 39,154,685
Hi&EE Other assets - - - - - 357,579,606 357,579,606
EESE Total assets 260,141,514 398,167,207 100,000,000 - - 947634,228 1,705942,949
ki o Liabilities
EEER Deposits from
customers 776,629,458 83,924,013 76,900,600 - - 79,476,866  1,016,930,337
HiraE Other liabilities - - - - - 28,507,193 28,507,193
BRaE Total liabilities 776,629,458 83,924,013 76,900,000 - - 107,984,059  1,045437.530
SIFSREEEIE Total interest
&t sensitivity gap (516A487,944) 314,243,194 23,100,000 - -
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Market risk (Continued)

3.2.3 Interest rate risk (Continued)

S The Group
3FEDR 1E5 iR AR
1EA B 1ZE3E A f@n g SEE Non-
Upto 1-3 3-12 1-5 Over interest B
1 month months months vears 3 vears bearing Toal
HK$ HK$ HK$ HK$ HK$ HK3$ HKS$
FR201545128  At31 December
3ig 2015
wE Assets
EfERSEH  Cash and balances
W with banks 121,362,487 - - - - 595,448,683 716,811,170
EHRTR R E 3 Placements with
FOEFZE1268  banks maturing
B AEIHEE between one and
twelve months - 230,198,000 150,000,000 - - - 380,198,000
ZEEREEE  Loans and advances
{EERTE to customers and
other accounts 80,312,037 85,701,997 - - - 1,951,892 167,965,926
" EEE Available-for-sale
investments - - - - - 38,894,166 38,894,165
HuEE Other assets - - - - - 355,463,581 355,463,581
REEST Totzal assets 201,674,524 315,899,997 150,000,000 - - 991,758,322 1,659,332 843
=% Liabilities
BT Deposits from
customers 724,383,070 85,172,622 77,900,600 - - 88,083,021 975,538,713
Hir&E Other liabilities - - - - - 30,418,313 30,418,313
HBRESE Total Habilities 724,383,070 85,172,622 77,900,000 - - 118,501,334 1,005,957,026
BIFSRAEE:  Total interest
Eaer sensitivity gap (522,708,546) 230,727,375 72,100,000 - -
33 3.3 Liquidity Risk
NEIESAEEEREEAEBNEEHAE Liquidity risk arises from the mismatch in the cash flows atising
FrES7HEAREYFHEES  ENLEEA from on-balance sheet assets and liabilities, plus the settlement

characteristics of off-balance sheet activities.

HRINEBZEFENE -

The Group's liquidity management process, as closely monitored
by senior management in accordance with policies and guidelines

BEE AR REEEEFhSREEEREE
HEFMEBRRIES TR YRR - iw

BELTF TR : established by the Board, includes the following tasks :
- BB SN BE RS ERE - day-to-day funding, managed by monitoring future cash flows to
£ ensute that requirements can be met;

- maintaining adequate amount of highly marketable assets that
can easily be liquidated as protection against any unforeseen
interruption to cash flow;

- monitoring liquidity ratios against internal and regulatory
requirements; and

- managing the concentration and profile of debt maturities.

- R RRHEE RS AREEHEYEEN
fERHERRSRBZRBEHTEZRE

- HEASECAFIREEERTESE R
- BEEREHIRPEERER -
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The Group

At 31 December
2016

Assets

Cash and
balances with
banks

Placements with
banks maturing
between one and
twelve months

Loans and
advances to
customers and
other accounts

Available-for-sale
investments

Property, plant
and equipment

Investment
properties

Tax recoverable

Total assets

Liabilities
Deposits from
customers
Other liabilities
and provisions
Current tax
liabilities
Deferred fax
liabilities

Total liabilities

Net liquidity
gap

Financial Risk Management {Continued)

3.3 Liguidity risk (Continued)
Monitoring and reporting take the form of maturity profile projections
for the next day, week and month respectively, as these are key periods
for liguidity management. Mismatches between medium-term assets
and liabilities together with the level and type of undrawn lending
commitments, overdraft facilities usage and contingent labilities are
also monitored under the usual conservative strategy of the Group.
3.3.1 Maturity apalysis
The table on the following page analyses the Group's assets and
liabilities into relevant maturity groupings based on the remaining
period at end of the reporting period to the contractual maturity date.
3512 1ZE5 iz
B BB 1ZEMBH fEH g S
Repayable on Upto 1-3 3-12 i-5 Over R ]
demand 1 month months months years 3 years Indefinite Total
HK$ HKS HKS HKS HEKS HKS$ HK$ HES
543,822,540 170,000,600 - - - - - 713,822,540
- - 327,191,024 100,000,000 - - - 427,191,024
93,339,796 570,442 2,712,215 5470967 65,261,049 - 840,625 168,195,094
- - - - - -~ 39,154,685 39,154,685
- - - - - - T2,877,708 72,871,108
- - - - - - 284,700,000 284,700,000
- - - 1,898 - - 1,898
637,162,336 170,570,442 329,903,239 105,472,865 65,261,049 - 397,573,018  1,705,942,949
849,455,995 6,650,329 83,924,013 76,900,000 - - - 1,016,930,337
9,543,091 1,462,835 2,015,000 9,563,983 915,453 - B 23,500,362
- - - 8,729 - - - 8,726
- - - - - - 4,998,102 4,998,102
858,999,086 8,113,164 85,939,013 86,472,712 915,453 - 4,998.102  1,045,437,530
{221,836,750) 162,457,278 243,964,226 19,000,153 64,345,596 - 392574916 660,505,419
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33  Liguidity risk (Continued)
3.3.1 Maturity profile {Continned)
The Group
3F12 1ZE5 2R
B 1ERELA TEIEA BH & 5S4
Repayable on Upto 1.3 3-12 1-5 Qver SEEIREE e
dermand 1month months months years 3 years Indefinite Total
HES HKS HK$ HKS HK$ HKS$ HK$ HK$
At 31 December
2015
Assets
Cash and
balances with
bhanks 596,035,407 120,775,763 B - - - - 716,811,170
Placements with
banks maturing
between one and
twelve months - - 230,198,000 150,000,000 - - - 380,198,000
Loans and
advances to
customers and
other accounts 78,077,464 775,962 2,526,847 6,255,218 72,001,183 7,443,964 885,288 167,965,926
Available-for-
sale investinents - - - - - - 38,894,166 38,894,166
Property, plant
and equipment - - - - - - 73,663,581 73,663,581
Investment
properties - - - - - - 281,800,000 281,800,000
Total assets 674,112,871 121,551,725 232,724,847 156,255,218 72,001,183 7,443,964 395,243,035 1,659,332,843
Liabilities
Deposiis from
cuslomers 804,741,154 7,724,937 85,172,622 77,900,000 - - - 975,538,713
Other Habilities
and provisions 12,213,533 1,153,019 1,638,273 8,192,017 1,989,548 B - 25,186,390
Current tax
liabilities . - . 308,659 - . . 308,659
Defered tax
liabilities . - - - - . 4,923,264 4,623,264
Total liabilities 816,954,687 8,871,956 86,810,895 86,400,676 1,989,548 - 4,923,264 1,005,957,026
Net liquidity
gap (142.841.816) 112,673,769 145,013 952 69,854,542 70,011,635 _ 71443964 390,319,771 653,375.817
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3.3  Liquidity risk (Continued)

332 EfrE B RETH TS 3.3.2 Non-derivative financial lisbilities and assets held for managing liquidity risk

SRR Wk

The table below presents the cash flows payable by the Group under non-
derivative financial Habilities and assets held for managing liquidity risk by
remaining contractual maturities as at the end of the reporting period. The
amounts disclosed in the table are the contractual undiscounted cash flows,
whereas the Group manages the inkerent liquidity risk based on expected
undiscounted cash inflows,

LT REE S SR M e S EIH
BEVREELIETEHBRER
G EAFEHRADE S RRE
EZHERE - RRBNFIRZE
HLEORBRIBEERE - Tk
BRZHEMAMBERER A BHBE
BB ESRE -

25 The Group
VBB LN 1Z3MEE SER@EE  BEE
Upto 13 3-12  More than EE ]
1month moths months Lyear Total
HK$ HK3 HKS$ HKS HKS
#20164E12H31H At 31 December 2016
IEFERERE Non-derivative cash flow
=1 | Liabilities
=SS Deposits from customers 856,106,324 83,924,013 76,900,000 - 1,016,930,337
HirtEE Other liabilities 11,007,252 2,079,719 7,877,965 915,453 21,880,389
BRS8N Total liabilities
=h {contractual maturity) 867,113,576 86,003,732 84,777,965 915,453 1,038,810,726
B EERER4EE  Assets held for managing
B RE(GGTEIE)  liquidity risk (contractnal
maturity) 714,000,035 328,063,117 101,224 246 - 1,143 287,398
20154128318 At 31 December 2015
FEfFEHSTR Non-derivative cash flow
=i Liabilitics
S Deposits from customers 812,466,091 85,172,622 77,900,000 - 975,538,713
Hir & Other liabilities 13,367,778 1,677,613 6,705,741 1,989,548 23,740,680
EREE(SWEHE  Total liabilities
H) (contractual maturity) 825,833,869 86,850,235 84,605,741 1,989,548 999,279,393
BfeE B8 W4ERE  Assets held for managing
7 WEEWNEIEE) liguidity risk (contractual
maturity) 717,138,582 231,057,341 151,979,394 - 1,100,175,317
A HEELTAERERREAHE Assets available to meet all of the liabilities and to cover outstanding loan

MEBCAEUERS  EHREE
B R RAT RO > PR EIR 8K
HE A EREETR AT E &R
H e POEEESEENE > —8s
EHBE BIEDA 2 E FHROE
HEE - FRFITHESRES
Rl Ry JE TRHAEE & T 1 BUSR IR (L 4E 51
fhf -

commitments include cash, balances with banks and central bank, items in the
course of collection and exchange fund bills; and placements with banks. In the
normal course of business, a proportion of customer loans contractually
repayable within one year will be extended. The portfolio of marketable
securities held provides further reserves to meet unexpected cash outflows.
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Financial Risk Management (Continued)
3.3 Liguidity risk (Continued)

3.3.3 Off-balance sheet items

The Group
JE=SP
Neo later than EEEREH A 15
1 year Indefinite Total
HK$ HKE& HKS
At 31 December 2016
Loan commitments 5,041,898 - 5,641,898
Guarantees, acceptances and other
financial facilities
- Acceptances 37,516 - 37,516
- Guarantees and standby letters
of credit 4,000,000 - 4,000,000
- Documentary and commercial
letters of credit 1,105,832 - 1,105,832
Total 10,785,246 - 10,785,246
At 31 December 2015
Loan commitments 10,236,274 - 10,236,274
Guarantees, acceptances and other
financial facilities
- Acceptances 473,525 - 473,525
- Guarantees and standby letters
of credit 4,000,000 996,000 4,996,000
- Documentary and commercial
letters of credit 2,412,168 - 2,412,168
Total 17,121,967 996,000 18,117,967

(a) Loan commitments

The dates of the contractual amounts of the Group's off-balance sheet financial
instruments, that commit it fo extend credit to customers and other facilities, are
summarised in the above table.

(b) Financial guarantees and other financial facilities

Financial guarantecs are also included above based on the conditions existed at the
reporting date as to what contractual paymerits are required.
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3.4 Fair values of financial assets and labilities

@

®
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Financial instruments not measured at fair value

The fair values of financial assets and Habilities not presented at
fair value in the Group's statement of financial position are
estimated as follows:

(i) Placements with banks

The fair value of ovemight placements to banks is their
carrying amount. Fixed interest-bearing placements are
maturing within one year from the end of the reporting
period and their carrying value approximates fair value.

(if) Loans and advances to customers

Loans and advances to customers are net of provisions for
impairment and bear interest at a floating rate and their
carrying value approximates fair value.

(iii) Deposits from subsidiaries and other customers

The estimated fair value of deposits with no stated maturity,
which includes non-interest bearing deposits, is the amount
repayable on demand. The fair value of those balances
bearing interest at a floating rate is their carrying value.
Fixed interest-bearing deposits from subsidiaries and other
customers are matoring within one year from the end of the
reporting period and their carrying value approximates fair
value,

Fair value hierarchy

HKFRS 13 specifies a hierarchy of valuation techniques based on
whether the inputs to those valuation techniques are observable or
unobservable. Observable inputs reflect market data obtained
from independent sources; unobservable inputs reflect the Group's
market assumptions. These two types of inputs have created the
following fair value hierarchy:

- Level [ - Quoted prices {unadjusted} in active markets for
identicatl assets or liabilities.

- Level 2 - Inputs other than quoted prices included within
Level 1 that are observable for the asset or liability, either
directly (that is, as price} or indirectly (that is, derived from
prices).

- Level 3 - Inputs for the asset or liability that are not based on
observable market data (enobservable inputs).

This hierarchy requires the use of observable market data when
available. The Group considers relevant and observable market
prices in its valuations where possible.
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Financial Risk Management {Continued)
3.4 Fair values of financiai assets and liabilities (Continued)

(b)  Fair value hierarchy (Continued)

Assets measured at fair value :

The Group
B AR B3R e
Level 1 Levei 2 Level 3 Total
HK3$ HKS HKS$ HK$
31 December 2016
Recurring fair value
measurement
Available-for sale investment
securities - equity 39,018,685 - - 39,018,685
Investment properties - - 284,700,000 284,700,000
39,018,685 - 284,700,000 323,718,685
31 December 2015
Recurring fair value
measurement
Available-for sale investment
securities - equity 38,758,166 - - 38,758,166
Investment properties - - 281,800,000 281,800,000

38,758,166 ~ 281,800,000 320,558,166

There were no significant transfers of financial assets between level 1 and level 2 fair value
hierarchy classifications,

Valuation basis of investment properties

The investment properties were revalued as at 31 December 2016 and 31 December 2015 on
the basis of its open market value, which was derived by the following valuation
methodologies by Savills Valuation end Professional Services Limited, an independent firm
of qualified property valuers.

- Sales evidence on the market on comparable properties around the time of valuation; and

- Capitalization of the income potential using appropriate capitalisation rate, which was
derived from analysis of sale ransactions and the valuer’s interpretation of prevailing investor
requirements or expectations.

The following table shows a reconciliation from the beginning balances for fair value
measurements in Level 3 of the fair value hierarchy for the year ended 31 December 2016:

2016 2015
HK$ HES
At ] January 281,800,000 258,900,000
Gain form fair value adjustments on investment properties 2,900,000 22,900,000

At 31 December 284,700,000 281,800,000
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Fair values of financial assets and liabilities (Continued}

Fair value of assets and Habilities not measured at fair value

The carrying amounts of the Group's financial instruments carried at cost
or amortized cost are not materially different from their fair values as at 31
December 2016 and 31 December 2015,

Accordingly, no disclosure on the fair values and the level of the fair value
hierarchy are disclosed in the consolidated financial statements,

Capital management

The Group's objectives when managing capital, which is a broader concept
than the 'equity’ on the face of consolidated statement of financial position,
are

- to comply with the capital requirements under the Banking (Capital)
Rules of the Banking Ordinance and the authorization criteria of
licensed bank under the Banking Ordinance;

- to safeguard the Group's ability to continue as a going concern, so that
it can continue to provide returns for shareholders;

- to maintain a strong capital base to support the Group's stability and its
business development; and

- to employ capital in an efficient and risk based approach with an aim
to optimize risk adjusted return to the shareholders.

Capital adequacy and the use of regulatory capital are monitored daily by
the Group's management, employing techniques based on the Banking
(Capital) Rules. The required information is filed with the HKMA on a
quarterly basis.

The HKMA requires each bank or banking group to maintain a capital
adequacy ratio (“CAR”), defined as the ratio of total regulatory capital (as
defined nnder the Banking (Capital) Rules) to the risk-weighted assets, at
or above the minimutn as set out in section 3A of the Banking {Capital)
Rules. The capital adeguacy ratio as at 31 December 2016 are computed
on both solo and consolidated basis of the Bank as specified by the HKMA
under section 3C of the Banking (Capital) Rules for its regulatory
purposes, and are in accordance with the Banking (Capital) Rules.

The Bank's policy on capital adequacy as approved by the Board of
Directors sets out the objectives, policies and process for managing capital
and assessing the adequacy of capital fo sapport #s current and future
activities. The Bank reviews its policy on capital adequacy on a regular
basis to ensure all necessary changes are reflected in the policies.

CAR is monitored by the Bank on a daily basis to ensure compliance with
all relevant statutory requirements and regulatory guidelines governing the
banking business.
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Capital management (Continued)

Other than statutory CAR, an internal trigger CAR is applied for control purposes. If
the actual CAR falls below the trigger ratio, the case would immediately be reported
to the Board and the HKMA, and remedial action will be taken.

In addition, the Bank will assess the impact on its capital when there are new
products, new investments, or any proposed significant transactions.

Semi-annual stress tests are also performed to assess the potential impact of extreme
business conditions on capital and to develop strategies to mitigate the adverse effects
where necessary,

The table below summarises the ratios and the composition of regulatory capital of
the Group as at 31 December 2016 and 31 Decetnber 2015. The Bank complied with
all of the externally imposed capital requirements by the HKMA throughout the year.

2016 2015

66.19% 68.06%

Common equity tier } capital ratio

Tier 1 capital ratio 68.06%

66.19%

91.10%

Total capital ratic 88.60%

Capital conservation buffer ratio 0.625% 0%

The above capital ratios represent the consolidated ratios of the Bank computed in
accordance with the Banking (Capital) Rules as at 31 December 2016 and 2015, In
accordance with the Banking (Capital} Rules, the Bank has adopted the “ basic
approach ” for the calculation of the risk weighted assets for credit risk, the
standardized (market risk) approach for the calculation of market risk only for the
year ended 31 December 2015 and the“basic indicator approach” for the calculation
of operational risk. For the year ended 31 December 2016, the Bank was exempted
from the calculation of risk weighted assets for market risk.

The Bank is required to calculate and report its capital ratios on the consolidated
position based on the regulatory scope of consolidated figures in addition to the
Bank's solo position based on its unconsolidated level figures. The basis of
consolidation for accounting purpose differs from the basis of consolidation for
regulatory purposes, under which only Success Land Enterprises Limited, Golden
Wisdom Development Limited and Team Gold Investment Limited are included as
subsidiaries in the consolidated Group for regulatory purposes.
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Financial Risk Management (Continued)

3.5

Capital management (Continued)

The capital base after deductions used in the calculation of the above capital ratios
and reported to the Hong Kong Monetary Authority is analysed as follows :

2016 2015
HK$°000 HK$ 000
Common equity tier 1 {CET1) capital
CET1 capital instruments 264,987 264,987
Retained earnings 340,372 333,647
Disclosed reserves 9,882 9,576
615,241 608,210
Less : Cumulative fair value gains arising from
revaluation of land and buildings (235,408) (232,572)
Regulatory reserve for general banking risk (1,800) (1,700)
Total CET1 capital after deductions 378,033 373,938
Additional Tier 1 capital - -
Total Tier I capital after deductions 378,033 373,938
Tier 2 capital
Reserve attributable to fair value gains on revaluation
of land and buildings 126,189 124,914
Regulatory reserve for general banking risk 1,300 1,700
127,989 126,614
Less : Tier 2 capital deductions - -
Total Tier 2 capital after deductions 127,989 126,614

Total capital base 506,022 500,552

Critical Accounting Estimates, and Judgments in Applying Accounting Policies

@

Distinction between investment properties and owner-occupied properties

The Group determines whether a property qualifies as investment property by
considering whether the property generates cash flows largely independent of its
other assets. Owner-occupied properties generate cash flows that are attributable not
only to property but also to other assets used in the production or supply process.

Some properties comprise a portion that is held to earn rentals or for capital
appreciation and another portion that is held for use in the production or supply of
goods or services or for administrative purposes. If these portions can be sold
separately (or leased out separately under a finance lease), the Group accounts for the
portions separately. If the portions cennot be sold separately, the property is
accounted for as investment property only if an insignificant portion is held for use in
the production or supply of goods or services or for administrative purposes,
Tudgment is applied in determining whether ancillary services are so significant that a
property does not qualify as investment property. The Group considers each property
separately in making its judgment.
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Critical Accounting Estimates, and Judgments in Applving Accounting
Policies (Continued)

(b)

(c)

@

(¢

Estimate of fair value of investment properties

The fair values of investment properties are estimated based on the
valuation made by an independent professional valuer on an open market
basis at a valuation date. The fair values are assessed in accordance with
the HKIS Valuation Standards on Properties {2012 Edition) published by
the Hong Kong Institute of Surveyors. The contractual rental income and
the expected future market rental income after allowing for outgoings and
maintenance reqguirements are capitalised at observed market yields. The
principal assumptions underlying the estimation of market value are those
related to: the receipt of contractual rentals; expected future market rentals;
rent free periods; maintenance requirements; and observed market yields.
Changes in the assumptions used in the valuation would affect the fair
value of investment properties.

In addition, the values are also assessed by reference to comparable sales
transactions around the valuation date as reported in the relevant market at
stmilar locations. Appropriate adjustments have been made on the values
of the subject properties for relevant factors, such as location difference,
building age, time of transaction, shop frontage, floor levels and pedestrian
flow, etc.

Long-service payments

The present value of the long service payments depends on a number of
factors that are determined on a number of assumptions. The assumptions
used in determining the provision for long-service peyments include the
discount rate, the rate of staff pay adjustments, and the probability of staff
entitlement for long service payments. Any changes in these assumptions
will impact the carrying amount of long-service payments obligations,

The Group determines the appropriate discount rate at the end of each
reporting period upon referencing the interest rates on government honds,
This is the interest rate that should be used to determine the present value
of estimated future cash outflows expected to be required to seitle the
long-service payments obligations.

Impairment of available-for-sale investments

The Group follows the gnidance of HKAS 39 to determine when available-
for-sale investments are impaired.

The Group determines that available-for-sale equity investments are
impaired when there has been & significant or prolonged decline in the fair
value below its cost. This determination of what is significant or prolonged
requires judgement. In making this judgement, the Group evaluates among
other factors, the volatility in share price. In addition, objective evidence
of impairment may be deterioration in the financial health of the investee,
industry and sector performatce, changes in fechnology, and operational
and financing cash flows.

Determination of deferred taxation

In determining the deferred tax positions of the Group and of the Bank,
significant judgment is required in determining the tax implications of the
transactions entered by the Group. Deferred tax assets are recognised to
the extent that it is probable that it could be recoveragble. Deferred tax
liabilities are recognised at full.

Management reviewed all the transactions entered by the Group and by the
Bank, and all deferred tax assets (to the extent recoverable) and deferred
tax liabilities are recognised in the consolidated financial statements
except for the certain tax losses carry forwards that the realisation of
related tax benefit through future taxable profits is not probable.
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Net Interest Income

Interest income
Cash and balances and placements with banks

Loans and advances to customers

Interest expense
Deposits from customers
Others

2016 2015

HKS HK3
3,508,027 2,394,342
5,833,670 5,687,912
9,341,697 8,082,254
666,028 608,626
1,458 609
667,436 609,235

The interest income and interest expenses are for financial assets and financial
Habilities that are not at fair value through profit or loss.

Other Operating Income

Fees and commission income
- Credit related fees and commissions
- Other fees
Less : Fees and commission expense
- Other fees and commission paid

Net fees and commission income

Net gain from trading of foreign currency

Gross rental income from investment properties

Less ; rental outgoings

Air-conditioning and management fees
Dividend income from:
- listed available-for-sate investments

- unlisted available-for-sale investments
Safe deposit box rental

Exchange differences

Others

Operating Expenses

Staff costs (Note 8}

Depreciation

Auditors’ remuneration

Premises and equipment expenses

Other operating expenses

43

2016 2015

HK$ HKS
45,559 32,226
96,907 131,412
(26,146) (34,695)
116,320 128,943
28,232 18,631
8,830,816 8,570,019
(3,045,355)  (2,751,693)
5,785,461 5,818,326
2,104,958 1,828,783
1,455,231 1,461,424
8,160 8,160
4,763,679 3,971,190
(11,240) (6,329)
360,425 329,788
8,681,213 7,593,016
14,611,226 13,558,916
2016 2015

HKS HKS
13,434,855 12,606,321
822,004 928,641
748,000 726,000
1,443,627 1,445,123
3,690,643 3,531,259
20,139,129 19,237,344
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Staff Costs

2016 2015
HK$ HKS
Wages and salaries 12,521,930 11,906,943
Accrual for annual leave and long-service payment 319,418 118,271
Pension cost - defined contribution plan (Note) 593,507 581,107

13,434,855 12,606,321

Staff costs include directors’ emoluments (Note 23).

Note :
There were no forfeited contributions utilized during the year (2015: Nil) nor available
at the year-end to reduce future contributions.

Contributions totaling HK$81,069 (2015: HK$82 486) were payable to the defined
coniribution plan at the year end.

Income Tax Expense

Hong Kong income tax has been provided at the rate of 16.5% (2015: 16.5%) on the
estimated assessable profit for the year,

2016 2035
HK$ HKS$
Current income tax - Hong Kong profits tax 100,170 185,828
Deferred income tax charge/ (write back) (Note 19) 74,838 (170,291)
Income tax expense 175,008 15,537

The tax on the Group's profit before tax differs from the theoretical amount that would
arise using the taxation rate of Hong Kong as follows :

2016 2015

HKS HKS
Profit before income tax 7,034,362 24,682,024
Tax calculated at tax rate of 16.5% (2015: 16.5%) 1,160,670 4,072,534
{ncome not subject to tax {890,888) (4,020,981)
Expenses not deductible for tax purposes 3,37 2,564
Other (2,505) (38,580}
Adjustment in respect of prior years (95,640) -
Income tax expense 175,008 15,537
Cash and Balances with Banks

2016 2015

HK$ HKS
Cash in hand 2,748,597 2,994,672
Balances with banks and central bank 541,073,943 593,040,735
Placements with banks maturing within one month 170,600,600 120,775,763

713,822,540 716,811,176

Placements with Banks Maturing Between One and Twelve Months

2016 2015
HK$ HK$

Placements with banks maturing between one and

twelve months 427,191,024 380,198,000
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Loans and Advances to Customers and Other Acccunts

2016 2013
HK$ HK$%
Loans and advances to individuals
- Overdrafis 2,017,317 247,084
- Mortgages 8,541,722 11,184,299
Loans and advances to corporate entities
- Investment compantes 148,536,977 152,792,736
- SMEs 1,454,972 1,789,915
Loans and advances to customers 166,550,988 166,014,034
Accrued inferest 909,028 784,313
Other accounts 6,735,078 1,167,579
Loans and advanees to customers and other
accounts 168,195,094 167,965,926

Included in loans and advances to customers are trade bills amounted to HK$1,454,972
(2015:HK$1,789,915).

There were no impaired loans or non-performing loans at 31 December 2016 (2015
Nil).

The Group accepted Hsted securities and deposits at fair value of HK$12,967,960 and
HKSNil (2015: HK$9,957,080 and HK$1,000,008) respectively as collateral for loans,
which it is permitted to sell or re-pledge in the event of default by the borrower, of
which no securities (2015: Nil} were re-pledged or lent to third parties.

Available-for-Sale Investments

2016 2015
HK$ HK$
Equity securities
- listed in Hong Kong, at market value 38,960,219 38,693,542
- listed outside Hong Kong, at market value 58,466 64,624
- unlisted, at cost 136,000 136,000
39,154,685 38,894,166
Available-for-sale investments are analysed by
categories of issuers as follows :
- Banks and other financial institutions 15,386,769 15,379,446
- Corporates 10,286,216 14,033,720
- Others 13,481,000 13,481,000
39,154,685 38,804,166
The movernent in available-for-sale investments is summarised as follows
2016 2015
HK$ HK$
At 1 January 38,894,166 40,750,883
Gain/(deficit) from changes in fair value (Note 21) 1,275,672 (2,188,205}
Additions 346,547 331,488
Disposals {1,361,700) -
At 31 December 39,154,685 38,894,166
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KEMRERE FH e
fRaAE Hong Kong Property
TSB Property management
Management
Limited
HEeRERS TH Eitg ez =Y
=l Hong Kong Investment
Success Land holding
Enterprises
Limited
HERRERL BH BB
] Hong Kong Investment
Golden Wisdom holding
Development
Limited
REREERN TS BRER
il Hong Kong Investment
Feam Gold holding
Investment
Limited

Subsidiaries

Details of the subsidiaries at 31 December 2016 and 2015, which are held by the Bank
directly, are as follows :

ZN6EI12E31E 20154E12H31H
31 December 2016 31 December 2015

R CSTIRRERE  EihieE W SR A Resigasy
Particuiars of issued Interest o sets Total equity Total assets  Total equity
shares held held

HKS HK$ HK$ HK$

10,000 #BEG SRS 100% 624,251 261,300 405,003 162,690
[EEEE A

10,000 ordinary shares

of HK$1 each

2RSSR AR TR 100% 2 2 2 2
3 3 B

2 ordimary shares of

HKS! each

22,900,000% 25 E 100% 28,789,898 28,466,039 28223411 27,747,500
pa AR e

22,900,600 ordinary

shares of HK$1 each

19,800,0008% 3% @ H% 100% 25,005,524 24,737,758 24,474,134 24,051,159

ERHEEES T
19,800,000 ordinary
shares of HKS! each
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Property, Plant and Equipment

Cost or Deemed cost at valuation

At 1 January 2016

Additions
Write-off / disposal
At 31 December 2016

At I January 2015

Additions
Write-off / disposal

At 31 December 2015

Accumulated depreciation and
impairment

At 1 January 2016

Charge for the year

Write-off / disposal

At 31 December 2016

At 1 January 2015
Charge for the year
Write-off / disposal

At 31 December 2015

Net book value
At 31 December 2016

At 31 December 2015

ik &, BER L

e

Furniture,

fixtures and
Bank premises equipment Total
HKS HKS HKS
117,618,203 13,709,400 131,327,603
- 56,559 56,559
- {66,685) {66,685)
117,618,203 13,699,274 131,317,477
117,618,203 13,388,941 131,007,144
- 369,051 369,051
- (48,592) (48,592)
117,618,203 13,709,400 131,327,603
48,150,432 9,513,590 57,664,022
388,629 433,375 822,004
- {46,257) (46,257)
48,539,061 9,900,708 58,439,769
47,761,802 9,009,605 56,771,407
388,630 540,011 928,641
- (36,026} {36,026)
48,150,432 9,513,590 57,664,022
69,079,142 3,798,566 72,877,708
69,467,771 4,195,810 73,663,581

The analysis of cost or deemed cost at directors' or valuer's valuation of the above assets

is as follows :

At 31 December 2016
At cost

At deemed cost at directors'
valuation in 1994

Deemed cost at valuer's valuation
2012

At 31 December 2015
At cost

At deemed cost at directors'
valuation in 1994

Deemed cost at valuer's valuation
2012
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Furniture,

fixtures and
Bank premises equipment Total
HKS$ HK$ HK$
- 13,699,274 13,699,274
114,618,203 - 114,618,203
3,000,000 - 3,000,000
117,618,203 13,699,274 131,317,477
- 13,709,400 13,709,400
114,618,203 - 114,618,203
3,000,000 - 3,000,000
117,618,203 13,709,400 131,327,603
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FPrope Plant and Equipment (Continued

The 1994 valuation of bank premises refers to directors' revaluation in December
1994 based on independent professional valuations on an open market basis.

Bank premises transforred from investment properties in 2012 were stated based
on valuation performed on open market basis as at 28 September 2012 by an
independent firm of professionally qualified valuers, Savills Valuation and
Professional Services Limited.

The Group's bank premises at their net book values are analysed as follows

2416 2013
In Hong Kong, held on : HKS HK$

69,079,142 69,467,771

Leases of over 50 years

Investment Properties

2016 2015
HES HK$
Beginning of the year 281,800,000 258,900,000
Fair value gains 2,900,000 22,900,000
End of the year 284,700,060 281,800,000

The investment properties were revalued at 31 December 2016 and 2015 by
independent, professionally qualified valuers, Savills Valuation and Professional
Services Limited. Valuations were based on the current market prices.

At 31 December 2016, the Group had no unprovided contractual obligations for
future repairs and maintenance (2015:Nil).

In the consolidated statement of comprehensive income, direct operating expenses
include HK$104,540 (2015: HK$106,441) relating to investment properties that
were unlef.

The Group's interests in invespment properties at their net book values are
analysed as follows :

2016 2015

In Hong Kong, held on : HKS$ HK§

Leases of over 50 years 284,700,000 281,800,000
Deposits from Customers

2016 2015

HEKS$ HKS

Demand deposits and current accounts 82,903,354 95,464,294

Savings deposits 766,552,642 709,276,860

Time, call and netice deposits 167,474,341 170,797,554

1,016,930,337 975,538,713
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Other Liabilities and Provisions

Rental deposits
Accrued interest

Accounts and other payables

Deferred Income Tax

2016 2015

HKS HKS$
7,641,211 7,366,746
154,949 127,217
15,704,202 17,692,427

23,500,362

25,186,390

Deferred tax assets and labilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income taxes relate to the
same fiscal authority. The offset amounts are as follows:

Deferred tax assets :

-~ Deferred tax assets to be recovered after more

than 12 months
Deferred tax liabilities :

- Deferred tax liabiiities to be incurred after

more than 12 months

Net deferred tax hiabilities

The movement on the deferred tax account is as follows :

At 1 January

Recognised in the consolidated statement of

comprehensive income (Note 9)

At 31 December

2016 2015
HKS HKS
(7,501,973) (7,637,022)
12,500,075 12,560,286
4,998,102 4,923,264
2016 2015
HKS HKS
4,923,264 5,003,555
74,838 (170,291)
4,998,102 4,923,264

The movement in deferred tax assets and liabilities during the year, without taking into
consideration the offsetting of balances within the same tax jurisdiction, is as follows :
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19 WEEFER () Deferred Income Tax (Continued)
WIEREAE Deferred tax liabitities
IETRITE
Accelerated tax A SR{E{E Fp EEs
depreciation  Fair value gains Total
HKS HKS HKS
201581 BB At I January 2015 550,612 12,076,018 12,626,630
MRS S ENSERN Recognised in the consolidated statement of
comprehensive income (23,980} (42,364) (66,344)
FA2015E12H31H At 31 December 2015 526,632 12,033,654 12,560,286
PR S SR IS ERN Recognised in the consolidated statement of
comprehensive income (46,129) (14,082) (60,211)
20168128318 At 31 December 2016 480,503 12,019,572 12,500,075
BERTHRE Deferred tax assets
18 HA sz
Tax losses Other Total
HKS$ HKS HKS$
F2015F181E At 1 January 2015 7,398,597 134,478 7,533,073
AR Caa RN Il e Recognised in the consolidated statement of
comprehensive income 102,804 1,083 103,947
20158128318 At 31 December 2015 7,501,461 135,561 7,637,022
BN GSSEWRSERAN Recognised in the consolidated statement of
comprehensive income (133,101) {1,948) (135,049)
RI016E12E31 5 At 31 December 2016 7,368,360 133,613 7,501,973
BRI E RS RIET Deferred income tax assets are recognised for tax losses carry forwards to the extent that the realisation
FEEE o WIRIRIERE 2 RIEFZS of the related tax benefit through future taxable profits is probable.
F O RE B R TR RE SR B R 8
R BimERY -
20 K Share Capital
20165E12H31H 20158212 831H
31 December 2016 31 December 2015
i 4 B
No. of Shares HK$ No. of Shares HKS
ST R @A Ordinary shares issued
and fulty paid : 310,000,000 310,000,000 310,000,000 310,000,000
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21 fE Reserves

2016 2016
£E
Group
Ak HEH g HEE Fizlc3
EEEGE S iy ! B 4eER
Other
properties  Investment
revaluation  revaluation General  Regulatory Retained
reserve’ reserve’ eserve reserve’ eamings Total
HKS$ HKS HES _ HKS HK$ HKS
o6 HIH At 1 January 2016 2,367,534 4,898,596 610,257 1,700,000 333,799,430 343,375,817
T EREELTS Surplus on revaluation of
available-for-sale investments - 1,275,672 - - - 1,275,672
BT E i S E L Transfer from revaluation reserve
B A&ﬁ%iﬁﬁs to retained earnings on
depreciation of bank premises” (64,092) . - - 64,092 -
A CEEREE Transfer to regulatory reserve - - - 100,000 (100,000) -
pr.ows o e | Profit for the year - - - - 6,859,354 6,839,354
FEHRETTHEEREE Transfer from investment
BB s reviuation reserve to statement of
e comprehensive income on
disposal of available-for-sale
investments - (1,005,424) - - - {1,005,424)
HR20168E12H31H At 31 December 2016 2,303,442 5,168,844 610,257 1,800,000 340,622,876 350,505,419
= Representing :
RITEHEAT Bank and subsidiaries 2,303,442 5,168,844 610,257 1,800,000 340,622,876 350,505,419
Lo i B S B B TYIR S !The other properties revaluation reserve represents the increases in the carrying amount arising on revaluation of bank prerises prior to 30

Y HBRRNETEHE September {995 s stated in the accounting policy for property, plant and equipment (Note 2.11).
B OHIEE2. 11 FRIELBT

BERR 199549 H 30 R 2 B

TS 2 R EEE -

LS R TR T The investment revaluation reserve represents the cumulative net change in the fair value of available-for-sale investments until such
HEGRE (W23 financial assets are derecognised or impaired as stated in the accoumting policy for financial assets (Note 2.5).

FrE s T SRENER

FHERHRENZOTRE

< RETISEE -

R TR RS 3The general reserve comprises previous years' transfer from retained earnings and is distributable.
FRAZ B - R T HR
-

e B e T R S “The regulatory reserve is maintained to satisfy the provisions of the Hong Kong Banking Ordinance for prudential supervision purpose.
RFT RSN AR SR E Movements in the reserve are made directly through retained earnings and in consultation with the HKMA.,

ZARR - (AR R R

AFERETE - BRETES

BERSN -

TSI R >This is net of deferred taxation on the difference between the actual depreciation on premises and depreciation based on the storical cost
R AT B o aE of the premises of HK$12,665 (2015 : HK$12,665).

T R
12,6635T (20156 ¢ %
12,6655E) «
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Reserves (Continued)
2015

At 1 January 2015

Deficit on revaluation of
available-for-sale investments

Transfer from revaluation

reserve to retained earnings on

depreciation of bank premisess

Transfer to regulatory reserve
Profit for the year

At 3] December 2015

Representing :
Bank and subsidiaries

2,367,534

4,898,596

610,257

1,700,600 333,799,430

Group

Hirp# it EiE pryicd Bgg

ELREE B B R HHF L
Other
propertics  Investment

revaluation revaluation  General Regulatory Retained
reserve' reserve®  reserve reserve’ earnings Total
HK$ HKS$ HK$ HKS$ HKS HKS
2,431,625 7,086,801 610,257 1,500,000 309,268,851 320,897,534
- (2,188,205 - - - {2,188205)
(64,091} “ - - 64,091 -
- - - 200,000 (200,000} -
- - - - 24,666,488 24,666,488
2,367,534 4,898,596 610,257 1,700,000 333,799,430 343,375,817

343,375,817

'The other properties revaluation reserve represents the increases in the carrying amount arising on revaluation of bank premises prior
to 30 September 1995 as stated in the accounting policy for property, plant and equipment (Note 2.11).

“The investment revaluation reserve represents the cummlative net change in the fair value of available-for-sale investments until such
financial assets are derccognised or impaired as stated in the accounting policy for financiat assets (Note 2.5).

*The general reserve comprises previous years' transfer from retained eamnings and is distributable.

“The regulatory reserve is mainiained to satisfy the provisions of the Hong Kong Banking Ordinance for prudential supervision

purpose. Movements in the reserve are made divectly through retained earnings and in consultation with the HKMA.

*This is net of deferred taxation on the difference between the actual depreciation on premises and depreciation based on the
historical cost of the premises of HK$12,665 (2015: HK$12,665).
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Notes To Consolidated Statement of Cash Flows

(a) Reconciliation of operating profit to net cash inflow from operating activities

Operating profit

Dividend income from available-for-sale
investments

Depreciation

(Increase) / decrease in accrued interest and other

accounts
Drecrease in other liabilities and provisions
Decrease / (increase) in advances to customers

Increase in deposits from customers

Increase in placements with banks with original
maturity over 3 months

Income tax paid

Net cash inflow / (vutflow) from operating
activities
Cash flows from operating activities included:-

- Interest received

- Interest paid

(b) Analysis of the balances of cash and cash equivalents

2016 2015
HKS HK$
3,146,308 1,794,591
(1,463,391) (1,469,584)
822,004 928,641
(5,692,214) 83,100
(1,686,028)  (11,831,050)
5,463,046 (19,112,948)
41,391,624 48,231,672
(14,813,634)  (100,025,608)
(401,998) -

26,765,717

9,216,982
639,754

(81,401,186)

7,993,075
641,119

For the purposes of the staternent of cash flows, cash and cash equivalents comprise the
following balances with less than three months' maturity from the date of acquisition.

Cash in hand (Note 10)
Balances with banks and central bank (Note 10)

Placements with banks with original maturity
within 3 months
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2016 2015

HK$ HK$
2,748,597 2,994,672
541,073,943 593,040,735
304,722,120 223,318,493
848,544,660 819,353,900
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Benefits and Interests of Directors (Disclosures Reguired by Section 383 of the Hong Kong
Companeis Ordinance (Cap. 622) and Companies (Disclosure of Information about

Benefits of Directors) Regulation (Cap. 622G)

(a) Directors’ emoluments and retirement benefits

2016 2015
HK$ HKS
The aggregate amounts of emoluments paid to
or receivable by directors of the Bank during
the year in respect of their services as directors
were as follows:
Fees 384,000 384,000
The aggregate amounts of emoluments and
retirement benefits paid to or receivable by
directors of the Bank during the year in respect
of their services in connection with the
management of the affairs of the Bank or its
subsidiary undertakings were as follows:
Salary 1,462,620 1,411,020
Employer's Contribution to Refirement Scheme 73,335 70,701
1,535,955 1,481,721
1,919,955 1,865,721
(b) Loans to directors and controlled body corporates by directors
Particutars of loans made to directors and
controtled body corporates by directors are as
follows;
2016 2015
HK$ HK$
Aggregate amount of loans outstanding at the
end of the year 6,702,833 4,309,606
Mazimum aggregate amount of loans during
the year 7,941,423 8,818,568

All loans to directors and controlied body corporates by directors are granted on values not
greater and on term not more favourable than to borrowers of the same financial standing

but uncornmected with the Bank.
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Related-Party Transactions

A nurmnber of banking transactions were entered into with related parties in the normal
course of business. These include the extension of credit facilities and deposit taking.
For deposits taken and credit facilities extended, the interest rates charged are under
terms and conditions that would normally apply to customers of comparable standing.

The following is a summary of significant related party transactions entered into with
key management which include directors, relatives and companies controlled or
significantly influenced by them in addition to those disclosed in note 23, which were
carried out in the normal course of the Group's business :

2016 2015
HK3$ HK$%

Loans
Average balance during the year 80,398,334 74,553,978
Outstanding as at end of year 88,958,907 79,855,489
Interest income 4,067,571 3,730,681

The loans granted to related partics during the vear are collaterised by properties,
shares in listed companies and deposits. The fair value of these mortgaged properties,
shares in Hsted companies and pledged deposits as at 31 December 2016 were
HK$347,800,000, HK$12,967,900 and HKS$Nil (2015: HK$337,900,000,
HK$9,957,080 and HK$1,000,000) respectively. No provisions have been made in
respect of loans advanced to related parties (2015; Nil).

2016 2015
HKS HKS$
Deposits
Average balance during the year 962,891,236 888,739,014
Qutstanding as at end of year 977,282,134 928,766,852
Interest expense 666,062 608,395
Contingent labilities and commitments
contract amount
Direct credit substitutes 4,000,000 4,996,000
Trade-related contingencies 1,143 348 2,885,693
Other commitments with an original maturity
of under 1 year or which are unconditionaily
cancetlable 5,628,213 10,183,358
Property management fee income (note (i)} 680,395 669,821

Property rental income (note (ii}) 4,765,530 4,969,648

Notes :

(i} Property management fee income included fee income charged on the property
managed by the Group on an actual costs incurred basis and management fee
charged on an arm's Jength basis for premises leased to companies controlled by
directors.

(ii) Property rental income was charged on an arm's length basis for premiscs leased
to companies controlled by directors.
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Contingent Liabilities and Commitments

(a)

(b)

Credit commitments

The following is a summary of the contractual amounts of each significant class of
contingent Habilities and commitment, and the aggregate credit risk weighted amount :

2016 2015
HKS HKS
Confract amount
Direct credit substitutes 4,060,000 4,996,000
Trade-related contingencies 1,143,348 2,885,693
Other commitments with an original maturity
of under 1 year or which are unconditionally
cancellable 5,641,898 10,236,274
10,785,246 18,117,967

Credit risk weighted amount

Operating lease commitments - the Group as lessor

4,228,670

__ 5573139

The Group has contracted with tenants for the following firture minimum lease

receivables under non-cancetlable operating leases:

2016 2015
HKS$ HK$
Land and buildings
- not later than one year 4.716,362 8,810,517
- later than one year but not ater than five vears 1,671,145 2,509,800

6,387,507

11,320,717

The Group leases out investment properties (Note 16) under operating lease
arrangements, with leases typically for a period from one to three years, The terms of
the leases generally require the tenants to pay security deposits and provide for
periodic rent adjustments according to the prevailing market conditions. None of the

leases includes contingent rentals.
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Statement of Financial Position of the Bank as at 31 December 2016

Assets
Cash and balances with banks

Placements with banks maturing between one

and twelve months

Loans and advances to custorers and other

accounts
Available-for-sale investments
Investments in subsidiaries

Property, plant and equipment

Investment properties

Total Assets

Liabilities
Deposits from

- Subsidiaries
- Other customers

Other liabilities and provisions

Deferred tax liabilities

Total Liabilities

Equity
Share capital

Reserves

Total Equity

Approved and authorised for issue by the Board of Directors on 29 March 2017,

MA CHING YUK
MA CHING KUEN,ALFRED
MaA CHING YEUNG, PHILIP

MA CHING HANG, PATRICK

Total Equity and Liabilities
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biEE 20165E12H31H 20155128318
Note 31 December 2016 31 December 2015
HKS HKS

713,822,540 716,811,170

427,191,024 380,198,000

168,128,804 167,899,666

39,154,685 38,894,166

14 42,710,002 42,710,002
72,877,708 73,663,581

234,000,000 231,500,000

1,697,884,763 1,651,676,585

3,651,486 2,736,288

1,016,930,337 975,538,713

22,554,516 24,353,851

4,998,102 4,923,264

1,048,134.441

1,007,552,116

310,000,000 310,000,000
27 339,750,322 334,124,469
649,750,322 644,124,469

General Manager

1,657,884,763

1,651,676,585
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Reserves of the Bank

2016

At 1 January 2016

Surplus on revaluation of
available-for-sale investments

Transfer from revaluation
reserve to retained earnings on

depreciation of bank premises’

Transfer to regulatory reserve

Profit for the year

Transfer from investment
revalution reserve to statement
of comprehensive income on
disposal of available-for-sale
investments

At 31 December 2016

RTT
Bank
HAlnse "E %iE EIE HER
BSEE EEEE BH R R 4R
Other
properties  Investment
revaluation revaluation  General Regulatory Retained
reserve’ reserve®  reserve®  reserve earmings Total
HK$ HK$ HK$ HK$ HK$ HK$
2,367,534 4,898,596 610,237 1,700,000 324,548,082 334,124,469
« 1275672 - - - 1,275,672
(64,092) - . - 64,092 -
- - - 100,000 (100,000) -
- - - - 5,355,605 5,355,605
- {1,005,424) - - - (1,005,424)
2,303,442 5,168,844 610,257 1,800,000 329,867,779 339,750,322

“The other properties revaluation reserve represents the inereases in the carrying amount arising on revaluation of bank premises
prior to 30 September 1995 as stated in the accounting policy for property, plant and equipment (Note 2.11).

*The investment revaluation reserve represents the cumualative net change in the fair value of available-for-sale investments until
such financial assets are derecognised or impaired as stated in the accounting policy for financial assets (Note 2.5).

*The peneral reserve comprises previous years' transfer from retained earnings and is distributable.

“The regulatory reserve is maintained to satisfy the provisions of the Hong Kong Banking Ordinance for prudential supervision
purpose. Movements int the reserve are made directly through retained earnings and in consultation with the HKMA.

This is net of deferred taxation on the difference between the actual depreciation on premises and depreciation based on the
historical cost of the premises of HK$12,665 (2015 : HK$12,665).
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27 i EEED Reserves of the Bank (Continued)
2015 2015
$RTT
Bank
Hirsk BE =E EE itk
EiLEE B i L B kpen
Other
properties Investment
revaluation revaluation  General Regulatory Retained
reserve’ reserve”  reserve’  reserve' earnings Total
HK$ HK3$ HKS HK$ HK$  HKS$
F0154E1B1E At 1 January 2015 2,431,625 7,086,801 610,257 1,500,000 305,098,837 316,727,520
T EEE RS Deficit on revaluation of
available-for-sale investmenis - (2,188,205 - - - {2,188,205)
T smE B e Transfer from revaluation
A BT reserve fo retained earnings on
depreciation of bank premises® (64,091) - - . 64,091 -
i A R EALE Transfer to regulatory reserve - - - 200,000 {200,000) -
i i geny 2| Profit for the year - - - - 19,585,154 19,585,154
FRI015FEI2B318 At 31 December 2015 2,367,534 4,898,596 610,257 1,700,000 324,548,082 334,124,469
"M iR L YRS 'The other properties revaluation reserve represents the increases in the camrying amount arising on revaluation of bank premises

Yozt - RN §EE prior to 30 September 1995 as stated in the accounting policy for property, plant and eguipment (Note 2.11).
W OOEEE2.11) BREHIET
HF 1995 FOH0HAZ B

A Z AR E E D -

*The investment revaluation reserve represents the cumulative net change in the fair value of available-for-sale investments untii
such financial assets are derecognised or impaired as stated in the accounting policy for financial assets (Note 2.5).

B R IET
wEELTEE (FE25)
FrE s o B E R
FHER R A E A L AEEE
TR .

RS TVES B “The general reserve comprises previous years' transfer from retained eamings and is distributable.
EHAZ BT YRIHER

o

*The regulaiory reserve is maintained to satisfy the provisions of the Hong Kong Banking Ordinance for prudential supervision
purpose. Movements in the reserve are made directly through retained earnings and in consultation with the HKMA.,

CEREMENBESAESR
BTRIESI A E SR
TEN - BT REEE
ABBEE  LENEES
SRR -

This is net of deferred taxation on the difference between the actual depreciation on premises and depreciation based on the
historical cost of the premises of HK$12,665 (2015: HK512,665).

SN R EITE R
R E i D W I
e EEH o REREE
BE12,6657T (20154 @ Mt
12,6655C) «
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

FTER B0 (REFE)
T HE R TR g 2 The following information is disclosed as part of the accompanying information to the financial
BErImMA R EY staternents and does not form part of the financial statements.
“y -
EEE S Liguidity Ratio
2016
NEE SR Liquidity maintenance ratio 83.65%
2015
FEESESHE Liquidity maintenance ratio 86.02%
REESEFLEERIREHT The liquidity maintenance ratio is calculated as the simple average of each calendar month's average
2 W) BRBIPTEE AR liquidity maintenance ratio for the twelve months of the financial year of the Bank computed in
FRHREEHREAZER accordance with the Banking (Disclosure) Rules.

FHREESERERNIE
PALE D

P 20165 12531 H6FEE
ANIERTHEE L BB RE
(20154 © &) -

b ks b i

RSB ARYBRS G
FA 4R R AEARE B 10%
BEEWMT

EFin: ¥

ALEE
REEE
BER&EH

RAFH

PN

BTFHE
HAAME

RAFH

Non-Bank Mainland Exposures

The Group did not have any non-bank Mainland exposures as at 31 December 2016 (2015 : Nil).

Currency Concentrations

The US dollar net position and the RMB net position, each constitutes more than 10% of the total net

position in all foreign currencies respectively, are reported as follows :

7T
Bank
US Dollar Position: 2016 2015
HK$’000 HK$°000
Equivatent in Hong Kong dollars
Spot assets 27,423 31,208
Spot liabilities (26,450) (30,468)
Net long position 973 740
RIT
Bank
RMB Position: 2016 2015
HKS$000 HK$°000
Equivalent in Hong Kong dollars
Spot assets 536 618
Spot Habilities (243) (364}
Net long position 293 254
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4 EEREK

MBS L B

HEBERIER

LEemm

AR

fBA

RER TEERFHEHE,
TRASHEBERETY
B UHEEEEN R #F
DRI WRAER L/t =t N

-5l
HEHE
o ]

AT
() BRISE)

RHECRBEIERETEEE

C FEREBSBWAE #
HEERTREL YL
H - HARRTREaERT
oK BEER - SME
BEEMREREMESHER -
MEREEFEFUERS
ZEERE R s -

F20165F12H31H - B#EH
TRMELEEB YRGS
W 1,421,247 049 57 B HE g
284,700,000 0 EEEEE
BEOL WIS FE O B ®
1,377,532,843 7T K 35 %
281,800,0007T 3« i F2016
FERAMELEEREN >
MITRYBENERENEDY
BB A 2 EB Y R R HE
15,036,038 & R H
8,249,3995T [ 20154F ¢ 4350
BN 13,065,651 LR B
7,966, 284553 o

iy DA BRE FEE
=
HEMN2016E12H3 HILE
MAAS R E AL (20156 ¢
) e

Loans and Advances to Customers

Gross advances to customers by loan usage

2016 2015
AR/ g/
HEAsmpn Hpisdk
B 2R
Amount Amount
EREE covered by E%EE covered by
Gross collateral/ Gross collateral/
advances other security advances  other security
HK$ HK$ HKS$ HKS$
Loans for use in Hong Kong '
Industrial, commercial and financial
~property investment 66,248,799 66,248,799 77,223,076 77,223,076
Stockbrokers 2,588,712 2,588,712 2,349,361 2,349,341
Individuals
-loans for the purchase of residential
properties other than flats in
the Home Ownership Scheme,
Private Sector Participation Scheme
and Tenants Purchase Scheme 8,541,722 8,541,722 11,184,299 11,184,299
-others 2,017,317 2,017,317 247,084 247,084
Trade finance 1,454,972 1,454,972 1,789,915 1,789,915
Investment companies 79,699,466 79,699,466 73,220,299 73,220,299

160,550,988 160,550,988 166,014,034 166,014,034

Scgmental Information

(i) Business activities

The Group operates predominantly in Hong Kong and in two classes of business - commercial
banking and property investment. The commercial banking business includes, inter alia,
acceptance of deposit from customers and the provision of lending, trade financing, foreign
exchange, and other credit facilities to customers. Property investment represents interests in
various commerciai properties held for rental purposes.

At 31 December 2016, commercial banking and property investment accounted for
HK$1,421,242,949 and HK$284,700,000 of the Group's operating assets respeciively (2015:
HK$1,377,532,843 and HK$281,800,000). For the year ended 31 December 2016, contributions
to the Group's operating income from commercial banking and property invesiment, were
HK315,036,038 and HK$8,249,399 respectively (2015: HK$13,065,65} and HK$7,966,284
respectively).

(if) Overdue and impaired loans by geographical area

As at 31 December 2016, the Group has no overdue or impaired loans (2015: Nil).
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Segmentat Information (Continued)

(iii} International claims

The information as at 31 December 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 transfer of risk.

2016 2015

RETEI HERE HRITEISE HReE
Banks Total Banks Total
HK$'G00 HK$'000 HK $'000 HK$'000
377,191 377,191 345,000 343,000
50,000 50,000 6,000 6,000
427,191 427,191 351,000 351,000

Corporate Governance

In monitoring the operations and the financial soundness of the Group, the
Board has established five specialised committees for handling matters which
require detailed review or in-depth consideration, namely, the Executive
Committee, Credit Committes, Asset and Liability Committee (*ALCO™), Audit
Commitiee and Remuneration Committee. The Audit Committee and the
Remuneration Committee are, respectively, made up of directors who are
independent non-executive directors. Other comumittees are comprised of
Director & General Manager and other directors and senior executives of the
Bank as appointed by the Board.

The Executive Committee handles major matters arising from business and
operational activities, It relieves the full Board from the needs to carry out
detailed review of information and operational activities and also co-ordinates
the work of other Board commiitees. The Credit Comumittes, in addition to its
usual role in evaluating credit applications and making credit decisions, also
serves the vital role of monitoring the loan portfolio quatity of the Group, The
ALCO oversees the Group's operations relating to interest rate risk, exchange
rate risk and liquidity risk. In particular, ALCO ensures that the Group has
adequate funds to meet its obligations. The Audit Committee assists the Board
in providing independent review of the effectiveness of the financial reporting
process and internal control systems of the Group by working closely with the
Group's internal and external auditors. The Remuneration Committee establishes
polictes on the Group's remuneration paid to senior management and key
personnel and monitors their proper implementation.

The Group has complied with the requirements set out in the Supervisory Policy
Manual entitted "Corporate Governance of Locally Incorporated Authorized
Institutions" issued by the Hong Kong Monetary Authority in all material
aspects.

Capital Structure and Adeguacy

The calculation of the capital adequacy ratio as at 31 December 2016 and 31
December 2013 is based on the Banking (Capital) Rules (“BCR”) effective from
1 January 2014, The capital adequacy ratio represents consolidated ratio of the
Bank computed in accordance with section 3(1) of the BCR.,
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Capital Structure and Adequacy {Continned)

The table below presents the balance sheets based on the accounting scope of consolidation

BllHAMeHESFERMES and the regulatory reporting scope respectively as at 31 December 2016.
HEHEZEEREBR -
ERAL LR
Consolidated| Under regulatory| 435ES%E> BIE
Statement of scope of| Cross-
Einancial Position consofidation -| referenced to]
as in published| Bank's Statement! Definition of
finapcial disclosure of Financial Capital
statement Position] Components
HKS00¢ HK$'00¢
wE - | [AGers
HEEHSREREESE Cash and balances with banks 713,822 713,822
EHFIEEFTENIZEI2ER  |Placements with banks maturing between 427191 427.161
B one and twelve months ? ’
i St d
% BB TS Loans and advances to customers and other 168,195 168,195
accouits
T HHERE Available-for-sale investments 39,155 39,155
EE S IE Investments in subsidiaries - 10
s s SR L Property, plant and equipment 72,878 72,878
i Investment properties 284,700 284,700
BEUbal > fiRk Tax recoverable 9 -
RESEH Total assets 1,705,943 1,705,951
k abiliti
& R Deposits from customers 1,016,930 1,017,553
HtaBEEE Other liabilities and provisions 23,501 23,137
SEIREAER Current tax liabilities 9 9
RIS Deferred tax Habilities 4,998 4,998
aast Total Habilities 1,645,438 1,045,697
R Sha ¢ m ;
BRUTRE A Paid-in share capital 310,000 310,000
HoEE © ByE S0 lof which: share capital paid up in cash and
B Hn e B R UL capitalized from realized 264,987 't}
YN Ny N revaluation gains of properties
HRmERE o EE share capital capitalized from
i 338 )8 B A unrealized revaluation gains of 45,013 2
s properties
HitenEm i Other properties revaluation resreve 2,303 2,303 3)
M EhiE Investment revaluation reserve 5,169 5,169 (%)
FHHEEE General reserve 610 610 (5)
A TERR Regulatory reserve 1,800 1,800 ®
BREY Retained earnings 340,623 340,372 )
HibiE 0 RHEEZ B lof which: unrealized revaluation gaing of 233 105 3
gl investment properties > ®
Hin B ETEER other retained earnings and
107,267
i profits
EEr PAtE s Total shareholders' equity 660,505 660,254
BREREESAE Total liabilities and shareholders’ equity 1,705,943 1,705,951
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= (6K Capital Structure and Adequacy (Continued)

Pl <GP

UF 2 RABEARF20168E12H31H The table below shows the reconciliation of the capital components from balance sheet
HHEBEEETRE FEREN  EE based on regulatory reporting scope to the Capital Disclosure Template as at 31 December
BREENELAERSSERERE 2016,
AR BRE -

EY LRIT MR

KA Y 4T  Cross-referenced to
Component of] Bank's Statement of
reguiatory capital Financial Position

reported by the Bank above|
HKS$ 000

Ei&é&ﬁ%%ﬁ%;ﬁ'ﬂﬁﬁigﬁ Dircctly issued qualifying CET] capital_ 264.987 a
DR AR A AR s instruments plus any related share premiam

{R BT BeEn Retained earnings ' 340,372 4]

Ehr R a Disclosed reserves C9882]  GBYHAIHEIHE)
i 615,241

BRRCETIEANEIAEEER  [National specific regulatory adjustments applied to 237208
EELArEE CET] capital *
KA EESE(E AR ERER) (Cumulative fair value gains arising from the
HEEAEEETNESENERE revaluation of land and buildings (own-use andj 235,408 (3)+(8)
{HEgEE investment properties) _
— SR e R R R B A s Regulatory reserve for general banking risks 1,800 ©)
SICETIN 3} 1 nlato LECE ¢: 237,208
378,033
5 5
B ; : :
o ? 11}
o i (1} -
A -
St 378,033
e IR LR Apit Bt andprovis
SR ATREEANSESRE  |Collective impairment allowances and regulatory
R RITE R e reserve for general banking risks eligible for 1,800 (6)
inclusion in Tier 2 capital
R A G a 1,800
<] s ; ; 0 .
BB AN EEEEY National specific regalatory adjustments applied to § 126,189
EESEIER Tier 2 capital (126,139)
MEESFRFATERANES | Add back of cumulative fair value gains arising
S-# RSy (BERRER from the revaluation of land and buildings (own-
B) A EEERETEEGER  |useand invesiment propertics) cligible for (126,189)|  [@+ErB)45%
NS e inclusion in Tier 2 capital
(126,189)
127,989
506,022




RITORBRITR(ER)VHAET 2 HE LR -
R16E1N2ANH 2 BEHEBEREMEBE T TRE
fir - FURET -

Capital Structure and Adequacy (Continued)

The Bank has already applied fuli capital deductions under the BCR. The
Capital Prisclsoures Template as at 31 December 2016 is shown below,

which is presented in HK$'000.

2016ER BN H Z WA B

4

ST A RECET A TSI

Capital Disclsoures Template as at 31 December 2016

Directly issued qualifying CET1 capital instrurnents

! IR OB E plus any related share premium 264,987

2SR Retained earnings 340,372

3| E BB BE Disclosed reserves 9,882
SEIECET B 4 iR i B 7 &R Directly issued capital subject to phase out from CET] . ,

4 : pl . . .. ] A Not applicable
(H B IES G4 E) capital (only applicable to non-joint stock companies)
BGASTTHEARRGUEGS e oo e wisng fom CET1 i

- o] " instruments 1sst Y COnsolrdat ank subsidiares R

SIEWCETIE R EEEL /P B R ER . . ;

NP p— = and held by third parties (amount allowed in CET1
(FIEF AR &SR BIRICETI AR BER) capital of the consolidation group)

6| HAS NG IRA 1 capi .e e ato uction 615,241
i ng iy . g T iy italicr 3

L EERE Valuation adjustments -

SIEE (EilRER R TR IEAED Goodwill {net of associated deferred tax liability) -

H#EERE(CAREBRTIRER
&)

ND

Other intangible assets {(net of associated deferred tax
liability)

10 AT B AR R A AR AR R

Deferred tax assets net of deferred tax liabilities

1

s

BB A

Cash flow hedge reserve

HIRBET RE TELAERE U S EREHE

P

2

Excess of total EL amount over total eligible provisions
under the IRB approach

BIHE R HEL R B

Gain-on-sale arising from securitization transactions

BAFREELGENRERES{EHE

M manere & romas

-y

Gains and losses due to changes in own credit risk on
fair valued labilities

FEAZENEREESIPEE(SINRE
BHEERHAR)

—
Lh

Defined benefit pension fund net assets (net of]
associated deferred tax liabilities)

RS EBCETI BRI R (BT
R EMBENRESERTRESES
HER)

Investments in own CET1 capital instruments (if not
already netted off paid-in capital on reported balance
sheet)

I

]

EHAXXFFRNCETI HARERE

Reciprocal cross-heldings in CET1 capital instruments

REDZESSHREELS SRR
BIFGRITHENRERBNIEEARE
TR (L08R B0

Insignificant capital investments in CET1 capital
instruments isszed by financial sector entities that are
outside the scope of regulatory consolidation (amount
above 10% threshold}

REEES ST ENRE DI SRR
INEEETHCENEARBNERE AL
BB 0P IRE 8D

Significant capital investments in CET! capital
instruments issued by financial sector entities that are
outside the scope of regulatory consolidation (amount

above 10% threshold)
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Capital Structure and Adequacy (Continued)

Mortgage servicing rights (amount above 10%

0B HEVEER (SR 109 UE T B threshold) FIEF Not applicable
M AR AR ERERE(ER Deferred tax assets arising from temporary
21[10%FE 2 8 - BB ERERES differences (amount above 10% threshold, net of % Not applicable
&) related tax Hability)
22048 0 s L By Amount exceeding the 15% threshold F3EA] Not applicable
2 Hi s R E oyt ey E 8 of which: significant investments in the common . .
&= stock of financial sector entities R 3#ifH Not applicable
24[E i BB AR RN of which: mortgage servicing rights Ri#EF Not applicable
Ho iR ESAERERES of which: deferred tax assets arising from temporary \ .
25 =3 differences A Not applicable
EBHRCENEANTEEREREEEES National specific regulatory adjustments applied to
26]. ; 237,208
EHEL CET1 capital
” Bt i1 T B ( 2 AL R ) AT Cun;ulafive f?i;‘ \(rlalued ggnnl; arising from the]
a) @@%ﬁﬁﬁi%?ﬁ“ﬁ@@ﬂiﬁ revaluation of land an uildings (own-use and 235,408
1 “ investment propetties)
Regulatory reserve for general banking risks 1,800

26| —ReSRITHR B RIS ELE G

SHMEEYH RS THRBAMREANES

260 o E BRI

Lo

Securitization exposures specified in a notice given
by the Monetary Authority

iR A T BRI ERETE

2O ey 1 T A 9 ] SR

Cumulative losses below depreciated cost arising
from the institution's holdings of land and buildings

26e| ZIREEBOTHBLTNERER

1]

Capital shortfall of regulated non-bank subsidiaries

ERBRERNFERENSTNELRR
26| (U RIBEONERLBAINY
2

Capital investment in a connected company which
is a commercial entity (amount above 15% of the
reporting institution’s capital base)

HI9E T RMATIF AR T A L 5D

2T e T BECET| A A BB S,
28 ECH 3% 19
29iCE]

30 & B RRATI B ARSI O FE (AT B 3 24 1

Regulatory deductions applied to CET1 capital due
to insufficient AT1 capital and Tier 2 capital to
cover deductions

237,208

Qualifying AT capital instruments plus any related
share premium

378,033

31 R - R AT R AR

—

of which: classified as equity under applicable
accounting standards

2UED  IRBEH G ERF AR SR

of which: classificd as liabilities under appticable
accounting standards

33| FIEATI R A BRI R AR

L

Capital  instruments subject io phase out
arrangemenis from ATI capital

H&SERTIEABRTEREZ T
34PRRIATIE A TS (FTRT ASR & S ERYATI
HERIEER)

AT1 capital instruments issued by consoiidate(ih
bank subsidiaries and held by third parties (arnount
allowed in AT1 capital of the consolidation group)
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Capital Structure and Adequacy (Continued)

of which: AT] capital instruments issued by
subsidiaries subject lo phase out arrangements

Investments in own AT capital instruments

38

HHAZRNHATIERER

Reciprocal cross-holdings in AT1 capital instruments

39

REREGESHENER I MISRRE
BB THAN R ARBNIFEARERR
(BBH10%HE = #)

Insignificant capital investments in ATl capital
instroments issued by financial sector entities that are
outside the scope of regulatory consolidation (amount
above 10% threshoid)

REREEGEHBENERINMSRESR

Significant capital investments in AT! capital

46

ATTR AT BRIV R B HIR

ERBRESREIE A EER RS

40 — - . instruments issued by financial sector entities that are -
» BE A
BRTOATI AR EAR AR outside the scope of regulatory consolidation
41 BHRATERNE SRS EEY S National specific regulatory adjustments applied to AT1 )
B capital
4 FigE R R B A SNEmMER Regulatory deductions applied to AT1 capital due to

insufficient Tier 2 capital to cover deductions

Qualifying Tier 2 capital instruments plus any related
share premium

378,033

47

R R AR R

|[from Tier 2 capital

Capital instruments subject to phase out arvangements

48

HEEIRITHBA B RTERE=TE
P EREB (T ARSEEN R
FANBIR)

Tier 2 capital instruments issued by consolidated bank
subsidiaries and held by third parties (amount allowed
in Tier 2 capital of the consolidation group)

B B R R R A T

of which: capital instruments issued by subsidiaries

52

VRS B IR RS

49 BITEVE RS subject to phase out arrangements -
byl ] e BT Amten . Collective impairment sllowances and regulatory
BREET AR AR SRR R R B T - e
50 reserve for general banking risks eligible for inclusion in 1,800
B TT IR R R “ £ g

Tier 2 capital

Investments in own Tier 2 capital instruments

53

AR R R R

Reciprocal cross-holdings in Tier 2 capital instruments

54

REREGRSIHTRNEE LM SRR
BSTH_GEARBFERERRE
(BB 1047 B0

Insignificant capital investments in Tier 2 capital
instruments issued by financial sector entities that are
outside the scope of regulatory consolidation {(amount
above 10% threshold)

REEEGSHENREIIIMISREE

Significant capital investments in Tier 2 capital

®

55 i instruments issued by financial sector entities that are -
BETH SR RBNEARERE outside the scope of regulatory consolidation
56 WHER B ERANT e SRS National specific regulatory adjustments applied to Tier (126,189)

2 capital
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Capital Structure and Adequacy (Continued)

MES TS A R F AL HE - Add back oij cumulative fair va!_ue.gains arising from
e a g~ e e the revaluation of land and buildings (own-use and
SealiEsRY) (HBRERAR) \ﬁﬁﬁﬁﬁ Investment properties) eligible for inclusion in Tier 2 (126,189)
fETME £ BIEAFHEE WS capital
{126,189
127,989
506,022
571,152

66.19%

66.19%

88.60%

5.76%

65| &5 - ﬁggﬁfﬁqﬁ:ﬁg@ ‘ of which. capital con.s'ervzion buffer requirement 0.63%
o6l 2o - grrrs e B EEE T Z fvhich: bank  specific countercyclical buffer 0.63%

quirement
P - B GEE T TR . .

67 Pl hich: G-SIB or D-SIB buffer re en! 0.00%
BT of whic or ffer reguirem o
R ey R % o ; : : S 1 :

S R GE SR AR : o dEan L 60.43%

. L ‘ vt o 3 ofit
: s = : g RS v % It

69| B e ECET B ik National CET! minimum ratio B Not applicable

OB SR — AR National Tier I minimum ratio T i@ A Not applicable

THEAE RS A RELL®R National Total capital minimum ratio A iEH Not applicable

Insignificant capital investments in CET1 capital

o : instruments, AT! capital instruments and Tier 2
2| EWH TN EAEE - ATIEFE P )

RESEGOH RSN ERIE

capital instruments issued by financial sector entities]
that are outside the scope of regulatory consolidation

BERGEFRBOIFENRAFTERE

PR ESESHTENGE LI SR Significant capital investments in CET! capital

TIEESTHETIEAES ATIEAE instruments issued by financial sector entities that are -
BE CHEAEBNEAESES outside the scope of regulatory consolidation
T B RS (ISR I S ) Mortgage servicing rights (net of related tax Hability) ¥ Not applicable
43 3 [= b isi diff
15 TR EREABRIERIEEED eferred tax assets arising from temporary differences R #7 Not applicable

OB BRI R &) (net of related tax Hiability)
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Capital Structure and Adequacy (Continued)

Provisions eligible for inclusion in Tier 2 in respect of]
exposures subject to the basic approach and the

T-Fape A - @At S L

76 E;Eﬁ%( BERE)HEATHERS standardized {credit risk) approach (prior to 1,800
(A ERRAD) application of cap)
ot s N A Cap on inclusion of provisions in Tier 2 under the
EREAR R R (R RS H% basic approach and the standardized (credit risk) 8,583

approach

R ATREA P ERMIRBSEE

Bl riss s (ER ERED)

Provisions eligible for inclusion in Tier 2 in respect of]
exposures subject to the IRB approach (prior to
application of cap}

#E IRBEHBE T I3t A R A iy e
& bR

Cap for inclusion of provisions in Tier 2 under the
IRB approach

5T R 5] R ZYHRIR B LR B

BEE R T RAICET B 2R Curvent cap on CETI capital instruments subject fo . .
80 BT FR phase out arrangements -3 Not applicable
a1 R LIRS ACETI 5o G 85 7E Amount excluded from CETY due to cap {excess over 78R Not applicable

cap after redemptions and maturities)

BE BT HHRETATI B AR E Y

N i

Current cap on ATI capital instruments subject to
phase out arrangements

R I LR T3 A AT 0985
83| B¢ 131 RIB I R BIETHEIR 6 & o R
@)

Amount excluded from ATI capital due to cap (excess
over cap afier redemptions and maturities)

FEL AR R B AR

M

Current cap on Tier 2 capital instruments subject to
| phase out arrangements

PR IR I8 A 4R A 0g
85| BB =T R I R BB R AT LR
)

Amount excluded from Tier 2 capital due to cap
(excess over cap afler redemptions and maturities)
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Capital Structure and Adequacy (Continued)

LA 2 g MR 20154812 The table below presents the balance sheets based on the accounting scope of consolidation
BilHbgHaa iR BES and the regulatory reporting scope respectively as at 31 December 2015,
BENETEEARE -
ZERAMASLN
Consolidated| Under regulatory]| 4HESE 7 $HE|
Statement of| scope of] Cross-
Financial Position consolidation -| referenced to
as in published| Bank's Statement! Defigition of!
financial disclosure of Financiai& Capital
statement Position|  Components
HK$000 HK$000
; ;ﬁ T e i
BEIFIES BIEiE ET0E Cash and balances with banks 716,811 716,811
EHRFREEEIER1ZEIMER  |Placements with banks maturing between | 380,198 330,198
IREER one and twelve months ? ?
- Loans and advances to customers and other
EFBOR R B AR 167,966 167,966
accounts
I ERE Available-for-sale investments 38,894 38,894
{{m‘j@ﬁ}a ke Investments in subsidiaries - 10
Wk . B RN Property, plant and equipment 73,664 73,664
EYE Investment properties 281,800| 281,800
WESE ' Total assets 1,659,333 1,659,343
£l LR
& EERy Deposits from customers 975,539 975,944
HAr s SR e Other liabilities and provisions 25,186 24,961
EHIRIEEE Current tax Habilities 309 292
BILATBR Deferred tax liabilities 4,923 4,923
=01 b=t 12 Total liabilities 1,005,957 1,006,120
gl Paid-in share capital | 310,000 310,000
HAbEHE i sRi e |of which: share capital paid up in cash and
5t e B A S ] capitalized from realized 264,987 e
R N N revaluation gains of properties
PR i share capital capitalized from
ERFEEE R unrealized revaluation gains of 45,013 (2)
i1 properties
Hanpr#e s s Other properties revaluation resreve 2,367 2,367 (3)
WEEERE Investment revaluation reserve 4,899] 4,899 @)
e o General reserve 610 610 (5)
Sk 7 R Regulatory reserve 1,700 1,700 )
HEEE Retained earnings 333,800 333,647 N
Hp@ig ¢ S %y [of which: unrealized revaluation gains of 230,205 g
B {asF investment properties ’ ®
Hi e E RS other retained earnings and
103,442
Fl profits
4oy per e Total shareholders’ equity 653,376 653,223
AR BN REES A Total Habilities and sharcholders' equity 1,659,333| 1,659,343
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Capital Structure and Adeguacy (Continned)

The table below shows the reconciliation of the capital components from balance sheet

BB S s AR EFE based on regulatory reporting scope to the Capital Disclosure Template as at 31 December
BEBENERERS S ZRTARE 2015.
Bk SR -
Z SR MR
EBIHE
Cross-referenced to
Component off Bank's Statement of
regulatory capital Figancial Position
reported by the Bank above|
— HK$’000
CHTIRA  SRK CETT Cabifallt instrdinehts and Feverics \
B THSERCETIEARER  Directly issued qualifying CET1 capital 264987
O AR RR AR {2 instruments plus any related share premium > O
FREFBRH Retained earnings 333,647 ¢))
E&E%E’ﬂfﬁ% Disclosed reserves 9,576 (3)+(4)+(5)+(6)
oo 608,210

B CET Ry SRR

%i’%@hﬁﬁ SR

SR B E AR
I ey I

RN — A T

Collective impairment allowances and regulatory
reserve for general banking risks eligible for

National specific regulatory adjustments applied to} 234272
SE BB RE CET1 capital ’
A RIS BRASHMR) |Cumulative fair value gains arising from the
FEEEANMESNERELNE revaluation of land and buildings (own-use and 232,572 £3)1+(8)
B s investment properties)
— AR ERT Regulatory reserve for general bahking risks 1,700 ©)

234272

373,938

373,938

National specific regulatory adjustments applied to 124 914
EEEHE Tier 2 capital (124,914)
INEEERE AZREANESE | Add back of cumulative fair value gains arising
ik RSy (HBRIEER from the revaluation of land and buildings (own-
R) BFTEEELTIESNER  |useand investment properties) eligible for (124.914) (@1 O)+B)*45%
/\q:@{gqyﬁ inclusion in Tier 2 capital
] : (124,914)
126,614
580,552
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Capital Structure and Adeguacy (Continued)

The Bank has already applied full capital deductions under the BCR. The
Capital Disclsoures Template as at 31 December 2015 is shown below,

which is presented in HK$'000.

20154E12 H31 H 2 Wi gty
R KRR

Capital Disclsoures Template as at 31 December 2015

i b

| EIES TS ERCET A B InaE Directly issued qualifying CET capita} instruments 264.987

RISl plus any related share premium i
2| Ry ssFy Retained eamings 333,647
I EEE Disclosed reserves 9,576
4 BRHECETI B R FL R R B FRTHER Directly issued capital subject to phase out from CET] N icabl

(RSN E) capital (only applicable 1o non-joint stock companies) i Not applicable

162 & ST I B A TS T S B Minority il?teresétsb arisingmﬁ"(;;n , CETI1 '?pi.tai

m 7 n instruments issued by consolidat ank subsidiaries] )
S|AETCET1 A A TR R 2 ) O B 28 and held by third parties (amount aliowed in CETI
Tk AL A SEIRICETI ARG ol of b comeol o
(RIETASREZRE capital of the consolidation group)

fEEHE

A

Valuation adjustments

[~

B (DA RERERME)

Goodwill {net of associated deferred tax liability)

Hft P EE(CHBRERBLERES
)

D

Ofther intangible assets (net of associated deferred tax
liability)

10| iR B E R A R ERRRE

Deferred tax assets net of deferred tax Iiabilitfes

—

RS R EEE

Cash flow hedge reserve

FEIRBA BA TELE B L S /B EHS

12l ey

3

Excess of total EL amount over total eligible provisions|
under the IRB approach

13| bR BB E R B

Gain-on-sale arising from securitization transactions

EOFREGENEERESERR

M re e e 2 st

=S

Gains and losses due to changes in own credit risk on
fair valued liabilities

FEFMGENEREESSEEEIRE
BRRERIRRE)

—
n

Defined benefit pension fund net assets (net of]

associated deferred tax labilities)

PR B RCETI A SRR (50

Investments in own CETI capital instruments (if not

16k ERESNEFEEESTREES A already netted off paid-in capital on reported balance -
0k sheet)
1 EHERE T EENCETI & S ER Reciprocal cross-holdings in CET1 capital instruments -

REBREGEHENERIMIS R
BRETHENRERRFELEA
HE (BHI0%E > B

18

Insignificant capital investments in CETI capital
instruments issued by financial sector entities that are
outside the scope of regulatory consolidation (amount
above 10% threshold)

RERERSHTENRE SNSRIz

IEBRITHCENERARBNERET ARG

Significant capital investmenis in CET1 capital
instruments issued by financial sector entities that are
outside the scope of regulatory consolidation (amount

ROBH 10872 %0 above 10% threshold)
. oh %
20| BEIB EAE AR (RS 108 HE 2 ) gl servicing  rghts - (smount above 10%| 1 Not applcable
HEREEEEENRERIEEE (BN Deferred tax assets arising from temporary differences
2H10%P9E o8 r BHBREMETHRES {amount above 10% threshold, net of related tax “R#E R Not applicable

1)

liability)

2B S0P B

Amount exceeding the 15% threshold

< Not applicable
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Capital Structure and Adequacy (Continued)

of which: significant investments in the common
stock of financial sector entities

Fi#EH] Not applicable

30| S EMATI R A FE T AR R L5 E

241 H iRt R of which: mortgage servicing rights “F iEFB Not applicable
i RN EREANRERIES of which: deferred tax assets arising from temporary ] _
> 3 differences T8/ Not applicable
HHERCTIEANT LB TE®YE National specific regulatory adjustments applied to
26 . 234,272
bk CET1 capital
2 B - 3 B SRS (3 P R R R ) B Cuﬁulat-ive ial;* \éatued g:iz'llz ‘ arising from thde
a (B8 B AT B ERA RIS revaluation of land an uildings (own-use an 232,572
SR investment properties)
26b|—RERF T RIS TS Regulatory reserve for general banking risks 1,700
26 THEREE RS THNELNREEYES Securitization exposures specified in a notice given
VEs R & b by the Monetary Authority -
26d Tk Lt o | if&&@%%ﬁﬁéﬁ?ﬁ% Cummlative losses below depreciated cost arising
HIR BN ES A EREE from the institution's holdings of land and buildings -
26e) ZHEIRIRTTIN B A SRR E X Capital shortfall of regulated non-bank subsidiaries ,
EEEEERITEESASIPIERTG Capital investment in a connected company which
26114 (BUERREBENEREENI%Z is a commercial entity (amount above 15% of the -
-iig) reporting institution's capital base)
. et — e Regulatory deducti lied to CET! capital d
o EOHARONTIBRR_BIALBHT | miene ATI capital and Tier 2 capial t0 -
4 5 Qe
BRI AAAECETL 3 AR A B B LI cover deductions
x| B A i ol iR ions 0 ¢ i 234,272
291 & 373,938
Z .

Qualifying AT1 capital instruments plus any related
share premium

f—

3R IRBEA G ERY R AR

of which: classified as equity under applicable
accounting standards

32 A0 - R G R RY R A R

of which: classified as liabilities under applicable
accounting standards

3

La

FREATI B R 2 R TR A5

Capital  instruments subject to phase out

arrangements from AT1 capital

HESRITHBATRTEHBEZ0E
ERATI AR (Tt AGSEETIATI
FASIEE)

3

A

AT] capital instruments issued by consolidated
bank subsidiaries and held by third parties {(amount
allowed in AT1 capital of the consolidation group)

H i R R B4
BT FTEIATI S A

U

3

=B
3T S IAT A RIBRE

of which: AT1 capital instruments issued by
subsidiaries subject to phase out arrangements

Investments in own AT1 capital instruments

B EATR W EATI A S

Reciprocal cross-holdings in AT1  capital

instruments

REEERESHENRME I TSR
VHEBRTHATI HARBRI EENERR
BEOEE100PE 28D

Insignificant capital investments in AT} capital
instruments issued by financial sector entities that
are outside the scope of regulatory consolidation

{amount above 10% threshold)
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Significant capital investments in  ATI1 capital
instruments issued by financial sector entities that are
outside the scope of regulatory consolidation

Capital Structure and Adeguacy {Continued)

BERRATEFNEETER R Y HE

41§

National specific regulatory adjustments applied to ATI
capital

HEH TN G ERMESINRREE
AT 1B AR E IR

-
[

46| SR RS R IR G

Regulatory deductions applied to AT1 capital due to
insufficient Tier 2 capital to cover deductions

Qualifying Tier 2 capital instruments plus any reiated
share premium

373,938

41| B RIS

Capital instruments subject to phase out arrangements
vom Tier 2 capital

Paictc]
B4R

RS HTIHBA RS RSE
A R R ER (T A G S S
BENEE)

Tier 2 capital instruments issued by consolidated bank
subsidiaries and held by third partics (amount allowed]
in Tier 2 capital of the consolidation group)

R o BB IR AR I R £ 5]

of which: capital instruments issued by subsidigries

49 BT A subject to phase out arrangements )
et L ] — 5L ." Collective impairment allowances and regulatdfj}
N = % £y s ;. -
S0l ﬁﬁ%&g&; ‘g § AHRERERER reserve for general banking risks eligible for inclusion in 1,706}
RESEEL S Tier 2 capital
518N IR Tier - 1o 1,700
g g 4 Al g 10N
SRR S R A RN Investments in own Tier 2 capital instruments -
SHEHRZ AN _REXFER Reciprocal cross-holdings in Tier 2 capital instruments .
= - Insignificant capital investments in Tier 2 capital
RERER O HIVIEE LS & Al e i tlixnmcnts issuzd by financial sector entities thatpare
SAERITR AR BRI EE AT ARE - 4 N .
G%_—‘?E& o @ outside the scope of regulatory consolidation (amount
(Bt 1 OB i 2 20) above 10% threshold)
N ~ - Significant capital investments in Tier 2 capital
WEEEGAHENRENSREE |00 <ap . T
55 T R AR B AR instruments issued by financial sector entities that are -
RRTE= SRR outside the scope of regulatory consolidation
EEAR _EEEANE RS EEES National specific regulatory adjustments applied to Tier
56 . (124,914)
% 2 capital
o r Add back of curhulative fair valuc gains arising from the
MESEZS A SRR L RE . o8 g
sealgm (2 B RAHER) BT EEEAT revaluation of land and buildings (own-use and (124.914)
a| . . . - . N .
N investment properties) eligible for inclusion in Tier 2 >
B0V BB TR mvesent properties) elig
pital
(124,914)
126,614
500,552

549,438

68.06%

68.06%

91.10%
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Capital Structure and Adeguacy (Continued)

cEEMa (E o im Capital ratios ed)
i :
| 5] % b p' [}
64 Bz 3 5 4.50%
Y = ; 5
65| H s © BT AR of which: capital conservation buffer requirement 0.00%
hich: ] ical
66|21 - g T E A Z" w ich: bank specific countercyclical buffer 0.00%
quirement
Fifr | R R E A TH R 8 . .
67 ik of which: G-SIB or D-SIB buffer requirement 0.00%
EERHTHER / fer rea “
; : e ‘ capi epliss over ] 2
GieA 3 .7 7 i 3R e rement y & SRR
68{0: SRR fq o bRy It ; 63.56%
LT o e LRSI B o)
ﬁjiﬁﬁ \. gﬁﬁ: - onal maGrdif tir asel3 mininiin

69| E A B EECRT I R{ELLR

it

National CET] minithum ratio

A3 Not applicable

T0| A EEE R E A RS

National Tier 1 minimum ratio

i Not applicable

EAE R RAR AR B

HEBEESSHENRED ISR
HREBTWETIEARE - ATIEERE
BRECRELAEENEEAERGE

7

%)

National Total capital minimum ratio

Insignificant capital investments in CETl capital
instruments, AT1 capital instruments and Tier 2
capital instruments isswved by financial sector entities
that are outside the scope of regulatory consolidation

3 Not applicable

PEEEESSTENREMINI&BE
TIEBEITHCETIEASE  ATIEAE
BE RSB E A RS

Significant capital investments in CET! capital
instruments issued by financial sector entities that are
outside the scope of regulatory consolidation

TALE B GRE B (IO BRI S )

Mortgage servicing rights (net of related tax liability}

7 Not applicable

REREERESNRERBRE(D
B R R R )

7

in

ERBIAZREADERESEE

Deferred tax assets ariging from temporary differences
(net of related tax liability)

Provisions eligible for inclusion in Tier 2 in respect of]
exposures subject to the basic approach and the

I Not applicable

gl

3 ) R 3 NE: 4
TR RE(GRERR) S EATHERS standardized (credit risk) approach (prior to 1,700
(FEH LRRAY) application of cap)

o ) e C inclusion of provisions in Tier 2 under the
LAEERSEUAR AL (ER) BT 8% b:sicozpllj]:):ch "and the steudardized (cr::;iterrisk) 8,326
AR A SRR R soproach ’

s o opm Provisions eligible for inclusion in Tier 2 in respect of]
78 gﬁ%nfﬂ_ﬁidliﬁﬁﬁlﬁﬁgf exposures subject to the IRB approach {prior to -
THydE S-S (R RERED application of cap)
7 TEIRBSFELE FH 3 A B A iy Cap for inclusion of provisions in Tier 2 under the

IRB approach

Current cap on CET] capital instruments subject to
phase out arrangements
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Capital Structure and Adeqnacy (Continued)

Amount excluded from CET] due to cap (excess aver
cap after redemptions and matirities)

A #8F Not applicable

8

[\

R B R ATATI B K R
BT LR

Current cap on ATT capital instruments subject to
phase out arrangements

HFE W LR a8 AATI EA T8

Amount excluded from AT! capital due to cap

8 f&{%ﬂﬁﬁ@ﬁﬁ/ﬁﬁﬁﬁ%@ﬁjﬁﬁ {excess over cap after redemptions and magurities) -
84 B R RS R R Current cop on Tier 2 capital instruments subject to
BT LI phase out arrangements N

85 fgﬁﬁ@@ﬁfﬂ@?ﬁﬁféﬁﬂ{jﬁ {excess over cap afier vedemptions and maturities) i

HIF B LR 5 A Z R E A%

Amount excluded from Tier 2 capital due to cap

20166E12 B 31 F R20158E12 531 H o T Bk
RIS T ¢

The Main Features Template as at 31 December 2016 and 31 December 2015 is

shown below:

——-

HITA

Issuer

KASITERATE
Tai Sang Bank Limited

B AW (W cuse -

ISIN =

Unique identifier (eg CUSIP, ISIN or Bloomberg

2 Bloomberg¥iF, A BC B EYERFITE) identifier for private placement) A3 Not applicable
s . .y B
==:} Y Y
3R EIRR Governing law(s) of the instrument Laws of Hong Kong
Viy=v P Regulatory treatment
4 (CEEnE=) @Eaaf Transitional Basel I1I rules” 3 FH Not applicable
. 4 CETIER
— s + g
5 {EEEEE=Y BB Post-transitional Basel 11} rules Common Equity Tier 1
6 MR AR R RE R R Eligible at solo*/group/group & solo B8
i Sole
5 e Instrument type {types to be specified by each ZiEas]
= u
7 RIS (EEHERTTER) Jurisdiction) Ordinary shares
g FEEE AR O AmEy Amount recognised in regulatory capital (Currency in HK$265
it RSP EEE) million, as of most recent reporting date)
b s Y= Par value of instrument HK$1
10/ S5+ 8 Accounting classification RS

Shareholders' equity

INTE 2o et

Original date of issuance

1954, 1969, 1990, 2001,

_ 20194

NP KA
12} 5k A 46 SR B 52 BARE Perpetual or dated Perpetual

R - . EEISA
13 HsTHIEH Original maturity date No maturity
14 %ﬁ% BERSRIENRTARE Issuer call subject to prior supervisory approval ﬁ
Y EE R - i ETEE R Optional call date, contingent call dates and ; .

13 » DRy A I o g redemption amount ] Not applicable
16 48 v g o] E (403 A ) Subsequent call dates, if applicable 7 i Not applicable
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Capital Structure and Adeguacy {Continued)

HE / RA ' Coupons/dividends
. . o 1)
17 £ S L =
EESTEIEE | B Fixed or floating dividend/coupon Floating dividend
18 38 B R B e AE RSB Coupon rate and any related index ' “R## 7 Not applicable
19 F0E 1k IR SR I s Existence of & dividend stopper :ﬁ
y Fully discretaionary, partially discretionary . SEEYE
by ~ . 3 it
20 EHRETHH - BRI - R or mandatory Fully discretaionary,
s N Existence of step up or other incentive to ' i
20| AR EERIAEERE o -
22 R e Noncumulative or cumulative JERIT
° = Non-cumulative
231 ] el B K Bl iR Convertible or non-convertiable ' qu&
Non-convertible
24 EEEGR > EIRESES If convertible, conversion trigger(s) IR Not applicable
25 SR 2 RS If convertible, fully or partially 4 #EH Not applicable
26 FE[EEfh - SRR If convertible, conversion rate “Ri#H] Not applicable
CoAHEL b ey If convertibie, mandatory or optional . ]
27 5 conversion F 1% Not applicable
'%Ejﬁaﬁ » $EHH R (A A B s If convertible, sepcify instrurnent type . . .
28 e convertible into R Not applicable
M BRSNS If convertible, specify issuer of instrument it . .
29 BT A converts info 3 A Not applicable
30{RVE S EE Write-down feature f
0
31 FEEE - RE AR If write-down, write-down trigger(s) 3 FH Not applicable
32 R s S If write-down, full or partial FEFE Not applicable
33 B kA e If write-down, permanent or temporary F B Not applicable
FHIBIEIT RS - sREEREE If temporary write-down, description of] . ]
34 e write-up mechanism i H Not applicable
. Position in subordination hierarchy in Hquidation
BHRENTERFREFNUEGEHE e : : .
speci trument type immediately senior to } i
3 st T ey ’ TR Notapplcabl
361 BT A S B, Non-compliant transitioned featares N
o
ITEEE - BTSSR If yes, specify non-compliant features T Not applicable
B Footnote:
# BRI R A ARG TR # Regulatory treatment of capital instuments subject to transitional arrangements
(FEARYE AT RN BB B e provided for in Schedule 4H of the Banking (Capital) Rules
+ E A R T T R R IR R + Regulatory treatiment of capital instimments not subject to transitional arrangements
E(EA R A AU B e provided for in Schedule 4H of the Banking (Capital) Rules
* HEE RS * Include solo-consolidated
T~ REBEAELR T B > R Full terms and conditions of the Bank's CET! capital instruments are disclosed in the
R B B SRAT T RN E website of the Bank.
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8§ iEEHR R Leverage Ratio Disclosures

U Z R PR 016412 B 31 B > S b e The tables below represent the summary comparison table for reconciling

E L EH T RITH AR e BT the total consolidated assets of the Bank as stated in the financial

EHRHEERLER SRR AR RERH statements to the on-balance sheet exposures used in computing the

FBLLEFEEE . leverage ratio and the Leverage Ratio Template as at 31 December 2016,
presented in HK.$000.

WICER AN B 7 BB S i r® Summary Comparison Table as zt 31 December 2016

Total consolidated assets as per published financial
AY &A
1 (S BRI B B 1,705,943
- Adjustment for investments in banking, financial,
= ; Lo . LR

2 ;%i? g%iﬁgi%gg ggggi gg insurance or commercial entities that are 10

;j;ﬁﬁﬁ‘ﬁ fovt %% consolidated for accounting purposes but outside the

“ : scope of regulatory consolidation

ISR R et e EN ST E S Adjustment for fiduciary assets recognised on the
3 RATFEE - EF BT RS balance sheet pursuant to the operative accounting )

ST N EE S SR T AR B framework but excluded from the leverage ratio

£ EXPOSUre Measure
4 (HERTE SR U B Adjustments for derivative financial instruments .
5 HRR AR SN EEEIE AR Adjustment for securities financing transactions (i.e. ' i

HAE LAy EEEE repos and similar secured lending)

By N e Adjustment for off-balance sheet items (i.e.
6 ggiﬁ?gﬁgggggggﬁg B conversion to credit equivalent amounts of off- -
= IR ) balance sheet exposures)
T E g Other adjustments 7,500
JEik ' 1,713,453

20164812 B 31 H Z IR i P S il Leverage Ratio Common Disclosure Template as at 31 December 2016

| |REAERARECREETE TARSE On-balance sheet items (excluding derivatives and 1 713,453
HFMELS - BEEERR) SFTs, but including collateral) s713;

2 IR : B (MEMRED) — A Less: Asset amounts deducted in determining Basell
SR EERH L ERED) MI Tier 1 capital (reported as negative amounts) -

, |[REABRNEREREECRERIE  [Tonl onbalance sheet exposures - (excluding] s
zﬁﬁﬁ%ﬁ%ﬁ%xﬁamﬁﬁﬂm% derivatives and SFTs) (sum of lines Tand 2) -~ 113

Replacement cost associated with all derivatives

PR AE TR SR EE R AE . . . ..
4 %A TR S B EEG) trm;nz?::;lons {ie. net of eligible cash wvariation .
5 FrE Si74 T B B RN B Rk B Add-on amounts for PFE associated with all

BN INeE derivatives transactions -
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Leverage Ratio Disclosures (Continued)

20164E12 31 B 2 HiR L R F A IR st
24 )

HERE®THFTNAREEARE
IR LT LR AR

Leverage Ratie Common Disclosure Template as at 31 December 2016

(Continued)

Gross-up for derivatives collateral provided where
deducted from the balance sheet assets

O ROTE AR BRREN RS2
FRBEHEILEE S

Less: Deductions of receivables assets for cash
variation margin provided in derivatives

HIE  FRRBGEFHTRBRRBIHE
8 IAFERXSEMMER 2T (UE
e,

Less: Exempted CCP leg of client-cleared trade
exposures (reported as negative amounts)

EHBROUEERITEIRNAERL
ERE

Adjusted effective notional amount of written credit
derivatives

DR REHEERTET AL RE
10 R A NS KU IR (L&
BN

Less: Adjusted effective notional offsets and add-on
deductions for written credit derivatives (reported as
negative amounts)

TR TEBRBRIENE (F4210/T180

N w)

R E ST S FER(EFERP R

Total derivative exposures (sum of lines 4 t0 10)

Gross SFT assets {with no recognition of nelting),

2 B TRESsE T SR Esst after adjusting for sales accounting -
| . - . Less: Netted amounts of cash payables and cash
K - BRI B R E MR VTR . .
13 SN B IR B EER) ngzﬁt:;es of gross SFT assets (reported as negative ,
14 2%%&%3&%%@&@%%%%%,@@% CCR exposure for SFT assets -

15 {385 SRR IR

Agent transaction exposures

16

iz o0

BRI B RRF R 12157

Total securities financing transaction exposures {sum
of lines 12 to 15)

19 [RERHRSEE BRI TN

20 [—GEA

17 (EESEFRIMNEREIE LB R Off-balance sheet exposure at gross notional amount 10,786

18 g SR ASESEHYEFEYE Less: Adjustments for conversion to credit equivalent 5.993

By amounts (reported as negative amounts) (5:993)
Off-balance sheet ite

O elacsshctfems um of s 17 1) -

Tier 1 capital

378,033

R EAEAE(EED 1] - 16 R I
B oo

(EERBES) HRLE

Total exposures (sum of lines 3, 11, 16 and 19}

Basel HI leverage ratio

1,718,246
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RLEHERT M BERAIEZ RS R ERE
EHRSTRIERILE L, FE S HERN BRI RE
FRELHMBAR -

Leverage Ratio Disclosures (Continued)

The tables below represent the summary comparison table for reconciling
the total consolidated assets of the Bank as stated in the financial
statements to the on-balance sheet exposures used in computing the
feverage ratio and the Leverage Ratio Template as at 31 December 2015,
presented in HK$ 000

2015512 F31 B iR s iLas

Summary Comparison Table as at 31 December 2015

A TR A R S P B 2 A Total consolidated assets as per published financial 1,659,333
statements
o Adjustment for investments in banking, financial,
3 1. 14 02l 2 . o
9 %Ei@ﬁ g gﬁgzégg %ggigg insurance or commercial entities that are 10l
o ;Eﬁ?/ # ey i consolidated for accounting purposes but outside the
RUBR /RPN scope of regulatory consolidation
TR TR R e HEEN SRS S Adjustment for fiduciary assets recognised on the
3 RN - EFEERERERE AR balance shest pursuant to the operative accounting ]
T EENEASEEET E R framework but excluded from the leverage ratio
B EXPOSUre measure
4 [BRTESRMITEHAR Adjustments for derivative financial instruments .
5 B aRE T SN REENE R S Adjustment for securities financing transactions (i.e. )
HAELHREAES) repos and similar secured lending)
. N e Adjustment for off-balance sheet items (i.e.
6 ﬁﬁ%ﬁg%gggggﬁgiéggﬁ conversion to credit equivalent amounts of off- -
BRI e ) balance sheet exposures)
7 | BibERs Other adjustments 7,637
JsaE 1,666,980
20155£12 531 B 2 iR iR s B R Leverage Ratio Common Disclosure Template as at 31 December 2015

RERERNEEREENETRRE

On-balance sheet items (excluding derivatives and

! EREN S - BEBRRR SFTs, but including collateral) 1,666,980
) O EE (CEEHRTE=) —aAnk Less: Asset amounts deducted in determining Basel

EIREy S B DL BRI III Tier 1 capital (reported as negative amounts) )
5 BEARENRRRBENECREENE Total . on-balance ~sheet ~exposures (excludi'ng 1 666.9801

TARBSMAT IS RATHIIZ B

TR E LA S E M EE A E]

derivatives and SFTs) (sum of lines 1'and 2) -

Replacement cost associated with all derivatives

4 I R A R E &) lt::raz?s;ions (i.e. net of eligible cash variation .
5 TR E TR AEENEEARER Add-on amounts for PFE associated with all )

RIEEIH IR

derivaiives transactions
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Leverage Ratio Disclosures (Continued)

2035512 F 31 H 2 iR L RE I E
REE (6%)

BRARBTHEIEIWARRERRSR
PHIRETHT 4 TR SR

Leverage Ratio Common Disclosure Template as at 31 December 2015

(Continued)

Gross-up for derivatives collateral provided where
deducted from the balance sheet assets

i - BITE TR SRAATH &8 E)
PREE AV SY

Less: Deductions of receivables assets for cash
variation margin provided in derivatives

R PRXEHF T ERRERAZE
8 IAFEEZSHMmERRNEY (MUE
BET)

Less: Exempted CCP leg of client-cleared ftrade
exposures (reported as negative amounts}

ERERCHEEMATE TRANERE
HEE

Adjusted effective notional amount of written credit
derivatives

R RENSERTETAFL N
10 [ATA SR S8 R AT BT (Bl &
HFER)

Less: Adjusted effective notional offsets and add-on
deductions for written credit derivatives (reported as
negative amounts

TR LA BRRBEE EIERI10THNI
Z8)

e

EHE ST X BEERGE T HRERT

Total derivative exposures (sum of lines 4 to 10y o

Gross SFT assets (with no recognition of netting),

&

12 TS SEHET D EE after adjusting for sales accounting -
- o e . Less: Netted amounts of cash payables and cash

13 §§E§ i{?gﬁg; ;ﬁgi@;ﬁﬁ?ﬁﬁﬁﬁ ::zx:;lges of gross SFT assets (reported as negative .

14 EHrdET REENHE N EHEREE CCR exposure for SFT assets

15 (B G R RE

Agent transaction exposures

i6

TR

EBRAL P EREBRHBE LE T

Total securities financing transaction exposures (sem
of lines 12 to 15)

Off-balance sheet exposure at gross notional amount

19 SR SR T BB )

17 | AR/ R 2 R Rt 18,118
I S B S S S e B Less: Adjustments for conversion to credit equivalent

18 BLEABER) ) amounts (reported as negative amounts) (11,521)

Off-balance sheet items (sum of lines 17 and 18) 6.597

Tier 1 capital

373,938

0

2 | (BREBES) R

BB RIMAECES - 11~ 161902

Total exposures (sum of lines 3, 11, 16 and 19)

Basel II leverage ratio

1,673,577
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Capital Charge for Credit. Market and Operational Risks

The capital ratio in note 3.5 to the financial statements represents the
consolidated ratio of the position of the Bank for regulatory purposes as at 31
December 2016 and 2015 computed in accordance with the Banking (Capital)
Rules.

The capital requirements for each class of exposures are summarised as follows :

{i) Capital charge for credit risk

BAER

Capital requirement

2016 2015

HK3$°000 HK$ 000

Bank exposures 9,605 8,077

Residential mortgage loans 6,941 6,880
Other exposures which are not past

due exposures 38,049 317,883
Total capital charge for on-balance

sheetexposwres | 54595 ... 32,840

Direct credit substitutes 320 400

Trade-related contingencies 18 46
Total capital charge for off-balance

sheet exposures e 446

Total capital charge for credit risk 54,933 53,286

The Bank uses the Basic Approach for calculating credit risk. This
disclosure is made by multiplying the Bank's risk-weighted amount derived
from the relevant calculation approach by 8%, not the Bauk's actual
“regulatory capital”.

{if) Capital charge for operational risk

2016 2015
HK$ 000 HK$*000
Capital charge for operational risk 3,097 2,860

The Bank uses the Basic Indicator Approach for caleulating operational
risk.

(iiiy Market risk capital charge

2016 2015
HK$ 000 HK$’000
Market risk capital charge - 23

The Bank was granted by the HKMA an exemption from the caleulation of
market risk under the exemption criteria under section 22(1) of the
Banking (Capital) Rules on 22 March 2016 and has excluded market risk
in the calculation of capital ratio since then and as at 31 December 2016,
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Countercyclical Capital Buffer Ratio Disclosures

As at 31 December 2016, the Bank’s countercyclical capital buffer ratio was
0.625%. This was the same as the jurisdiction countercyclical capital buffer
of Hong Kong for 2016, at the level of 0.625%, as the Bank only operates
and has private sector credit exposures in Hong Kong, with risk weighted
amount of HK$156,072,000, for the purpose of the calculation of its

countercyclical capital buffer ratio,

RERRETEERHEERTEY EERLEEE
- ZEREEZEREREERAP LR ZERY
MR - FERFTELETAHN M ER
 WiNEERERL HERTEEBERREY -

Qualitative Information on Management of Risk

The Group's risk management function rests with directors and managers
designated by the Board. They act as the focal point in identifying,
reviewing and quantifying the particular risk areas the Group is exposed to,
and in recommending to the Board and the subsequent implementation of

appropriate policies and procedures,

. F
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Credit risk management

Credit risk is the potential risk of financial loss resulting from the
failure of a customer to settle its financial and coniractual obligations
as and when they fall due. The Group has established policies and
systems for the monitoring and control of exposures to individual
customers and indusiry segments. Lending limits are delegated to
members of the Credit Committee who has the authority in approving
and regularly reviewing the credits, and assessing on a periodic basis
the overall guality of the Group's loan portfolio.

1t is the Group's policy to deal only with customers whose background
and financial strength are thoroughly known to management. Loan
applications are individually assessed based on information backed up
by documentary evidence. While flexibility is provided in structuring
the credit terms to meet the applicant’s specific needs, applicant's
financial strength, repayment ability and adequacy of asset protection
are insisted before credits are considered. The credit approval process
is centralised and under tight control of the Credit Comumittee, whose
approval is required for management to engage in new products and
activities.

Liquidfty risk management

Liquidity risk arises from the mismatch in the cash flows emanating
from on-balance sheet assets and Habilities, plus the settlement
characteristic of off-balance sheet activities. The Group's funding
activities are closely managed by the directors in accordance with
policies and guidelines established by the Board. The usual
conservative strategy and the availability of vp-to-date reporting on
liguidity position ensure that all obligations of the Group are met in a
timely and cost efficient manner.

Interest rate risk management

Interest rate risk is the risk of loss to the Group due to possible
changes in the level of interest rates. Interest rate risk of the Group is
monitored by ALCO and senior management through their review and
confro} of the Group's levet and type of interest earning assets and
interest bearing Habilities.

(i) Imterest rate exposures in banking book

The Group is exposed to the following interest rate risks in relation
to its banking book :

- Repricing (or maturity mismatch) risk : the risk is caused by
timing differences in rate changes and cash flows that occur
in the repricing and maturity of fixed and floating rate assets,
Habilities and off-balance-sheet instruments.

- Yield curve risk : repricing mismatches, coupled with
unanticipated changes in the yield curve, will have adverse
effects on the Bank’s income or economic value.
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Cualitative Information on Management of Risk (Continued)

©

Interest rate risk managernent (Continued)

(i) intercst rate exposures in banking book (Continued)

- Basis risk : the risk arises from imperfect correlation between
changes in the rates earned and paid on different instruments with
otherwise similar repricing characteristics.

In the measurement of such interest rate risk, the Group assumes that
loans are repaid according to loan instalments while deposits without a
fixed maturity are continued into the foreseeable future. For all preducts,
the earliest repricing date is used to determine the impact of the risk on
the Group.

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 both sides
of the balance sheet and is performed on monthly basis. Sensitivity limits
are set fo control the Group's interest rate risk exposure under both
earnings and economic value perspectives.

The Group uses sensitivity analysis to measure the potential effect of
changes in interest rates on the net interest income and economic value
change which is broken down by currencies in accordance with the
method used in the monetary returns relating to interest rate risk
exposures submitted to the HKMA as at 31 December are as follows:

%
Cutreney
A £7E HaeE
HK Dollars  US Doliars Total

HK$ HK$ HK$
2016
Interest rate risk shock
(+200 basis points)
- Impact on economic value 1,196,961 2,569 1,199,530
- Impact on earnings (4,834,904) 13,534  (4,821,370)
2015
Interest rate risk shock
(+200 basis points)
- Impact on economic value 1,370,633 1,780 1,372,413
- Impact on carnings {5,817,831) 9,560 (5,808,271)

(d) Foreign exchange risk management

(e

Foreign exchange risk represents the potential risk of financial loss resulting
from the fluctuations in foreign exchange rates. The Group's non frading
exposure to foreign exchange risk is not material as a result of conservative
strategy adopted In all cases, foreign exchange risk is closely menitored by
senior management of the Group.

Market risk management

Market risk recognises the potential change in earnings as a result of
movement in interest rates, asset price, foreign exchange rates and the level of
concentration and volatility in any or all of these markets. The Group
considers its involvement in market risk-related treasury activities has not
been significant. This is in accordance with the Group's de minimis
exemption status as determined by the exemption criteria set out under the
Banking (Capital) Rules.
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Bisclosure on Remuneration for CG-5 Guideline on a Sound

Remugeration System Issued by the HKMA

The Bank establishes a Remuneration Policy which governs the set up
of a Remuneration Committee and formulates the principles of
remuneration determination for its staff. The Remuneration Policy of the
Bank promotes an overall scheme of remuneration that matches the
Bank's business objectives, risk tolerance and risk management
framework.

The composition and responsibility of the Group's Remuneration
Committee has been set out in note 6 of the Supplementary Financial
Information, During its anmual meeting held in the year ended 31
December 2016, the Remuneration Committee reviewed and approved
the annual remuneration to be paid to the Bank's senfor management
(being those holding position as Assistant General Manager or above)
and key personnel (being heads of key functions as stipulated in
Fourtzenth Schedule of the Banking Ordinance) in accordance to the
Bank's Remuneration Policy and Board instructions. It also approved
the annual review of the Bank's Remuneration Policy where no changes
were recommended to be made. The basis of determining the annual
emolumnent adjustnent payable by the Bank to its senior management
and key personnel is by reference to Board approved benchmark based
on public sector indicators in this area. Accordingly, employees who are
responsible for risk control functions are remunerated independently of
the businesses they oversee. No individual director of the Bank will be
involved in decisions relating to hissher own remuneration.

The total fees paid to the members of Remuneration Committee during
the year ended 31 December 2016 amounted to HK$288,000 (2015:
HK$317,195) which were paid for their overall workloads and
commitment to the Board as a whole.

The Group only provides fixed remuneration to its senior management
and key personnel in the form of salary and allowance in cash. No
variable remuneration, whether in the form of cash, shares and share-
linked instruments and other instruments, has been provided by the
Group to its senior management and key personnel. The total
remuneration for the Group's senior management (3 persons in total) and
key personnel {4 persons in total) for the year ended 31 December 2016
amounted to HK$3,847,260 and HKS$3,146,760 respectively (2015:
HK$3,701,820 and HK$3,023,760 respectively). There were no
deferred remuneration nor retained remuneration, whether vested or
unvested, awarded, in the form of payment or reduction through
performance adjustments, to the Group's senior management and key
personnel during the year ended 31 December 2016 (2015: Nib).

During the year ended 31 December 2016, the Group did not have any
nEW sign-ons, severance payments or guaranteed bonuses awarded to its
senior management and key personnel (2015; Nil),

The Bank has complied with the reguirement set out in Part 3
(disclosure on remuneration) of the Supervisory Policy Manual CG-5
entitled “Guideline on a Sound Remuneration System” issued by the
Hong Kong Monetary Authority in all material aspects
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Disclosure on Fair Value Practices on Financial Instruments for CA-
§-18 Guideline issued by the HKMA

The Group holds available-for-sale lsted equity investments which are
subject to fair value measurement as stipulated in the CA-S-10
Guideline issued by the HKMA. The valuation technique used by the
Group to value the subject available-for-sale Hsted equity investments
has been set out in note 3.4 of the Notes to the Consolidated Financial
Statements while the sensitivity analysis of such investments are
detailed in note 3.2.1 of the Notes 1o the Consolidated Financial
Statements.

The Group uses prices quoted at the stock exchanges for each of the
available-for-sale listed equity investments to mark the investments to
their fair values on periodic basis. The fair value measurement and
calculation process is performed by a department independent of the risk
taking wvnit and is subject to stringent controls supervised by senior
management of the Group. The fair values of the available-for-sale listed
equity investments are reviewed regularly by senior management and the
Board.
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o INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF TAI SANG BANK LIMITED
( Incorporated in Hong Kong with limited liability )
Opinion

What we have audited

The consolidated financial statements of Tai Sang Bank Limited (the “Bank™) and its subsidiaries (the “Group™) set out on pages 6 to 59,
which comprise:
- the consolidated statement of financial position as at 31 December 2016;

the consolidated statement of comprehensive income for the year then ended;

the consolidated statement of changes in equity for the vear then ended;

the consolidated statement of cash flows for the year then ended; and

the notes to the consclidated financial statements, which include 2 summary of significant accounting policies.

Qur opinion

In our opinion, the consolidated financiat 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 believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA's Code of Ethics for Professional Accountants (“the Code™), and we
have fulfilled our other ethical responsibilities in accordance with the Code.

Other Informatioa
The directors of the Bank are responsible for the other information. The other information comprises all of the information included in the

Annual Report other than the consolidated financial statements and our auditor’s report thereon,

Our opinion on the consolidated financial staternents does not cover the other information and we do not express any form of assurance
corclusion 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.

Responstbilities of Directors and the Audit Committee for the Consolidated Financial Statements

The directors of the Bank 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 stch 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 aceounting unless the directors
either intend to liquidate the Group or to cease operations, or have no realistic alternative but to do so.

The Audit Committee is responsible for overseeing the Group’s financial reporting process.
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INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF TAI SANG BANK LIMITED (CONTINUED)
Sllllcorporated in Hong Kong with limited liability )

Auditor’s Responsibilities for the Aundit of the Consolidated Financial Statements

Our objectives are to obiain reasonable assurance about whether the consolidated financial statements as & whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that inclides our opinion. We report our
opinion solely to you, as a body, in accordance with Section 405 of the Hong Kong Companies Ordinance and for no other purpose.
We do not asswine 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 HIK SAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered maferial 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.

Ag part of an audit in accordance with HKSAs, we exercise professional judgment and maintain professional scepticism throughout

the audit. We also:

- Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting 2 material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions, mistepresentations, or the override of
internal confrol.

- Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumnstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by the directors.

- Conclude on the appropriateness of the directors’ use of the going concemn basis of accounting and, based on the audit evidence
obtained, whether a material unceitainty 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
anditor”s report to the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to
modify our opinion. Qur conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However,
future events or conditions may cause the Group to cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.

- Obtain sufficient apprepriate 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 aundit.

PRICEWATERHOUSECOQOPERS
Certified Public Accountants

HONG KONG, 29 March 2017

90




