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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 statements for the
year ended 31 December 2018.

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 2018 are set out in the consolidated
statement of comprehensive income on page 7.

The directors do not recommend the payment of a dividend.

DONATIONS
Charitable and other donations made by the Group during the year amounted to HK$Nil (2017: HKS$Nil).

SHARE ISSUED IN THE YEAR

For the year ended 31 December 2018, 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 2018, the Bank has not entered into any equity-linked 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, SBS, JP
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 (Alternate director

to Mr. Alfred Ma Ching Kuen)
Ms Amy Ma Ching Sau (Alternate director Mr Ma Ching Cheng (Alternate director Mr Martin Lai Kwai Pui*
to Mr. Philip Ma Ching Yeung) to Mr. Ma Ching Nam)
Mr Henry Wong Shiu Kwan* Mr Thomas Yiu Kei Chung* Mr Aaron Tan Leng Cheng*

*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 pre-tax operating profit before property revaluation gains increased by 9.01%, from HK$5.27million in 2017 to
HK$5.75million in 2018. During the year, the Group has achieved a 56.7% increase in net interest income, benefitting from the upward
movements in interest rates and from the efforts made by the Bank in maintaining idle funds in low level. Increases were also noted in safe
deposit box rental income (up 15.3%) and rental management fee income (up 6.84%). On the other hand, lower dividend income from equity
investments was recorded for the current year as a result of disposal of a major portion of such investments in 2017 while net rental income
has decreased by 24.36% due to the ad hoc repair expenses incurred for the upgrading of lifts of the investment properties held.

Operating expenses have increased from 2017, predominantly as a result of higher staff costs and IT-related expenses. There were major
changes in the Bank's internal staff infrastructure in 2018 that gave rise to the employment of additional staff by the Bank. A number of IT
security projects were undertaken by the Bank as requested by the regulator and major financial messaging service provider.

Total customer deposits have decreased by 14.94%, while total assets have in turn decreased by 7.61%, with the 2018 end of year position at
HK$1.72billion. The level of loans and advances and other accounts increased by 7.13% while the amounts placed interbank and with
central bank decreased by 12.66% from 2017.

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 82% and Liquidity Maintenance ratio exceeding 78% as at the year end of 2018, which were
substantially above the statutory minimum.

At the end of 2018, the total headcount was 37 for the Group. The Group operates in a single location and places a lot 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 environmental 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, liquidity risk, market risk, legal risk and strategic risk,
details of which are carried in Note 3 to the consolidated financial statements. Different Board committees, viz. Executive Committee, Credit
Committee, Asset & Liability Committee, Audit Committee, Remuneration Committee, Nomination Committee and Risk Committee, 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

Efficient asset utilization will be an aim for the Group in 2019. The Group will also benefit from the refined infrastructure and will continue
its prudent management while not assuming undue risks for the sake of earnings. 2019 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 WAI
Chairman

HONG KONG, 25 MARCH 2019
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Note

ASSETS
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
EQUITY INVESTMENTS MEASURED AT
FVOCI

13
PROPERTY, PLANT AND EQUIPMENT 15
INVESTMENT PROPERTIES 16
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 25 MARCH 2019.

MA CHING YUK )

ALFRED MA CHING KUEN )  Directors

PHILIP MA CHING YEUNG )

PATRICK MA CHING HANG General Manager

TOTAL EQUITY AND LIABILITIES

31 December

31 December

2018 2017

HKS$ HKS
873,546,686 834,434,815
257,250,956 460,343,013
177,370,649 165,572,545
- 17,299,860

8,841,833 .
72,655,228 72,217,052
329,900,000 311,400,000
115,003 10,073

1,719,680,355

1,861,277,358

965,416,654 1,134,950,948
24,033,881 18,703,071
- 5,120

6,266,435 5,497,069
995,716,970 1,159,156,208
310,000,000 310,000,000
413,963,385 392,121,150
723,963,385 702,121,150

1,719,680,355

1,861,277,358

THE NOTES ON PAGES 10 TO 73 ARE AN INTEGRAL PART OF THESE CONSOLIDATED

FINANCIAL STATEMENTS.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2018
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BreE 2018 2017
Note HKS HKS$
INTEREST INCOME 5 18,128,660 11,606,279
INTEREST EXPENSE 5 (1,171,185) (784,546)
NET INTEREST INCOME 16,957,475 10,821,733
OTHER OPERATING INCOME 6 12,957,177 14,083,788
NET OPERATING INCOME 29,914,652 24,905,521
OPERATING EXPENSES 7 (24,168,420) (19,634,533)
OPERATING PROFIT 5,746,232 5,270,988
PROFIT ON DISPOSAL OF AVAILABLE-FOR-SALE
INVESTMENTS - 10,294,882
REVALUATION SURPLUS ON INVESTMENT
PROPERTIES 16 18,500,000 26,700,000
LOSS ON DISPOSAL OF PROPERTY, PLANT AND
EQUIPMENT (32,504) (53,833)
PROFIT BEFORE INCOME TAX 24,213,728 42,212,037
INCOME TAX EXPENSE 9 (768,166) (636,616)
PROFIT FOR THE YEAR ATTRIBUTABLE TO EQUITY
HOLDERS 23,445,562 41,575,421
OTHER COMPREHENSIVE INCOME :
ITEMS THAT WILL NOT BE RECLASSIFIED TO PROFIT
OR LOSS:
EQUITY INVESTMENTS AT FAIR VALUE THROUGH
OTHER COMPREHENSIVE INCOME:
DECREASE IN FAIR VALUE DURING THE YEAR 21 (1,603,327) -
DEFERRED TAX - -
(1,603,327) -
ITEMS THAT MAY BE RECLASSIFIED SUBSEQUENTLY
TO PROFIT OR LOSS:
AVAILABLE-FOR-SALE INVESTMENTS 21 - 8,278,071
TRANSFER FROM INVESTMENT REVALUATION
RESERVE TO STATEMENT OF COMPREHENSIVE
INCOME 21 - (8,237,761)
OTHER COMPREHENSIVE INCOME FOR THE YEAR,
NET OF TAX - 40,310
TOTAL COMPREHENSIVE INCOME FOR THE YEAR
ATTRIBUTABLE TO EQUITY HOLDERS 21,842,235 41,615,731

THE NOTES ON PAGES 10 TO 73 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 2018
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Attributable to equity holders of the Bank

ffst: B HAMfE BRI kG
Not Share Other Retained
ot capital reserves earnings Total
HKS$ HKS$ HKS$ HKS$
Balance at 1 January 2018 310,000,000 9,858,762 382,262,388 702,121,150
Comprehensive income
Profit for the year - - 23,445,562 23,445,562
Other comprehensive income
Change in fair value of equity investments
measured at FVOCI
21 - (1,603,327) - (1,603,327)
Transfer from investment revaluation
reserve to retained earnings 21 - (2,324,712) 2,324,712 -
Total comprehensive income - (3,928,039) 25,770,274 21,842,235
Transfer and appropriation
Transfer from other properties revaluation
reserve to retained earnings 21 - (64,092) 64,092 -
Total transfer and appropriation - (64,092) 64,092 -
Balance at 31 December 2018 310,000,000 5,866,631 408,096,754 723,963,385
Balance at 1 January 2017 310,000,000 9,882,543 340,622,876 660,505,419
Comprehensive income
Profit for the year - - 41,575,421 41,575,421
Other comprehensive income
Change in fair value of available-for-sale
investments 21 - 8,278,071 - 8,278,071
Transfer from investment revaluation
reserve to statement of comprehensive
income 21 - (8,237,761) - (8,237,761)
Total comprehensive income - 40,310 41,575,421 41,615,731
Transfer and appropriation
Transfer from other properties revaluation
reserve to retained earnings 21 - (64,091) 64,091 -
Total transfer and appropriation - (64,091) 64,091 -
Balance at 31 December 2017 310,000,000 9,858,762 382,262,388 702,121,150

THE NOTES ON PAGES 10 TO 73 ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL

STATEMENTS.
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2018

M 2018 2017
Note HKS HKS$

GRS TS (R 17 NET CASH (OUTFLOW) / INFLOW FROM
ASFUE OPERATING ACTIVITIES 22(a) (13,121,462) 155,392,963
BEEE INVESTING ACTIVITIES
W E ] R B DIVIDENDS RECEIVED ON AVAILABLE-

FOR-SALE INVESTMENTS 6 - 1,012,582
WL A S E E T8 H s DIVIDENDS RECEIVED ON EQUITY
=t )\;juﬁlz;/m\qu S pEos INVESTMENTS MEASURED AT FVOCI
HRNE I 6 432,972 -
Y ST R PURCHASE OF PROPERTY, PLANT AND

EQUIPMENT 15 (1,327,686) (227,056)
HiEyse | SR T SRR b PROCEEDS FROM DISPOSAL OF
> EHIE PROPERTY, PLANT AND EQUIPMENT B 8,000
Y H] IS AL 208 PROCEEDS FROM DISPOSAL OF

AVAILABLE-FOR-SALE INVESTMENTS - 32,555,480
Y AT E G B PROCEEDS FROM DISPOSAL OF EQUITY
Bt A Ma S Uas > ik INVESTMENTS MEASURED AT FVOCI
s A T 2 FOH 6,854,700 -
[ AT PURCHASE OF AVAILABLE-FOR-SALE-

INVESTMENTS 13 - (365,464)
BT ST AR NET CASH INFLOW FROM INVESTING

ACTIVITIES 5,959,986 32,983,542
4 R IR ATEH 2> O (DECREASE) / INCREASE IN CASH AND
/Ly 10 CASH EQUIVALENTS (7,161,476) 188,376,505
PR THZ B M EEH CASH AND CASH EQUIVALENTS AT
476 H 4E 6 1 JANUARY 1,036,921,165 848,544,660
2831 H 4 % CASH AND CASH EQUIVALENTS AT
IH 4T H 4565 31 DECEMBER 22(b)  1,029,759,689 1,036,921,165

BIEDBE S EAGS THE NOTES ON PAGES 10 TO 73 ARE AN INTEGRAL PART OF THESE CONSOLIDATED

Rz —857 - FINANCIAL STATEMENTS.
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NOTES TO THE CONSOLIDATED FINANCIAL
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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 management.

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

dollars

(HKS), unless otherwise stated. These consolidated financial statements

have been approved for issue by the Board of Directors on 25 March 2019.

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 Accountants (“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, financial assets at fair
value through other comprehensive income and investment 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.

The adoption of new HKFRS and amendments

The Group has applied the following standards and amendments for the
first time for their annual reporting period commencing 1 January 2018:

- HKFRS 9 Financial Instruments
- HKFRS 15 Revenue from Contracts with Customers

- Classification and Measurement of Share-based Payment
Transactions — Amendments to HKFRS 2

- Annual Improvements 2014-2016 cycle
- Transfers to Investment Property — Amendments to HKAS 40

- Interpretation 22 Foreign Currency Transactions and Advance
Consideration

The Group had to change its accounting policies and make certain
adjustments following the adoption of HKFRS 9. Most of the other
amendments listed above did not have any impact on the amounts
recognized in prior periods and are not expected to significantly affect the
current or future periods.

10
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Summary of Significant Accounting Policies (Continued)

2.1.1 The adoption of new HKFRS and amendments (Continued)

(@

HKFRS 9 Financial Instruments

The Group has adopted HKFRS 9 as issued by HKICPA with a date of
transition of 1 January 2018, which resulted in changes in accounting
policies and adjustments to the amounts previously recognized in the
financial statements. The Group did not early adopt any of HKFRS 9 in
previous periods.

As permitted by the transitional provisions of HKFRS 9, the Group
elected not to restate comparative figures. Any adjustments to the
carrying amounts of financial assets and liabilities at the date of transition
were recognized in the opening retained earnings and other reserves of
the current period. Consequently, for notes disclosures, the consequential
amendments to HKFRS 7 disclosures have also only been applied to the
current period. The comparative period notes disclosures repeat those
disclosures made in the prior year.

The adoption of HKFRS 9 has resulted in changes in our accounting
policies for recognition, classification and measurement of financial
assets and financial liabilities and impairment of financial assets. HKFRS
9 also significantly amends other standards dealing with financial
instruments such as HKFRS 7 ‘Financial Instruments: Disclosures’.

Set out below are disclosures relating to the impact of the adoption of
HKFRS 9 on the Group. Further details of the specific HKFRS 9
accounting policies applied in the current period (as well as the previous
HKAS 39 accounting policies applied in the comparative period) are
described in more detail in section 2.1.3 below.

Classification and measurement of financial instruments

The measurement category and the carrying amount of financial assets
and liabilities in accordance with HKAS 39 and HKFRS 9 at 1 January
2018 are compared as follows:
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Summary of Significant Accounting Policies (Continued)

2.1.1 The adoption of new HKFRS and amendments (Continued)

Classification and measurement of financial instruments (Continued)

ERGTERIEINNR TR B AR5
HKAS 39 HKFRS 9
BESE SREE BESHE SR TR
Measurement Carrying Measurement Carrying
category amount category amount
HKS HKS$
AN N 434,434,815 B R A 434,434,815
(EE R EERTE) Amortised cost
Amortised cost
(Loans and
receivables)
b AN N 860,343,013 b AN N 860,343,013
(B FEGERIE) Amortised cost
Amortised cost
(Loans and
receivables)
B R A 162,255,926 B R A 162,255,926
(&5 R FEWGERTE) Amortised cost
Amortised cost
(Loans and
receivables)
DIAHEESTER 17,299860 DIAHEESTE 17,299,860
HEEdhEt AHALR HHEEFET AR
BT H ) ftr&FE U
FVOCI FVOCI

(Available-for-sale)

There are no changes to the classification and measurement of financial

liabilities.

Reconciliation of statement of financial position balances from HKAS 39

to HKFRS 9

The Group performed a detailed analysis of its business models for managing
financial assets and analysis of their cash flow characteristics. It was
concluded that reclassification of financial assets was only required for non-
trading equity investment securities. Please refer to note 2.1.3 for more
detailed information regarding the new classification requirements of HKFRS

9.

The following table reconciles the carrying amount of equity investment
securities, from their previous measurement category in accordance with
HKAS 39 to their new measurement categories upon transition to HKFRS 9

on 1 January 2018:
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Summary of Significant Accounting Policies (Continued)

(Z) MBRARAGEHRETRGEAEIRE b
BEFBUBREEABEIR(RA)

()

2.1.1 The adoption of new HKFRS and amendments (Continued)

Reconciliation of statement of financial position balances from HKAS 39
to HKFRS 9 (Continued)

FRGTEAIEI0R BB BRSSO
SREE AR E
20174E12H31H EHRE 2018%£1H3H
HKAS 39 Reclassifications HKFRS 9
carrying amount carrying amount
31 December 2017 1 January 2018
HKS HKS HKS
DA EEFEEHRES  Fair value through
Bt AHAMSES S other comprehensive
income (FVOCI)
EAFETERE395E T Opening balance under
Z ISR HKAS 39 -
g A E(FAEE Addition: From
FHHERIZE395%) available for sale
(HKAS 39) 17,299,860
E R B EREHERISE9 Closing balance under
¥t N ZHREEER HKFRS 9 17,299,860
TESE S E - Equity investment
| HESREE securites - Available
for sale financial
assets
TS99 T Opening balance under
Z IS ER HKAS 39 17,299,860
ok L DL S EAERT Subtraction: To
= HHEHE AHME:  FVOCI - equity
SULES-HES T E instruments (17,299,860)

T B S 2RI SE0
e T Z IR ER

Closing balance under
HKFRS 9

BBV B HR SRR AT BT - &
B B I O R T RS A M A s R P A (
AEWE17,299,86070)F5E R AN FEER B HE

IR AE R A - fEHI RS
2 NSRS T A AR -

FIE

il

RIREREGRBEEE T RGN ©
BEFRUBR SRR

DUT RS R R IS R G SRR 399 84 1R
ARG 7 DART AR SRR A 2 f 3 2018

FIATEREE AV B EAERE

BOSRTHIIE

PR RS & 2RI e

The Group has elected to irrevocably designate non-trading equity
investments of HK$17,299,860 as FVOCI as permitted under HKFRS 9.
These equity investments were previously classified as available for sale. The
changes in fair value of such equity investment securities will no longer be
reclassified to profit or loss when they are disposed of.

Reconciliation of impairment allowance balance from HKAS 39 to
HKFRS 9

The following table reconciles the prior period's closing impairment
allowance measured in accordance with the HKAS 39 incurred loss model to
the new impairment allowance measured in accordance with the HKFRS 9
expected loss model at 1 January 2018:

13
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Summary of Significant Accounting Policies (Continued)
2.1.1 The adoption of new HKFRS and amendments (Continued)

Reconciliation of impairment allowance balance from HKAS 39 to HKFRS
9 (Continued)

HEBRGRHE EE B BR
RIZE395%+ & HERIEIGEET
KIBREEH EHOE EWEtE  ERHEREHE
Loan loss Reclassification Remeasurement Loan loss
allowance allowance
Measurement under under
EESE category HKAS 39 HKFRS 9
HKS$ HKS$ HKS$ HKS$S
B PRI ( Loans and receivables
SR AERISE39 (HKAS 39) / Financial
BBy I DI A assets at amortised cost
SWLE(EEY  (HKFRSY)
B HE0E)
BRI 4 K i E Cash and balances with banks
S K R SRITEE and central bank - - - -
PR [E 2EROH Placements with banks - - - -
2 R Loans and advances to
customers - - - -
BERIE R EIE Loans commitments
{7 and financial
guarantee constracts
ZEHGR (K Loans and advances
) to customers (Loan
commitments) - - - -
A TSR Financial guarantees - - - -

HEHRREE B B SRS E AR TE
BEEFHZER > I2REIEE 3.1.4-

#20184E12 H31 H ik 2 &I A= FE
SRR AR E B AR R A
Frepar AR e > B EERK
R BRI -

RV BREEAZEI65E HE

A B LRI 1698174 2016471 H #5ffi
- HEp201900 1 H 1 HECZ & BAG Z WAEL
FERESRAIARRYT - W5 2RI AR
FRrAHEGUNEEEAGBERL > 1LY
P e A R S R S P 2 o3 e B
° AR R AR B
Ja B o FERCHTERIT - —IHEE
(A EHE ZHERM)
Fe—TRBSZ (8 2 s B R e
RAERH BB ESORRIN - HllEZ
GEPEHEAN E AR -

Further information on the measurement of the impairment allowance under
HKFRS 9 can be found in note 3.1.4.

2.1.2 New and amended standards not yet adopted by the Group

Certain new accounting standards and interpretations have been published that
are not mandatory for 31 December 2018 reporting periods and have not been
early adopted by the Group. The Group’s assessment of the impact of these new
standards and interpretations is set out below.

HKFRS 16 Leases

HKFRS 16 was issued in January 2016. It is mandatory for financial years
commencing on or after 1 January 2019 and will result in almost all leases being
recognised on the balance sheet by lessees, as the distinction between operating
and finance leases is removed. The standard will affect primarily the accounting
for the Group’s operating leases. 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.

14
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Summary of Significant Accounting Policies (Continued)

2.1.2 New and amended standards not yvet adopted by the Group
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(Continued)

Impact

As at the reporting date, the Group is mainly operating as a lessor and
only has one operating lease commitment as lessee, the non-cancellable
operating lease commitment of which amounted to HK$162,756. The
Group expects to recognize right-of use assets of approximately
HKS$144,922 and lease liabilities of HK$146,613 on 1 January 2019. The
overall impacts on net assets and net profits after tax are not expected to
be material.

Operating cash flows will increase and financing cash flows decrease as
repayment of the principal portion of the lease liabilities will be classified
as cash flows from financing activities.

Additional disclosures in the financial statements will be required from
next year.

Date of adoption

The Group will apply the standard from its mandatory adoption date of 1
January 2019. The Group intends to apply the simplified transition
approach and will not restate comparative amounts for the year prior to
first adoption. Right-of-use assets for property leases will be measured on
transition as if the new rules had always been applied. All other right-of-
use assets will be measured at the amount of the lease liability on
adoption (adjusted for any prepaid or accrued lease expenses).

There are no other standards that are not yet effective and that would be
expected to have a material impact on the Group in the current or future
reporting periods and on foreseeable future transactions.

2.1.3 Financial assets and liabilities

Measurement methods

Amortised cost and effective interest rate

The amortised cost is the amount at which the financial asset or financial
liability is measured at initial recognition minus the principal repayments,
plus or minus the cumulative amortization using the effective interest
method of any difference between that initial amount and the maturity
amount and, for financial assets, adjusted for any loss allowance.

The effective interest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected life of the financial
asset or financial liability to the gross carrying amount of a financial asset
(i.e. its amortised cost before any impairment allowance) or to the
amortised cost of a financial liability. The calculation does not consider
expected credit losses and includes transaction cost, premiums or
discounts and fees and points paid or received that are integral to the
effective interest rate, such as origination fees. For purchased or
originated credit-impaired (‘POCI’) financial assets — assets that are
credit-impaired (see definition on note 3.1.5) at initial recognition — the
Group calculates the credit-adjusted effective interest rate, which is
calculated based on the amortised cost of the financial asset instead of its
gross carrying amount and incorporates the impact of expected credit
losses in estimated future cash flows.

When the Group revises the estimates of future cash flows, the carrying
amount of the respective financial assets or financial liability is adjusted
to reflect the new estimate discounted using the original effective interest
rate. Any changes are recognised in profit or loss.
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Summary of Significant Accounting Policies (Continued)

2.1.3 Financial assets and liabilities (Continued)

Interest income

Interest income is calculated by applying the effective interest rate to the gross
carrying amount of financial assets, except for:

(a) POCI financial assets, for which the original credit-adjusted effective
interest rate is applied to the amortised cost of the financial asset.

(b) Financial assets that are not ‘POCI” but have subsequently become credit-
impaired (or ‘stage 3°), for which interest revenue is calculated by
applying the effective interest rate to their amortised cost (i.e. net of the
expected credit loss provision).

Initial recognition and measurement

Financial assets and financial liabilities are recognised when the entity
becomes a party to the contractual provisions of the instrument. Regular way
purchases and sales of financial assets are recognised on trade-date, the date
on which the Group commits to purchase or sell the asset.

At initial recognition, the Group measures a financial asset or financial
liability at its fair value plus or minus, in the case of a financial asset or
financial liability not at fair value through profit or loss, transaction costs that
are incremental and directly attributable to the acquisition or issue of the
financial asset or financial liability, such as fees and commissions. Transaction
costs of financial assets and financial liabilities carried at fair value through
profit or loss are expensed in profit or loss. Immediately after initial
recognition, an expected credit loss allowance (ECL) is recognised for
financial assets measured at amortised cost and investments in debt
instruments measured at FVOCI, as described in note 3.1.4, which results in
an accounting loss being recognised in profit or loss when an asset is newly
originated.

When the fair value of financial assets and liabilities differs from the
transaction price on initial recognition, the Group recognised the difference as
follows:

(a) When the fair value is evidenced by a quoted price in an active market
for an identical asset or liability (i.e. a Level 1 input) or based on a
valuation technique that uses only data from observable markets, the
difference is recognised as a gain or loss.

(b) In all other cases, the difference is deferred and the timing of recognition
of deferred day one profit or loss is determined individually. It is either
amortised over the life of the instrument, deferred until the instrument’s
fair value can be determined using market observable inputs, or realized
through settlement.
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Summary of Significant Accounting Policies (Continued)

2.2 Consolidation

2.3

17

The consolidated financial statements include 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 fully 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 unless the transaction provides evidence of
an impairment of the transferred asset. Accounting policies of
subsidiaries have been changed where necessary 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
impairment losses (Note 2.12). 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 interest 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 liability. When
calculating the effective interest rate, the Group estimates cash flows
considering all contractual terms of the financial instrument (for
example, prepayment options) but does not consider future credit
losses. The calculation includes all fees 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 as a result of an impairment loss, interest income
is recognised using the rate of interest used to discount the future
cash flows for the purpose of measuring the impairment loss.
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Summary of Significant Accounting Policies (Continued)

2.4

2.5
(M)

Fee and commission income and expense

Fees and commissions are generally recognised on an accrual basis when
the service has been provided. Loan commitment fees for loans 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 loan.
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

Classification and subsequent measurement

From 1 January 2018, the Group has applied HKFRS 9 and classifies its
financial assets in the following measurement categories:

- Fair value through profit or loss (FVPL);
- Fair value through other comprehensive income (FVOCI): or

- Amortised cost.

The classification requirements for debt and equity instruments are
described below:

Debt instruments

Debt instruments are those instruments that meet the definition of a
financial liability from the issuer's perspective, such as loans, government
and corporate bonds and trade receivables purchased from clients in
factoring arrangement without recourse.

Classification and subsequent measurement of debt instruments depend on:

(a) the Group's business model for managing the asset; and

(b) the cash flow characteristics of the asset.

Based on these factors, the Group classifies its debt instruments into one of
the following three measurement categories:

- Amortised cost: Assets that are held for collection of contractual cash
flows where those cash flows represent solely payments of principal
and interest (‘SPPI’), and that are not designated at FVPL, are
measured at amortised cost. The carrying amount of these assets is
adjusted by any expected credit loss allowance recognised and
measured as described in note 3.1.4. Interest income from these
financial assets is included in ‘Interest income’ using the effective
interest rate method.

- Fair value through other comprehensive income (FVOCI): Financial
assets that are held for collection of contractual cash flows and for
selling the assets, where the assets' cash flows represent solely
payments of principal and interest, and that are not designated at
FVPL, are measured at fair value through other comprehensive
income (FVOCI). Movements in the carrying amount are taken
through OCI, except for the recognition of impairment gains or losses,
interest revenue and foreign exchange gains and losses on the
instrument’s amortised cost which are recognised in profit or loss.
When the financial asset is derecognized, the cumulative gain or loss
previously recognised in OCI is reclassified from equity to profit or
loss and recognised in ‘Net Investment Income’. Interest income from
these financial assets is included in ‘Interest Income’ using effective
interest rate method.
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Summary of Significant Accounting Policies (Continued)

2.5 Financial assets (Continued)

(i) Classification and subsequent measurement (Continued)
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- Fair value through profit or loss: Assets that do not meet the
criteria for amortised cost or FVOCI are measured at fair
value through profit or loss. A gain or loss on a debt
investment that is subsequently measured at fair value
through profit or loss and is not part of a hedging
relationship is recognised in profit or loss and presented in
the profit or loss statement within 'Net trading income' in the
period in which it arises, unless it arises from debt
instruments that were designated at fair value or which are
not held for trading, in which case they are presented
separately in 'Net Investment Income'. Interest income from
these financial assets is included in ‘Interest Income’ using
the effective interest rate method.

Business model: the business model reflects how the Group
manages the assets in order to generate cash flows. That is,
whether the Group's objective is solely to collect the contractual
cash flows from the assets or is to collect both the contractual cash
flows and cash flows arising from the sale of assets. If neither of
these is applicable (e.g. financial assets are held for trading
purposes), then the financial assets are classified as part of ‘other’
business model and measured at FVPL. Factors considered by the
Group in determining the business model for a group of assets
include past experience on how the cash flows for these assets
were collected, how the asset's performance is evaluated and
reported to key management personnel, how risks are assessed and
managed and how managers are compensated. An example is the
liquidity portfolio of assets, which is held by the Group as part of
liquidity management and is generally classified within the hold to
collect and sell business model. Securities held for trading are
held principally for the purpose of selling in the near term or are
part of a portfolio of financial instruments that are managed
together and for which there is evidence of a recent actual pattern
of short-term profit-taking. These securities are classified in the
‘other’ business model and measured at FVPL.

SPPI: Where the business model is to hold assets to collect
contractual cash flows or to collect contractual cash flows and
sell, the Group assesses whether the financial instruments’ cash
flows represent solely payments of principal and interest (the
‘SPPI test’). In making this assessment, the Group considers
whether the contractual cash flows are consistent with a basic
lending arrangement, i.e. interest includes only consideration for
the time value of money, credit risk, other basic lending risks and
a profit margin that is consistent with a basic lending arrangement.
Where the contractual terms introduce exposure to risk or
volatility that are inconsistent with a basic lending arrangement,
the related financial asset is classified and measured at fair value
through profit or loss.

Financial assets with embedded derivatives are considered in their
entirety when determining whether their cash flows are solely
payment of principal and interest.

The Group reclassifies debt investments when and only when its
business model for managing those assets changes. The
reclassification takes place from the start of the first reporting
period following the change. Such changes are expected to be
very infrequent and none occurred during the period.
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2.5
(M)

(i)

(iif)

Financial assets (Continued)

Classification and subsequent measurement (Continued)

Equity instruments

Equity instruments are instruments that meet the definition of equity
from the issuer’s perspective; that is, instruments that do not contain a
contractual obligation to pay and that evidence a residual interest in
the issuer’s net assets. Examples of equity instruments include basic
ordinary share.

The Group subsequently measures all equity investments at fair value
through profit or loss, except where the Group's management has
elected, at initial recognition, to irrevocably designate an equity
investment at fair value through other comprehensive income. The
Group's policy is to designate equity investments as FVOCI when
those investments are held for purposes other than to generate
investment returns. When this election is used, fair value gains and
losses are recognised in OCI and are not subsequently reclassified to
profit or loss, including on disposal. Impairment losses (and reversal
of impairment losses) are not reported separately from other changes
in fair value. Dividends, when representing a return on such
investments, continue to be recognised in profit or loss as other
income when the Group's right to receive payments is established.

Gains and losses on equity investments at FVPL are included in the
‘Net Trading Income’ line in the statement of profit or loss.

Impairment

The Group assesses on a forward-looking basis the expected credit
losses ('ECL') associated with its debt instrument assets carried at
amortised cost and FVOCI and with the exposure arising from loan
commitments and financial guarantee contracts. The Group recognises
a loss allowance for such losses at each reporting date. The
measurement of ECL reflects:

- An unbiased and probability-weighted amount that is determined
by evaluating a range of possible outcomes;.

- The time value of money; and

- Reasonable and supportable information that is available without

undue cost or effort at the reporting date about past event, current
conditions and forecasts of future economic conditions.

Modification of loans

The Group sometimes renegotiates or otherwise modifies the
contractual cash flows of loans to customers. When this happens, the
Group assesses whether or not the new terms are substantially different
of the original terms. The Group does this by considering, among
others, the following factors:

- If the borrower is in financial difficulty, whether the modification
merely reduces the contractual cash flows to amounts the
borrower is expected to be able to pay.

- Whether any substantial new terms are introduced, such as profit
share/equity-based return that substantially affects the risk profile
of the loan.

- Significant extension of the loan term when the borrower is not in
financial difficult.

- Significant change in the interest rate.
- Change in the currency the loan is denominated in.

- Insertion of collateral, other security or credit enhancements that
significantly affect the credit risk associated with the loan.
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2.5

Financial assets (Continued)

(iii) Modification of loans (Continued)

(iv)
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If the terms are substantially different, the Group derecognizes the
original financial asset and recognises a 'new' asset at fair value and
recalculates a new effective interest rate for the asset. The date of
renegotiation is consequently considered to be the date of initial
recognition of impairment calculation purposes, including for the
purpose of determining whether a significant increase in credit risk
has occurred. However, the Group also assesses whether the new
financial asset recognised is deemed to be credit-impaired at initial
recognition, especially in circumstances whether the renegotiation
was driven by the debtor being unable to make the originally
agreed payments. Differences in the carrying amount are also
recognised in profit or loss as a gain or loss on derecognition.

If the terms are not substantially different, the renegotiation or
modification does not result in derecognition, and the Group
recalculates the gross carrying amount based on the revised cash
flows of the financial asset and recognises a modification gain or
loss in profit or loss. The new gross carrying amount is
recalculated by discounting the modified cash flows at the original
effective interest rate (or credit-adjusted effective interest rate for
purchased or originated credit-impaired financial assets).

The impact of modifications of financial assets on the expected
credit loss calculation is discussed in note 3.1.10.

Derecognition other than on a modification

Financial assets, or a portion thereof, are derecognized when the
contractual rights to receive the cash flows from the assets have
expired, or when they have been transferred and either (i) the
Group transfers substantially all the risks and rewards of
ownership, or (ii) the Group neither transfers nor retains
substantially all the risks and rewards of ownership and the Group
has not retained control.

The Group enters into transactions where it retains the contractual
rights to receive cash flows from assets but assumes a contractual
obligation to pay those cash flows to other entities and transfers
substantially all of the risks and rewards. These transactions are
accounted for as 'pass through' transfers that result in derecognition
if the Group:

(a) has no obligation to make payments unless it collects
equivalent amounts from the assets;

(b) is prohibited from selling or pledging the assets; and

(c) has an obligation to remit any cash it collects from the assets
without material delay.
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Summary of Significant Accounting Policies (Continued)

2.6 Financial liabilities

(1) Classification and subsequent measurement

In both the current and prior period, financial liabilities are classified
as subsequently measured at amortised cost, except for:

- Financial liabilities at fair value through profit or loss: this
classification is applied to derivatives, financial liabilities held for
trading (e.g. short positions in the trading book) and other
financial liabilities designated as such at initial recognition. Gains
or losses on financial liabilities designated at fair value through
profit or loss are presented partially in other comprehensive
income (the amount of change in the fair value of the financial
liability that is attributable to changes in the credit risk of that
liability, which is determined as the amount that is not
attributable to changes in market conditions that give rise to
market risk) and partially profit or loss (the remaining amount of
change in the fair value of the liability). This is unless such a
presentation would create, or enlarge, an accounting mismatch, in
which case the gains and losses attributable to changes in the
credit risk of the liability are also presented in profit or loss;

- Financial liabilities arising from the transfer of financial assets
which did not qualify for derecognition or when the continuing
involvement approach applies. When the transfer of financial
asset did not qualify for derecognition, a financial liability is
recognised for the consideration received for the transfer. In
subsequent periods, the Group recognises any expense incurred
on the financial liability; when continuing involvement approach
applies; and

- Financial guarantee contracts and loan commitments.

(i) Derecognition

Financial liabilities are derecognized when they are extinguished (i.e.
when the obligation specified in the contract is discharged, cancelled
or expires).

The exchange between the Group and its original lenders of debt
instruments with substantially different terms, as well as substantial
modifications of the terms of existing financial liabilities, are
accounted for as an extinguishment of the original financial liability
and the recognition of a new financial liability. The terms are
substantially different if the discounted present value of the cash flows
under the new terms, including any fees paid net of any fees received
and discounted using the original effective interest rate, is at least 10%
different from the discounted present value of the remaining cash
flows of the original financial liability. In addition, other qualitative
factors, such as the currency that the instrument is denominated in,
changes in the type of interest rate, new conversion features attached
to the instrument and change in covenants are also taken into
consideration. If an exchange of debt instruments or modification of
terms is accounted for as an extinguishment, any costs or fees incurred
are recognised as part of the gain or loss on the extinguishment. If the
exchange or modification is not accounted for as an extinguishment,
any costs or fees incurred adjust the carrying amount of the liability
and are amortised over the remaining term of the modified liability.
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Summary of Significant Accounting Policies (Continued)

2.7

2.8

2.9

Financial guarantee contracts and loan commitments

Financial guarantee contracts are contracts that require the issuer to
make specified payments to reimburse the holder for a loss it incurs
because a specified debtor fails to make payments when due, in
accordance with the terms of a debt instrument. Such financial
guarantees are given to banks, financial institutions and others on
behalf of customers to secure loans, overdrafts and other banking
facilities.

Financial guarantee contracts are initially measured at fair value and
subsequently measured at the higher of:

- The amount of the loss allowance; and

- The premium received on initial recognition less income
recognised in accordance with the principles of HKFRS 15.

Loan commitments provided by the Group are measured as the amount
of loss allowance (calculated as described in note 3.1.4). The Group
has not provided any commitment to provide loans at a below-market
interest rate, or that can be settled net in cash or by delivering or
issuing another financial instrument.

For loan commitments and financial guarantee contracts, the loss
allowance is recognised as a provision. However, for contracts that
include both a loan and an undrawn commitment and the Group
cannot separately identify the expected credit losses on the undrawn
commitment component from those on the loan component, the
expected credit losses on the undrawn commitment are recognised
together with the loss allowance for the loan. To the extent that the
combined expected credit losses exceed the gross carrying amount of
the loan, the expected credit losses are recognised as a provision.

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 offset the recognised amounts and there is
an intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.

Foreign currency translation

(a) Functional and presentation currency

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

(b) Transactions and balances

Foreign currency transactions are translated into the functional
currency 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 liabilities denominated in foreign
currencies are recognised in the consolidated statement of
comprehensive income.
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Summary of Significant Accounting Policies (Continued)

2.9
(b)

2.10

Foreign currency translation (Continued)

Transactions and balances (Continued)

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.

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 leasehold
properties cannot be allocated 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 September 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 attributable to the acquisition of
the items. Subsequent costs are included in the asset's carrying amount or
recognised as a separate asset, as appropriate, only when it is probable that
future economic benefits associated with the item will flow to the Group and
the cost of the item can be measured reliably. All other repairs and
maintenance are expensed in the consolidated statement of comprehensive
income during the financial period in which they are incurred.

Bank premises 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.

Leasehold
improvements

Remaining portion of the useful life of the bank
premises.

Furniture, fixtures  Furniture, fixtures and equipment are stated at cost

& equipment less accumulated depreciation and accumulated
impairment losses. Depreciation is calculated at 10%
per annum on a reducing balance basis after an initial
provision of 20% on cost in the year of purchase.
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Summary of Significant Accounting Policies (Continued)

2.10 Property, plant and equipment (Continued)

2.11

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.

Investment properties

Investment properties, 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
investment property when the rest of the definition of investment
property is met. The operating lease is accounted for as if it were a
finance lease.

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

After initial recognition, investment 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 item
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 are recognised directly in the consolidated
statement 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.
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Summary of Significant Accounting Policies (Continued)

2.12

2.13
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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.

Current and deferred income tax

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

Deferred income tax is provided, using the liability method, on
temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the consolidated financial
statements. 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 tax
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
liability 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.
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Summary of Significant Accounting Policies (Continued)

2.14

2.15

2.16

Employee benefits

(a) Employee leave entitlements

Employee entitlements to annual leave are recognised when they
accrue to 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.

(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.

(c) 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.
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Summary of Significant Accounting Policies (Continued)
2.16 Provisions (Continued)

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.

2.17 Cash and cash equivalents

Cash and cash equivalents include cash in hand, balances with banks
and central bank, placements with banks and exchange fund 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 limits and controls, and to monitor the
risks and adherence to limits by means of reliable and up-to-date information
systems. The Group regularly reviews its risk management policies and
systems to reflect changes in markets, products and emerging best practice.

Risk management is carried out 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.

3.1 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 economy, 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
relation 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 guarantees.

(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 customer
authorising a third party to draw drafts 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 loss in an amount
equal to the total unused commitments. However, the likely
amount of loss is less than the total unused commitments, as most
commitments to extend credit are contingent upon customers
maintaining specific credit standards.
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Financial Risk Management (Continued)
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3.1.2

Credit risk (Continued)

Maximum exposure to credit risk before collateral held or other credit

enhancements

The Group

Maximum exposure

Credit risk exposures relating to on-
balance sheet assets are as follows:
Balances with banks and central bank
Placements with banks
Loans and advances to customers :
Loans to individuals :
- Overdrafts
- Mortgages
Loans to corporate entities :
- Investment companies
- Small and medium size
enterprises (SMEs)
Credit risk exposures relating to off-
balance sheet items are as follows:
- Financial guarantees
- Loan commitments and other
credit related liabilities

At 31 December

2018 2017
HKS$ HKS
168,975,215 430,354,907
959,097,432 860,343,013
2,546,069 2,306,768
3,559,766 6,059,116
164,577,360 153,089,991
3,286,701 800,051
4,000,000 4,000,000
4,781,555 21,589,616

1,310,824,098

1,478,543,462

The above table represents a worst case scenario of credit risk exposure to the
Group at 31 December 2018 and 2017, 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 continue to control 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 (2017 : 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 (2017 : 100%); and

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

advances.

Credit risk mitigation, collateral and other credit 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.
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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
liabilities 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
2018, the collateral coverage of loans and advances to
customers is 100% (2017: 99.88%).

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 2018, the collateral
coverage of contingent liabilities and commitments is
98.86% (2017: 99.99%).

3.1.3 Loans and advances and placements with banks

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

20184FE12H31H 20174E12H31H

31 December 2018 31 December 2017

BEBGK  SRATEIZESRI BEBGK  SRATEIZESRK
Loans and Loans and

advances to Placements advances to Placements

customers with banks customers with banks

HKS$ HKS$ HKS$ HKS$

173,969,896 959,097,432 162,255,926 860,343,013

There were no loans and advances that were past due but not impaired nor
loans and advances that were impaired at 31 December 2018 and 2017. 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 (2017 : Nil). The Group has no rescheduled
loans (2017 : Nil) nor repossessed assets (2017 : Nil) as at 31 December

2018.
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Financial Risk Management (Continued)
3.1 Credit risk (Continued)

3.1.4 Expected credit loss measuremnet

HKFRS 9 outlines a 'three-stage' model for impairment based on
changes in credit quality since initial recognition as summarized

below:
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financial instrument that is not credit-impaired on initial
recognition is classified in 'Stage 1' and has its credit risk
continuously monitored by the Group.

If a significant increase in credit risk ('SICR') since initial
recognition is identified, the financial instrument is moved to
'Stage 2' but is not yet deemed to be credit-impaired.

If the financial instrument is credit-impaired, the financial
instrument is then moved to 'Stage 3'.

Financial instruments in Stage 1 have their ECL measured at an
amount equal to the portion of lifetime expected credit losses
that result from default events possible within the next 12
months. Instruments in Stages 2 or 3 have their ECL measured
based on expected credit losses on a lifetime basis.

A pervasive concept in measuring ECL in accordance with
HKFRS 9 is that it should consider forward-looking
information.

Purchased or originated credit-impaired financial assets are
those financial assets that are credit-impaired on initial
recognition. Their ECL is always measured on a lifetime basis
(Stage 3).

The 'three-stage' model for impairment based on changes in credit
quality under HKFRS 9 (other than purchased or originated credit-
impaired financial assets) is summarized in the following table:

(initial recognition)

PR(EDERELUIENEEEPS

12-month expected credit losses

(Significant increase in credit
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The key judgements and assumptions adopted by the Group in
addressing the requirements of the standard are discussed below:

Significant increase in credit risk (SICR)

The Group considers a financial instrument to have experienced a
significant increase in credit risk when one or more of the following
qualitative or backstop criteria have been met:

Qualitative criteria:

For retail mortgages or loans, if the borrower meets one or more of
the following criteria:

In short-term forbearance

Direct debit cancellation

Extension to the terms granted

Previous arrears within the last 12 months
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Financial Risk Management (Continued)

3.1

Credit risk (Continued)

3.1.4 Expected credit loss measurement (Continued)

For corporate lendings and treasury instruments, if the borrower is on the
Watchlist and the lending meets one or more of the following criteria:

- Significant adverse changes in business, financial and/or economic
conditions in which the borrower operates

- Actual or expected forbearance or restructuring

- Actual or expected significant adverse change in operating results of
the borrower

- Significant change in collateral value which is expected to increase
the risk of default

- Early signs of cashflow/liquidity problems such as delay in
servicing of loans

Backstop

A backstop is applied and the financial instrument considered to have
experienced a significant increase in credit risk if the borrower is more
than 30 days past due on its contractual payments.

The assessment of SICR incorporates forward-looking information and
is performed at annual credit assessment of each loan/lending and at the
end of financial year for all financial instruments held by the Group. The
criteria used to identify SICR are monitored and reviewed periodically
for appropriateness by the Group.

3.1.5 Definition of default and credit-impaired assets

The Group defines a financial instrument as in default, which is fully
aligned with the definition of credit-impaired, when it meets one or more
of the following criteria:

Quantitative criteria

The borrower is more than 90 days past due on its contractual payments.

Qualitative criteria:

The borrower meets unlikeliness to pay criteria, which indicates the
borrower is in significant financial difficulty. These are instances where:

- The borrower is insolvent

- There are cash flow difficulties experienced by the borrower
- The borrower is in breach of loan covenants or conditions

- The borrower is probable to initiate bankruptcy proceedings
- The borrower's competitive position has deteriorated

- The borrower is downgraded below investment grade level

The criteria listed above have been applied to all financial instruments
held by the Group and are consistent with the definition of default used
for internal credit risk management purposes. The default definition has
been applied consistently to model the Probability of Default (PD),
Exposure at Default (EAD) and Loss given Default (LGD) throughout
the Group’s expected loss calculations.
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Financial Risk Management (Continued)
3.1 = il 3.1 Credit risk (Continued)

3.1.6 Measuring ECL - Explanation of assessment process
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The Group assesses the Expected Credit Loss (ECL) individually for each
financial asset. The ECL is measured on either a 12-month (12M) or
Lifetime basis depending on whether a significant increase in credit risk
has occurred since initial recognition or whether an asset is considered to
be credit-impaired. Expected credit losses are the discounted product of
the Probability of Default (PD), Exposure at Default (EAD), and Loss

(LGD) Given default (LGD), defined as follows:
= RITHRIR ZGER - HEERDT ¢
- BAIHEREIE SR AAE R K 12 - The PD represents the likelihood of a borrower defaulting on its
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financial obligation (as per "Definition of default and credit-
impaired" above), either over the next 12 months (12M PD), or over

W EFR) - the remaining lifetime (Lifetime PD) of the obligation.
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time of default, over the next 12 months (12M EAD) or over the
remaining lifetime (Lifetime PD) of the obligation.
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extent of loss on a defaulted exposure. LGD varies by type of
counterparty, type and seniority of claim and availability of collateral
or other credit support.

The ECL is determined by projecting the PD, LGD and EAD for each
future month and for each individual exposure. These three components
are multiplied together and discounted back to the reporting date and
summed. The discount rate used in the ECL calculation is the original
effective interest rate or an approximation thereof.

The Lifetime PD is developed by applying a maturity profile to the current
12M PD. The maturity profile looks at how defaults develop on each
exposure from the point of initial recognition throughout the lifetime of
each loan. The maturity profile is based on historical observed data and is
estimated individually based on the Group's knowledge of each loan.

The 12-month and lifetime EADs are determined based on the expected
payment profile, which varies by each loan.

The 12-month and lifetime LGDs are determined based on the factors
which impact the recoveries made post default. These vary according to
each loan exposure.

- For secured products, this is primarily based on collateral type and
projected collateral values, historical discounts to market/book values
due to forced sales, time to repossession and recovery costs observed.

- For unsecured products, LGD's are typically set at each loan, which
are influenced by collection strategies, including contracted debt sales
and price.
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Financial Risk Management (Continued)

3.1

Credit risk (Continued)

3.1.7 Forward-looking information incorporated in the ECL. models

The assessment of SICR and the calculation of ECL both incorporate
forward-looking information. The Group has performed historical
analysis and identified the key economic variables impacting credit risk
and expected credit losses for each loan exposure.

As the Group's loan portfolio consists of limited number of borrowers
that are of different nature and background, the economic variables and
their associated impact on the PD, EAD and LGD of each exposure
vary. Judgment on individual loans of such factors has been applied in
this process. Forecasts of these economic variables are made by the
Credit Department and approved by the Credit Committee. Each
individual loan exposure is analysed based on the historical records and
future outlooks as influenced by the projected economic factors, such as
house price index, GDP, interest rate trend and unemployment rate
which are applicable to each exposure on a case by case basis.

As with any economic forecast, the projections and likelihoods of
occurrence are subject to a degree of inherent uncertainty and therefore
the actual outcomes may be significantly different to those projected.
The Group considers these forecasts to represent its best estimate of the
possible outcomes.

Maximum exposure to credit risk — Financial instruments subject to
impairment

The following tables contain the analysis of the credit risk exposure of
financial instruments for which are subject to ECL assessment. The
gross carrying amount of financial assets below also represents the
Group’s maximum exposure to credit risk on these assets.

H) BEEGEK (a) Loans and advances to customers
EEBGK
Loans and advances to customers
2018 2017
FEHAfS FEARS R ECL staging
)2 3 ER
BIRE RBEFEY BEGEDN BACSE4E
2EATEN FEEEHE TEEHE CRRED
ERER S &£ SREE st et
Stage 1 Stage 2 Stage 3 Pruchased
12-month Lifetime Lifetime credit-
ECL ECL ECL impaired Total Total
HKS$ HKS$ HKS$ HKS$ HKS$ HK$
SRR Credit grade
FIR BT Performing 173,969,896 - - - 173,969,896 162,255,926
SR IEI4EEH Gross carrying
amount 173,969,896 - - - 173,969,896 162,255,926
TEHA(S FHEL ECL allowance ) ) } _ _ _
A
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Financial Risk Management (Continued)

3.1 Credit risk (Continued)
3.1.7 Forward-looking information incorporated in the ECL models
(Continued)
) BR- - XEAERETXIE (b)  Guarantees, contingent liabilities and loan commitments
B - HEABEKERNGRE
Guarantees, contingent liabilities and loan commitments
2018 2017
YEHA(S FH{B4&MBES ECL staging
SRR 2B FEIRE BATELE
RERTEN BEFENE BEFENE SHREN
IELEESS HfEREE PEREE SREE &Er et
Stage 1 Stage 2 Stage 3 Pruchased
12-month Lifetime Lifetime credit-
ECL ECL ECL impaired Total Total
HKS$ HKS$ HKS$ HK$ HK$ HK$
ERER Credit grade
FHRAT Performing 8,781,555 - - - 8,781,555 25,589,616
IR HI4E%H Gross carrying
amount 8,781,555 - - - 8,781,555 25,589,616
TEEAEHIEZL ECL allowance i i i i i i
AEff
R EREZEEIREZERE (¢) Balances and placements with banks
2B EY-&NAEE S G
Balances and placements with banks
2018 2017
TEHA(S 4B MBEY ECL staging
EIFEE E2MEEL EIMEEE BMATEE
REAEH BEGENE BETENEE SHBED
ERER HAfE A% HiEREEr SREE dast s
Stage 1 Stage 2 Stage 3 Pruchased
12-month Lifetime Lifetime credit-
ECL ECL ECL impaired Total Total
HK$ HKS$ HKS$ HK$ HK$ HK$
fEFHEK Credit grade
FIA RAT Performing 961,807,400 - - - 961,807,400 863,227,692
IR HI4EEH Gross carrying
amount 961,807,400 - - - 961,807,400 863,227,692
TERA(E % ECL allowance i ) ) i i i
Hefh

S TR AR A B H 3 01 36 ARk
W - R AT B ST -
AR AT -

FEEFRNT 2 SREEA RS SRR i
Z “EEEHEM AT bR - (e EE 2 T

SRR > SRR R -
BRI

BRI TS RS Rt 2 i AR B LA
TZIHH -

() FREEREE  NESYEEHS TS (5
ERFERTE ;K

(i) RS  NEE LR
ERERTE -

The Group's policies regarding obtaining collateral have not significantly
changed during the reporting period and there has been no significant change
in the overall quality of the collateral held by the Group since the prior period.

The Group’s financial assets that are secured have sufficiently low “loan to
value” (LTV) ratios, which result in no loss allowance being recognised in
accordance with the Group’s expected credit loss model.

Sensitivity analysis

The most significant assumptions affecting the ECL allowance for the Group
include the following items:

i) House price index, given the significant impact it has on mortgage
collateral valuations; and
(ii) Stock market index, given the significant impact it has on listed

share collateral valuations.
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Loss allowance as at 1
January 2018

20181 B 1H Z /K EEH

JEHE P B R 2 B Transfer between ECL stages

BLINER ~ BLYIELZ K Changes in PDs/LGDs/EADs

&l 1 2 B

TEARHI4 et > Fbgpe Financial assets derecognised
during the period

20184F12H31H 2% Loss allowance as at 31
December 2018

Financial Risk Management (Continued)
Credit risk (Continued)

3.1

3.1.

7 Forward-looking information incorporated in the ECL models

(Continued)

Sensitivity analysis (Continued)

Set out below are the changes to the ECL as at 31 December 2018 that
would result from reasonably possible changes in these parameters
from the actual assumptions used in the Group's economic variable
assumptions (for example, the impact on ECL of each of upward or
downward movements in house price index and stock market index):

EEEHISE House price index

-20% g No change +20%
458 Hang Seng index
-10% A% No change +10%

3.1.8 Loss allowance

The loss allowance can be impacted by a variety of factors, including:

Transfers between ECL stages due to financial instruments
experiencing significant increases or decreases of credit risk
or becoming credit-impaired in the period, and the
consequent step up or step down between 12-month and
Lifetime ECL;

Additional allowances for new financial instruments
recognised during the period, as well as releases for

financial instruments de-recognised in the period;

Impact on the measurement of ECL due to changes in PDs,
EADs and LGDs in the period, arising from regular credit
assessments;

Financial assets derecognized during the period and write-
offs of allowances related to assets that were written off
during the period.

The following tables explain the changes in the loss allowance
between the beginning and the end of the annual period:

(a) Loans and advances to customers
BB BB, SBIFEE
Stage 1 Stage 2 Stage 3 B A B
BECEY BECEY SHREHN
DEAEE FHEHRE FHEHE  LREE
{EREL S FS Purchased
12-month Lifetime Lifetime credit- Y
ECL ECL ECL impaired Total
HKS$ HKS$ HKS HKS$ HKS$
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Financial Risk Management (Continued)

31 EEEEE) 3.1 Credit risk (Continued)
3.1.8 EEEHEE) 3.1.8 Loss allowance (Continued)

(2) R REARKETKE

(b)  Guarantees, contingent liabilities and loan commitments

PR 2R EIMREL
Stage 1 Stage 2 Stage 3 A Eg
EEGEY BEEFEEY SHREDN
12EPTES THERE FEHERE SHMEE
EREE * & Purchased
12-month Lifetime Lifetime credit- L=t
ECL ECL ECL impaired Total
HKS$ HKS$ HKS$ HKS$ HKS$
20184F1 B 1 H ZHRR % Loss allowance as at 1
January 2018
SR FHIS B R 2 RS Transfer between ECL stages - - - - R
IBAINMER - IBLJIESZE [ iE4)  Changes in PDs/LGDs/EADs
1 2 T : - - - -
EARINL FHES Y £atisrs  Financial assets derecognised
during the period - - - - -
20184E12H31H2#B%#4  Loss allowance as at 31
December 2018 - - - - -
(W) FIEZE B E R (c) Balances and placements with banks
MG E2EEE 3B
Stage 1 Stage 2 Stage 3 WA g A
BEFED BEFED FH @{EH’J
EATES TEHMSHE TEPEAE SERE
fEHEE & & Purchased
12-month Lifetime Lifetime credit- gzt
ECL ECL ECL impaired Total
HKS$ HKS$ HKS$ HKS$ HKS$

2018F1 H1H ZBR &M

BRI R 2

BUMER ~ BOBRERIELY

Loss allowance as at 1
January 2018

Transfer between ECL stages

Changes in PDs/LGDs/EADs

EPa T : - - - -
TEARRANK TR 4pigFe  Financial assets derecognised

during the period - - - - -
20186E1231H 28K Loss allowance as at 31

December 2018

L EHRICE RIS 2 SR AR BRI E R E R
o RN > SEENCEEASE # 2 R GERIRE
EREEE

There were no significant changes in the gross carrying accounts of
financial assets that contributed to changes in the loss allowance.
There were no credit-impaired financial assets purchased or originated
by the Group during the year.
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Financial Risk Management (Continued)

3.1

3.1.9

3.1.10
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Credit risk (Continued)

Write-off policy

The Group writes off financial assets, in whole or in part, when it
has exhausted all practical recovery efforts and has concluded
there is no reasonable expectation of recovery. Indicators that
there is no reasonable expectation of recovery include: (i) ceasing
enforcement activity and (ii) where the Group’s recovery method
is foreclosing on collateral and the value of the collateral is such
that there is no reasonable expectation of recovering in full.

The Group may write-off financial assets that are still subject to
enforcement activity. However, there were no such assets being
written off during the year ended 31 December 2018.

Modification of financial assets

The Group sometimes modifies the terms of loans provided to
customers due to commercial renegotiations, or for distressed
loans, with a view to maximizing recovery.

Such restructuring activities include extended payment term
arrangements, payment holidays and payment forgiveness.
Restructuring policies and practices are based on indicators or
criteria which, in the judgement of management, indicate that
payment will most likely continue. These policies are kept under
continuous review. Restructuring is most commonly applied to
term loans.

The risk of default of such assets after modification is assessed at
the reporting date and compared with the risk under the original
terms at initial recognition, when the modification is not
substantial and so does not result in derecognition of the original
asset. The Group monitors the subsequent performance of
modified assets. The Group may determine that the credit risk has
significantly improved after restructuring. As at 31 December
2018, the Group does not have any of such assets.

The Group continues to monitor if there is a subsequent
significant increase in credit risk in relation to such assets
through the use of specific models for modified assets.



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

3.1.11 Concentration of risks of financial assets with credit risk exposure
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Geographical sectors

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 2018 and 2017. For this distribution, the
Group has allocated exposures to regions based on the country of
domicile of its counterparties. Credit risk exposure by geographical
sectors is classified according to the location of counterparties after
taking into account the transfer of risk.

£H The Group
B K&
HAERI
Asia Pacific
EHHE excluding B HaEH
Hong Kong Hong Kong Europe Total
HKS$ HKS$ HKS$ HKS$
FA2018412H31H At 31 December 2018
PR B SERCE Placements with banks 30,000,000 729,097,432 200,000,000 959,097,432
ZERER - Loans and advances to
customers :
PN Loans to individuals :
- B - Overdrafts 2,546,069 - - 2,546,069
- g - Mortgages 3,559,766 - - 3,559,766
I . Loans to corporate entities :
- B NH - Investment companies 164,577,360 - - 164,577,360
- A - SMEs 3,286,701 - - 3,286,701
203,969,896 729,097,432 200,000,000 1,133,067,328
FA20174E12H31H At 31 December 2017
LIV EEZe| Placements with banks - 860,343,013 - 860,343,013
ZERER - Loans and advances to
customers :
EPNCEE Loans to individuals :
-iEY - Overdrafts 2,306,768 - - 2,306,768
- 148 - Mortgages 6,059,116 - - 6,059,116
I . Loans to corporate entities :
- ENTE - Investment companies 153,089,991 - - 153,089,991
- N - SMEs 800,051 - - 800,051
162,255,926 860,343,013 - 1,022,598,939
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Financial Risk Management (Continued)

3.1 Credit risk (Continued)

3.1.11 Concentration of risks of financial assets with credit risk exposure

(Continued)

(b) Industry sectors

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.

The Group
it R
TG
W5tERE  Whole-sale TENH
Financial and retail Investment PN 4EZE
institutions trade companies Individuals Total
HKS$ HKS$ HKS$ HKS$ HKS$
As at 31 December 2018
Placements with banks 959,097,432 - - - 959,097,432
Loans and advances to
customers :
Loans to individuals :
- Overdrafts - - - 2,546,069 2,546,069
- Mortgages - - - 3,559,766 3,559,766
Loans to corporate
entities :
- Investment companies - 164,577,360 - 164,577,360
- SMEs - 3,286,701 - - 3,286,701
959,097,432 3,286,701 164,577,360 6,105,835 1,133,067,328
As at 31 December 2017
Placements with banks 860,343,013 - - 860,343,013
Loans and advances to
customers :
Loans to individuals :
- Overdrafts - - 2,306,768 2,306,768
- Mortgages - - 6,059,116 6,059,116
Loans to corporate
entities :
- Investment companies - 153,089,991 - 153,089,991
- SMEs - 800,051 - - 800,051
860,343,013 800,051 153,089,991 8,365,884 1,022,598,939
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Financial Risk Management (Continued)

3.2

3.21

42

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 instrument
will fluctuate 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 rates 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
market 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 tailored to the business
and typically uses scenario analysis.

Sensitivity analysis for 2018 and 2017

As at 31 December 2018, no significant open positions in foreign
currencies were taken, hence the net interest 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
lower with other variables held constant, the Group's profit after tax
for the year and reserves would have been HK$3,762,462 (2017:
HK$2,975,720) lower. This arose as a result of lower net interest
income earned on floating rate financial instruments.

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 investment purpose. At 31 December 2018, if Hang
Seng Index had been 10% lower (2017: 10% lower) 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 (2017: unchanged), while the Group's
investment revaluation reserve would be HK$767,341 lower (2017:
HKS$1,491,774 lower). The Group's available-for-sale equity
securities would be HKS$767,341 lower (2017: HK$1,491,774
lower).

At 31 December 2018 and 2017, majority of the Group's financial
assets and liabilities are denominated in HKD or United States
dollars ('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 2018 and 2017.
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32 HEEE &) 3.2 Market risk (Continued)
3.2.2 HMEEESR 3.2.2 Foreign exchange
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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 liabilities at carrying amounts, categorised by
currency.

BEEAERZARINEEEREREZ O Concentrations of currency risk on-and off-balance sheet items
b FEIT At HaEH
HK Dollars US Dollars Others Total
HK$ HK$ HK$ HK$
The Group
HR2018%12H31H At 31 December 2018
BE Assets
EEEIR 4 M E 2 Cash and balances with banks 871,207,096 1,887,989 451,601 873,546,686
et G SHEENN! Placements with banks maturing
Z12{E B A EIHA between one and twelve months 245,000,000 12,250,956 - 257,250,956
B EGE  EARETE Loans and advances to customers
and other accounts 177,328,017 42,574 58 177,370,649
DI EESEHE Equity investments measured at
B ASERAY  FVOCI
S HEGEE AL E 8,783,069 58,764 - 8,841,833
Y > BB Property, plant and equipment 72,655,228 - - 72,655,228
&Y Investment properties 329,900,000 - - 329,900,000
BEUZ O] > Fik Tax recoverable 115,003 - - 115,003
BEASET Total assets 1,704,988,413 14,240,283 451,659 1,719,680,355
=L Liabilities
ZEE Deposits from customers 951,457,747 13,783,125 175,782 965,416,654
Hith & E & EH Other liabilities and provisions 23,681,914 59,055 292,912 24,033,881
IEIEFIEEE Deferred tax liabilities 6,266,435 - - 6,266,435
=Ci-v=r-i8 Total liabilities 981,406,096 13,842,180 468,694 995,716,970
BEAERNBHE Net on-balance sheet position 723,582,317 398,103 (17,035) 723,963,385
BEERE Credit commitments 7,793,701 . 987,854 8,781,555
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Financial Risk Management (Continued)
Market risk (Continued)

3.2

3.2.2 Foreign exchange (Continued)

The Group

At 31 December 2017
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

Currrent tax liabilities

Deferred tax liabilities

Total liabilities

Net on-balance sheet position

Credit commitments

iy I HAtr HH%H

HK Dollars US Dollars Others Total

HKS$ HKS$ HKS$ HKS$
833,715,133 168,620 551,062 834,434,815
450,000,000 10,343,013 - 460,343,013
165,534,809 37,719 17 165,572,545
17,234,355 65,505 - 17,299,860
72,217,052 - - 72,217,052
311,400,000 - - 311,400,000
10,073 - - 10,073
1,850,111,422 10,614,857 551,079 1,861,277,358
1,124,852,478 9,850,599 247,871 1,134,950,948
18,647,550 55,512 9 18,703,071
5,120 - - 5,120
5,497,069 - - 5,497,069
1,149,002,217 9,906,111 247,880 1,159,156,208
701,109,205 708,746 303,199 702,121,150
23,961,312 - 1,628,304 25,589,616
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Financial Risk Management (Continued)

3.2 miBEE (&) 3.2 Market risk (Continued)
3.2.3 FIERE 3.2.3 Interest rate risk
BE  AERESEABRINEHHEAERZ & Interest sensitivity of assets, liabilities and off-balance sheet items -
BE-EhEEsT repricing analysis
IREm SRR E R T s F 2 2 S8 5| Cash flow interest rate risk is the risk that the future cash flows of a financial
Z—IESE T B KRR SR EH R e~ JE instrument will fluctuate because of changes in market interest rates. Fair value
b > A B E R s R A R i A R 8 ) interest rate risk is the risk that the value of a financial instrument will fluctuate
M5 E—IHER TR Z EEAREE . EkE - because of changes in market interest rates. The Group takes on exposure to the
HEERZHTEE TR KSR EmMER A effects of fluctuations in the prevailing levels of market interest rates on both its
SEAEE 4R B R o S al g R s fair value and cash flow risks. Interest margins may increase as a result of such
EFF s EIREREE TR T ST D ek changes but may reduce or create losses in the event that unexpected movements
HEEE - BHEENFIREY EE 2 R AR KE arise. The Board sets limits on the level of mismatch of interest rate repricing
sEmEAE Vi O i TR TR - that may be undertaken, which is monitored daily by senior management.
DU B EE > FRE G - B EIEEE The table below summarises the Group's exposure to interest rate risks. Included
CEENAGBZIERE  UHEHENERTEE in the table are the Group's assets amd liabilities at carrying amounts,
HE 2 HIH 2 i FEE R 438 - categorised by the earlier of contractual repricing or maturity dates.
F£HE The Group
3Z12 1£5 @ 1SS
HEH LA 1223(E A & F &3 SEE Non-
Up to 1-3 3-12 1-5 Over interest 4arR
1 month months months years  Syears bearing Total
HK$ HK$ HKS$ HK$ HK$ HKS HKS
720185128 At 31 December
31H 2018
BE Assets
EFREET Cash and balances
JdEE= with banks 702,323,142 - - - - 171,223,544 873,546,686
TE BRI ]2 Placements with
L CE)INEIV banks maturing
&l H P E 8 between one and
twelve months - 212,250,956 45,000,000 - - - 257,250,956
B PR H Loans and advances
fth HTE to customers and
other accounts 113,709,999 60,259,897 - - - 3,400,753 177,370,649
DL EEST Equity investments
& HH SR measured at FVOCI
A EEE UL
fit Z Nt v 25
& - - - - - 8,841,833 8,841,833
HAh & Other assets - - - - - 402,670,231 402,670,231
BEASSH Total assets 816,033,141 272,510,853 45,000,000 - - 586,136,361  1,719,680,355
=i, Liabilities
B ERERK Deposits from
customers 765,356,566 62,648,597 51,400,000 - - 86,011,491 965,416,654
HAtr A& Other liabilities - - - - - 30,300,316 30,300,316
=l =r:1 Total liabilities 765,356,566 62,648,597 51,400,000 - - 116,311,807 995,716,970
HFRE = Total interest
EEET sensitivity gap 50,676,575 209,862,256 (6,400,000) - -
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32 HIFEEE (&) 3.2 Market risk (Continued)
3.2.3 FIXREE (&) 3.2.3 Interest rate risk (Continued)
The Group
3E12 145 iy E[S=§s\
HEH LA 123{EH @A 4 S5 Non-
Up to 1-3 3-12 1-5 Over interest k]
1 month months months years  Syears bearing Tota
HKS$ HKS$ HKS$ HKS$ HKS$ HKS$ HKS
#20174£12H3 At 31 December
1H 2017
BE Assets
BEERESREF Cash and balances
AEES with banks 400,598,441 - - - - 433,836,374 834,434,815
EHIYFEZE  Placements with
FKIERY1ZE12{8  banks maturing
HNEHA between one and
twelve months - 360,343,013 100,000,000 - - - 460,343,013
ZEE R . Loans and advances
fRETE to customers and
other accounts 97,303,169 64,952,757 - - - 3,316,619 165,572,545
o] HHERE Available-for-sale
investments - - - - - 17,299,860 17,299,860
HAh&zE Other assets - - - - - 383,627,125 383,627,125
BEASE Total assets 497,901,610 425,295,770 100,000,000 - - 838,079,978 1,861,277,358
aff Liabilities
EEFR Deposits from
customers 898,957,122 67,394,011 76,900,000 - - 91,699,815 1,134,950,948
Hofth Ef Other liabilities . - - - . 24,205,260 24,205,260
=U=t=v-i8 Total liabilities 898,957,122 67,394,011 76,900,000 - - 115,905,075 1,159,156,208
=G EzZ  Total interest
EaEt sensitivity gap (401,055,512) 357,901,759 23,100,000 - -
33 REESEE 3.3 Liquidity Risk
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Liquidity risk arises from the mismatch in the cash flows arising
from on-balance sheet assets and liabilities, plus the settlement
characteristics of off-balance sheet activities.

The Group's liquidity management process, as closely monitored
by senior management in accordance with policies and guidelines
established by the Board, includes the following tasks :

- day-to-day funding, managed by monitoring future cash flows to
ensure 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.



Financial Risk Management (Continued)

3.3 Liquidity risk (Continued)

o R MEER DL N —K 0 B H 2 BRI E R TR =T Monitoring and reporting take the form of maturity profile projections
 IWEAERISESEE Y B - PHIEEHAER A for the next day, week and month respectively, as these are key periods
FECEL K, R EE B ERKIE > BT ([FHERSAREES T2 for liquidity management. Mismatches between medium-term assets
JK - EESE R DL E— B TR RS L Ba i - and liabilities together with the level and type of undrawn lending

commitments, overdraft facilities usage and contingent liabilities are
also monitored under the usual conservative strategy of the Group.

3.3.1 ZJHASTHT 3.3.1 Maturity analysis
THEZF#E AR EIR EESLFHIH 2 FegiE R ot EE The table on the following page analyses the Group's assets and
ZEE N A EZE H AR 2 FHALH A - liabilities into relevant maturity groupings based on the remaining
period at end of the reporting period to the contractual maturity date.
£H The Group
3FE12 1£5 FEERiE]
BIEE 1{EH A 1£3(EH fiE A i+ 54
Repayable on Up to 1-3 3-12 1-5 Over HEFIHA H HAZE
demand 1 month months months years 5 years Indefinite Total
HKS$ HK$ HK$ HKS$ HKS$ HKS$ HKS$ HKS$
F20184E12 At 31 December
H31H 2018
B Assets

[EfFHi4 K Cashand

Pl EIES balances with
banks 171,700,209 701,846,477 - - - - - 873,546,686

ERAHFE  Placements with

FEFIER]1  banks maturing

Z12{MHB N between one and

5 twelve months - - 212250956 45,000,000 - - . 257250956

Z sk Ky Loans and
HAIRTE advances to
customers and

other accounts 111,885,310 1,684,212 2,483,322 59,067,703 1,408,637 - 841,465 177,370,649
PASSPE{E  Equity
st&E HES  investments

5t AHAr  measured at
iz FVOCI

Tt a7 1
L - - - - - - 8,841,833 8,841,833
Y2t > 458 Property, plant
Bk thi and equipment - - - - - - 72,655,228 72,655,228
&Y Investment

properties - - - - - - 329,900,000 329,900,000
fEUx[@ 7 F#  Tax recoverable
K - - - 115,003 - - - 115,003
BESt Total assets 283,585,519 703,530,689 214,734,278 104,182,706 1,408,637 - 412,238,526 1,719,680,355
=0 Liabilities
=yt i¢ Deposits from

customers 848,704,146 2,663,910 62,648,598 51,400,000 - - - 965,416,654
Hith& (&R, Other liabilities
AEAfG and provisions 5,859,097 2,391,420 3,136,188 11,076,469 1,570,707 - - 24,033,881
IRIEFGIEE  Deferred tax
& liabilities - - - - - - 6,266,435 6,266,435
=lr=ran Total liabilities 854,563,243 5,055,330 65,784,786 62,476,469 1,570,707 - 6,266,435 995,716,970
= Es Net liquidi
g@@jﬁ% gap quidity (570,977,724) 698,475,359 148,949,492 41,706,237 (162,070) - 405,972,091 723,963,385

47



Financial Risk Management (Continued)

33 Liquidity risk (Continued)

3.3.1 Maturity profile (Continued)

£H The Group
3212 1£5 o
B HEALA 13 {E A F 54
Repayable on Up to 1-3 3-12 1-5 Over SEFIHA H )
demand 1 month months months years 5 years Indefinite Total
HK$ HK$ HK$ HKS$ HKS$ HKS$ HKS$ HKS$
720174 At 31 December
12318 2017
BE Assets
[EEfF¥Hi4:  Cash and
FA{7itE  balances with
ES banks 434,434,815 400,000,000 - - - - - 834,434,815
EHAHFL Placements with
[E25%H  banks maturing
NZE12{E between one and
FIPEIE - twelve months - - 360,343,013 100,000,000 - - - 460,343,013
Z FligEk Loans and
K EAthBE  advances to
I5 customers and
other accounts 96,163,380 943,620 2,092,987 5,280,755 60,200,955 - 890,848 165,572,545
A HEFE  Available-for-
=i sale investments - - - - - - 17,299,860 17,299,860
Y2k > 4 Property, plant
B and equipment - - - - - - 72,217,052 72,217,052
HEY¥  Investment
properties - - - - - - 311,400,000 311,400,000
gEg [ 7 Tax recoverable
= - - - 10,073 - - - 10,073
BESET Total assets 530,598,195 400,943,620 362,436,000 105,290,828 60,200,955 - 401,807,760 1,861,277,358
=0 Liabilities
ZF{FEr  Deposits from
customers 990,656,937 - 67394011 76,900,000 - - - 1,134,950,948
Hir&ff  Other liabilities
e and provisions 3,655,239 1,403,179 1,920,185 9,168,154 2,556,314 - - 18,703,071
APAFITE  Current tax
=T liabilities B ) ) 5.120 i i ] 5,120
JEIERTE  Deferred tax
A fiabilities - - - - - - 5,497,069 5,497,069
A
RfRasE Total liabilities 994,312,176 1,403,179 69,314,196 86,073,274 2,556,314 - 5,497,069 1,159,156,208
AMEIE  Net liquidity
SFEIE gap (463,713,981) 399,540,441 293,121,804 19,217,554 57,644,641 - 396,310,691 702,121,150
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Financial Risk Management (Continued)

3.3

3.3.2

£H The Group
H20184E12H31H At 31 December 2018
JETERESRE Non-derivative cash flow
=L Liabilities

2 PRk Deposits from customers
HAi & Other liabilities
BEGEH(SLIFHH  Total liabilities

) (contractual maturity)
FIEBEHEREIES&E = Assets held for managing

I BEGLZHIH) liquidity risk (contractual

maturity)

#20174£12H31H At 31 December 2017
FETEHRESRE Non-derivative cash flow
=t Liabilities

2R Deposits from customers
Hitr&E Other liabilities
BEEEH(ENEIHIH  Total liabilities

) (contractual maturity)
FIfEEEREIESE ~ Assets held for managing

2 BEGEEZEHEH) liquidity risk (contractual

maturity)

AR BERRERAE

FOKYE Z GRS - FIEE

B g RATRE UG K

TH R A o < ZE 4 R AR (R SRR

o PRIEH EHEIEIR - —H0 &

KRR By 1 SR AN 2 2 P IGROR #
G - FrrA Z AT B S S

Py TR B H SRR (AR et

i o

Liquidity risk (Continued)

Non-derivative financial liabilities and assets held for managing liquidity risk

The table below presents the cash flows payable by the Group under non-
derivative financial liabilities 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 inherent liquidity risk based on expected
undiscounted cash inflows.

1@ H BAA 123 H RESIVI(EDE! R

Up to 1-3 3-12 More than 4EEH

1 month months months 1 year Total

HKS$ HKS$ HKS$ HKS$ HKS$
851,368,056 62,648,598 51,400,000 - 965,416,654
8,253,714 3,219,410 9,397,478 1,570,707 22,441,309
859,621,770 65,868,008 60,797,478 1,570,707 987,857,963
874,338,968 213,666,868 45,570,041 - 1,133,575,877
990,656,937 67,394,011 76,900,000 - 1,134,950,948
5,058,419 1,975,849 7,704,172 2,556,313 17,294,753
995,715,356 69,369,860 84,604,172 2,556,313  1,152,245,701
834,621,818 361,969,964 100,725,965 - 1,297,317,747

Assets available to meet all of the liabilities and to cover outstanding loan
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 Liquidity risk (Continued)

3.3.3 Off-balance sheet items

The Group

At 31 December 2018

Loan commitments

Guarantees, acceptances and other
financial facilities

- Acceptances

- Guarantees and standby letters
of credit

- Documentary and commercial
letters of credit

Total

At 31 December 2017
Loan commitments

Guarantees, acceptances and other
financial facilities

- Acceptances

- Guarantees and standby letters
of credit

- Documentary and commercial
letters of credit

Total

(a) Loan commitments

AN

No later than fEEHHH “ar

1 year Indetinite Total

HKS HKS HKS$
3,793,701 - 3,793,701
696,627 - 696,627
4,000,000 - 4,000,000
291,227 - 291,227
8,781,555 - 8,781,555
19,961,312 - 19,961,312
398,622 - 398,622
4,000,000 - 4,000,000
1,229,682 - 1,229,682
25,589,616 - 25,589,616

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

summarised in the above table.

(b) Financial guarantees and other financial facilities

Financial guarantees are also included above based on the conditions existed at the

reporting date as to what contractual payments are required.
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Financial Risk Management (Continued)

3.4 Fair values of financial assets and liabilities

@

(b)

51

Financial instruments not measured at fair value

The fair values of financial assets and liabilities 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 overnight 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.

(i) 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 maturing 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 1 - Quoted prices (unadjusted) in active markets for
identical 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 (unobservable 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 financial assets and liabilities (Continued)

(b)  Fair value hierarchy (Continued)

Assets measured at fair value :

The Group
AL 2k i3k HazE
Level 1 Level 2 Level 3 Total
HKS$ HKS$ HKS$ HKS$
31 December 2018
Recurring fair value
measurement
Equity investments measured
at FVOCI 8,841,833 - - 8,841,833
Investment properties - - 329,900,000 329,900,000
8,841,833 - 329,900,000 338,741,833
31 December 2017
Recurring fair value
measurement
Available-for sale investment
securities - equity 17,163,860 - - 17,163,860
Investment properties - - 311,400,000 311,400,000
17,163,860 - 311,400,000 328,563,860

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 2018 and 31 December 2017 on
the basis of its open market value, which was derived by the following valuation
methodologies by Savills Valuation and 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 transactions 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 2018:

2018 2017
HK$ HKS$
At January 311,400,000 284,700,000
Gain form fair value adjustments on investment properties 18,500,000 26,700,000
At 31 December 329,900,000 311,400,000
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Financial Risk Management (Continued)
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3.5

Fair values of financial assets and liabilities (Continued)

Fair value of assets and liabilities 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 2018 and 31 December 2017.

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 under the Banking (Capital) Rules) to the risk-weighted assets, at
or above the minimum as set out in section 3A of the Banking (Capital)
Rules. The capital adequacy ratio as at 31 December 2018 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 to support its 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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Financial Risk Management (Continued)

3.5

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 2018 and 31 December 2017. The Bank complied with
all of the externally imposed capital requirements by the HKMA throughout the year.

2018 2017
Common equity tier 1 capital ratio 60.26% 63.39%
Tier 1 capital ratio 60.26% 63.39%
Total capital ratio 82.81% 85.97%
Capital conservation buffer ratio 1.875% 1.25%

The above capital ratios represent the consolidated ratios of the Bank computed in
accordance with the Banking (Capital) Rules as at 31 December 2018 and 2017. 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 and the“basic
indicator approach” for the calculation of operational risk. The Bank has been
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 :

2018 2017
HKS$’000 HK$’000
Common equity tier 1 (CET1) capital
CET1 capital instruments 264,987 264,987
Retained earnings 407,655 381,884
Disclosed reserves 5,867 9,859
678,509 656,730
Less : Cumulative fair value gains arising from
revaluation of land and buildings (280,481)  (262,045)
Regulatory reserve for general banking risk (1,800) (1,800)
Total CET1 capital after deductions 396,228 392,885
Additional Tier 1 capital - -
Total Tier 1 capital after deductions 396,228 392,885
Tier 2 capital
Reserve attributable to fair value gains on revaluation
of land and buildings 146,472 138,176
Regulatory reserve for general banking risk 1,800 1,800
148,272 139,976
Less : Tier 2 capital deductions - -
Total Tier 2 capital after deductions 148,272 139,976
Total capital base 544,500 532,861

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 cannot 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. Judgment is applied in determining whether ancillary services are so
significant that a property does not qualify as investment property. The Group
considers each property separately in making its judgment.

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 requirements
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.
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Critical Accounting Estimates, and Judgments in Applying Accounting
Policies (Continued)

(b)

(©)

@

(e

Estimate of fair value of investment properties (Continued)

In addition, the values are also assessed by reference to comparable
sales transactions around the valuation date as reported in the relevant
market at similar 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
payments 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
bonds. This is the interest rate that should be used to determine the
present value of estimated future cash outflows expected to be required
to settle the long-service payments obligations.

Measurement of the ECL allowance

The measurement of the ECL allowance for financial assets measured at
amortised cost and FVOCI is an area that requires the use of complex
models and significant assumptions about future economic conditions
and credit behaviour (e.g. the likelihood of customers defaulting and
the resulting losses). Explanation of the inputs, assumptions and
estimation techniques used in measuring ECL is further detailed in note
3.1.4, which also sets out key sensitivities of the ECL to changes in
these elements.

A number of significant judgements are also required in applying the
accounting requirements for measuring ECL, such as:

- Determining criteria for significant increase in credit risk;

- Choosing assumptions for the measurement of ECL;

- Establishing the number and relative weightings of forward-looking
scenarios for each type of product/market and the associated ECL;

- Establishing groups of similar financial assets for the purposes of
measuring ECL.

Detailed information about the judgements and estimates made by the
Group in the above areas is set out in note 3.1.4.

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 recoverable.
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

2018 2017
HKS$ HKS$
Interest income
Cash and balances and placements with banks 11,210,991 5,454,103
Loans and advances to customers 6,917,669 6,152,176
18,128,660 11,606,279
Interest expense
Deposits from customers 1,158,428 782,537
Others 12,757 2,009
1,171,185 784,546

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

Other Operating Income

2018 2017
HKS$ HKS$
Fees and commission income
- Credit related fees and commissions 18,730 32,875
- Other fees 108,177 140,392
Less : Fees and commission expense
- Other fees and commission paid (55,443) (32,836)
Net fees and commission income 71,464 140,431
Net gain from trading of foreign currency 38,191 4,467
Gross rental income from investment properties 9,000,985 8,824,875
Less : rental outgoings (4,877,941) (3,374,157)
4,123,044 5,450,718
Air-conditioning and management fees 2,018,169 1,888,879
Dividend income from:
- listed equity investmetns measured at FVOCI
424,812 -
- unlisted equity investments measured at FVOCI
8,160 -
- listed available-for-sale investments - 1,004,422
- unlisted available-for-sale investments - 8,160
Safe deposit box rental 5,923,948 5,138,034
Exchange differences (4,966) 68,332
Others 354,355 380,345
8,724,478 8,488,172
12,957,177 14,083,788
Operating Expenses
2018 2017
HKS$ HKS$
Staff costs (Note 8) 15,678,854 12,977,566
Depreciation 1,208,089 825,879
Auditors' remuneration 893,000 858,520
Premises and equipment expenses 1,299,359 1,389,564
Other operating expenses 5,089,118 3,583,004
24,168,420 19,634,533
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8 BT Staff Costs

2018 2017
HKS$ HKS$
TERHSE Wages and salaries 14,508,669 12,617,754
FERE EHIRS & 2 24 Accrual for annual leave and long-service payment 598,112 (206,081)
BRETH - REMZETE G Pension cost - defined contribution plan (Note) 572,073 565,893
15,678,854 12,977,566
BT ZHEEEERN (MEE23) - Staff costs include directors' emoluments (Note 23).
[ Note :
5 T N o A S A T A (o P 7 i i i ] There were no forfeited contributions utilized during the year (2017: Nil) nor available
THEER (20174F - fE ) BUAEAEREE S at the year-end to reduce future contributions.
PR E AR AR Z K -
NELERT » RITERS P HREMRK Contributions totaling HK$92,055 (2017: HK$74,581) were payable to the defined
B R HREE0D 055TT (20174F © #9745 contribution plan at the year end.
81yt ) -
9 EREMIZH Income Tax Expense
ARG R T AR E TR TR 5 ] Hong Kong income tax has been provided at the rate of 16.5% (2017: 16.5%) on the
FERA16.5% [ 20174 ¢ 16.5% ) 5H& - estimated assessable profit for the year.
2018 2017
HKS$ HKS$
KHEAFRISAR (3] / S HY - TS AR Current income tax (credit)/expense - Hong Kong
profits tax (1,200) 137,649
PRAERTISFR S Y C FFEE19 ) Deferred income tax charge (Note 19) 769,366 498,967
PRt <7 Income tax expense 768,166 636,616
EEERF AN 2 FRIEBEL F TR The tax on the Group's profit before tax differs from the theoretical amount that would
= 2
FRretE > sy FEgE Y =E4E0F - arise using the taxation rate of Hong Kong as follows :
2018 2017
HKS$ HKS$
SNl Profit before income tax 24,213,728 42,212,037
116, SUFRZRETE (20174 16.5% ) Tax calculated at tax rate of 16.5% (2017: 16.5%) 3,995,265 6,964,986
EENEFERARERR S AR Adjustment on difference tax rate applicable to group
company (138,524) -
SESEERFRUL A Income not subject to tax (3,008,440) (6,271,231)
RulfEIE > & H Expenses not deductible for tax purposes 5,363 8,882
HoAth Other (8,983) (12,818)
BRI F S > %k Adjustment in respect of prior years (76,515) (53,203)
FRiSfe <7 Income tax expense 768,166 636,616
Cash and Balances with Banks
2018 2017
HK$ HKS$
[EEAF T 4 Cash in hand 2,724,994 4,079,908
I E 2 & PR T 08 Balances with banks and central bank 168,975,215 430,354,907
e EZE > PN 1{E B NEHE Placements with banks maturing within one month 701,846,477 400,000,000

873,546,686 834,434,815

Placements with Banks Maturing Between One and Twelve Months

2018 2017
HKS$ HKS$
EHAYRIT EZEZTE Placements with banks maturing between one and
A 1ZE12{E A N FHH twelve months 257,250,956 460,343,013
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Loans and Advances to Customers and Other Accounts

2018 2017
HKS$ HKS$
Loans and advances to individuals
- Overdrafts 2,546,069 2,306,768
- Mortgages 3,559,766 6,059,116
Loans and advances to corporate entities
- Investment companies 164,577,360 153,089,991
- SMEs 3,286,701 800,051
Loans and advances to customers 173,969,896 162,255,926
Accrued interest 1,657,952 1,397,123
Other accounts 1,742,801 1,919,496
Loans and advances to customers and other
accounts 177,370,649 165,572,545

Included in loans and advances to customers are trade bills amounted to HK$1,448,977

(2017:HK$800,051).

There were no impaired loans or non-performing loans at 31 December 2018 (2017:

Nil).

The Group accepted listed securities at fair value of HKS$15,875,360 (2017:
HK$19,426,340) 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 (2017: Nil) were

re-pledged or lent to third parties.

Equity Investments measured at FVOCI / Available-for-Sale Investments

2018 2017
HKS$ HKS$

PAASHEEE

= HESE

AE At & &

G R
Ea=s A ERE

Equity

investments
measured at Available-for-
FVOCI sale investments

Equity securities

- listed in Hong Kong, at market value 8,647,069 17,098,355
- listed outside Hong Kong, at market value 58,764 65,505
- unlisted, at cost 136,000 136,000
8,841,833 17,299,860

Equity investments measured at FVOCI / Available-for-sale investments are analysed

by categories of issuers as follows :

- Banks and other financial institutions 7,444,966 13,887,050
- Corporates 94,367 107,310
- Others 1,302,500 3,305,500

8,841,833 17,299,860
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Name Place of Principal
incorporation activities

REVEEH &/ YisEH

AHIRAE] Hong Kong Property

TSB Property management

Management

Limited

WfEREAR & ERH

NG| Hong Kong Investment

Success Land holding

Enterprises

Limited

CEERAR HE BERH

NG| Hong Kong Investment

Golden Wisdom holding

Development

Limited

NEREARR B ERH

N H] Hong Kong Investment

Team Gold holding

Investment

Limited

Equity Investments measured at FVOCI / Available-for-Sale Investments (Continued)

The movement in equity investments measured at FVOCI / available-for-sale investments
is summarised as follows :

2018 2017

HKS$ HKS$
At 1 January 17,299,860 39,154,685
Gain from changes in fair value (Note 21) (1,603,326) 8,278,071
Additions - 365,464
Disposals (6,854,700)  (30,498,360)
At 31 December 8,841,834 17,299,860

Equity investments measured at FVOCI

The Group has designated at FVOCI investments in a portfolio of equity securities that
were acquired for investment purposes. The Group chose this presentation alternative
because the investments were made for their dividend income rather than with a view to
profit on a subsequent sale.

The fair value of these investments is HK$8,841,833 as at 31 December 2018. During the
year ended 31 December 2018, dividends recognised on such investments amounted to
HKS$432,972 while transfer of the cumulative gains within equity amounted to
HK$2,324,712 upon disposal of a portion of such investments in order to preserve a
reasonable buffer for complying with maximum limit prescribed by the Banking Ordinance
on the holding of certain assets. The fair value of such disposed investments at the date of
derecognition was HK$6,854,700 while the cumulative gain on disposal was
HK$2,324,712.

Subsidiaries

Details of the subsidiaries at 31 December 2018 and 2017, which are held by the Bank
directly, are as follows :

20184-12H31H
31 December 2018

20174£12H31H
31 December 2017

O3 TR E

o JFE A P A
Particulars of issued Interest
shares held held

BERE

Total assets

FEZR MEHH

Total equity

BERE

Total assets

T 2 SR
Total equity

HK$ HKS HK$ HKS$

100% 707,977 442,253 678,722 388,886

10,0001%3% 3 H 45
HETAI RIS 1T
10,000 ordinary
shares of HK$1
each

2R R A R T
AT

2 ordinary shares of
HKS$1 each

100% 2 2 2 2

22,900,00015% i 3% 100%
R R T AR

JC

22,900,000 ordinary

shares of HK$1

each

19,800,000K5% i 3%
R A TR R
T

19,800,000 ordinary
shares of HK$ 1
each

32,653,078 32,301,376 31,267,654 30,936,497

100% 28,830,075 28,564,892 27,143,169 26,878,068
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Property, Plant and Equipment

Cost or Deemed cost at valuation

At 1 January 2018
Additions

Write-off / disposal
At 31 December 2018

At 1 January 2017
Additions
Write-off / disposal

At 31 December 2017

Accumulated depreciation and
impairment

At 1 January 2018

Charge for the year

Write-off / disposal
At 31 December 2018

At 1 January 2017
Charge for the year
Write-off / disposal
At 31 December 2017

Net book value
At 31 December 2018

At 31 December 2017

il =M, HEEH

B R

Furniture,

fixtures and
Bank premises equipment Total
HKS$ HKS$ HKS$
117,618,203 13,646,273 131,264,476
- 1,678,769 1,678,769
- (472,164) (472,164)
117,618,203 14,852,878 132,471,081
117,618,203 13,699,274 131,317,477
- 227,056 227,056
- (280,057) (280,057)
117,618,203 13,646,273 131,264,476
48,927,691 10,119,733 59,047,424
388,630 819,459 1,208,089
- (439,660) (439,660)
49,316,321 10,499,532 59,815,853
48,539,061 9,900,708 58,439,769
388,630 437,249 825,879
- (218,224) (218,224)
48,927,691 10,119,733 59,047,424
68,301,882 4,353,346 72,655,228
68,690,512 3,526,540 72,217,052

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

is as follows :

At 31 December 2018
At cost

At deemed cost at directors'
valuation in 1994

Deemed cost at valuer's valuation
2012

At 31 December 2017
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$ HKS$ HK$
- 14,852,878 14,852,878
114,618,203 - 114,618,203
3,000,000 - 3,000,000
117,618,203 14,852,878 132,471,081
- 13,646,273 13,646,273
114,618,203 - 114,618,203
3,000,000 - 3,000,000
117,618,203 13,646,273 131,264,476




16

17

19944E12 H RS SRk {E 2 174k % E i DLABH
R AT T 2R (E (A -

FR20124F 8 R EYSE 2 ATHE IR I SR E
BT 88— APl 4RI DUABA AT SRR 201249
A28HFr{EZ S A ARR -

EEZATHEIREHE AT -

SR
B0 X FET

e

AR
N PHEERER
AR

20184 K201 74612 A31H » #EEYEHBEIT
BRI — AP AT E e - Wi (E
TS E R T EE -

FR20185E 12431 H » SEERGAEA B AR HERE K
PREZEFQERERH 2 &E (20174 © )

PEFEREWGRREN > BERHE SR
BEA B 2 02 7 R 50,049 7T (20174 ¢
HeME114,2757C) ©

EE A BY)ZEIREFE AT T -

RE#E -
HESOF 2 FHE

EEEX

TSR R AL AR =

R

i
B

RITEAK

e

Property, 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 transferred 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 :

2018 2017
In Hong Kong, held on : HK$ HKS$S
Leases of over 50 years 68,301,882 68,690,512
Investment Properties

2018 2017

HKS$ HKS$
Beginning of the year 311,400,000 284,700,000
Fair value gains 18,500,000 26,700,000
End of the year 329,900,000 311,400,000

The investment properties were revalued at 31 December 2018 and 2017 by
independent, professionally qualified valuers, Savills Valuation and Professional
Services Limited. Valuations were based on the current market prices.

At 31 December 2018 , the Group had no unprovided contractual obligations for
future repairs and maintenance (2017: Nil).

In the consolidated statement of comprehensive income, direct operating expenses
include HK$50,049 (2017: HK$114,275) relating to investment properties that
were unlet.

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

2018 2017

In Hong Kong, held on : HKS$ HK$

Leases of over 50 years 329,900,000 311,400,000
Deposits from Customers

2018 2017

HKS$ HKS$

Demand deposits and current accounts 88,003,673 143,578,545

Savings deposits 760,700,473 847,078,392

Time, call and notice deposits 116,712,508 144,294,011

965,416,654 1,134,950,948
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Other Liabilities and Provisions

Rental deposits
Accrued interest

Accounts and other payables

Deferred Income Tax

2018 2017
HKS HKS
9,112,280 8,293,677
212,757 170,378
14,708,844 10,239,016
24,033,881 18,703,071

Deferred tax assets and liabilities 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 liabilities to be incurred after

more than 12 months

Net deferred tax liabilities

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

2018 2017

HKS HKS$

(6,223,691) (6,960,371)
12,490,126 12,457,440
6,266,435 5,497,069

2018 2017

HKS HKS
5,497,069 4,998,102
769,366 498,967
6,266,435 5,497,069

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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Deferred Income Tax (Continued)

Deferred tax liabilities

At 1 January 2017
Recognised in the consolidated statement of
comprehensive income

At 31 December 2017

Recognised in the consolidated statement of
comprehensive income

At 31 December 2018

Deferred tax assets

At 1 January 2017

Recognised in the consolidated statement of
comprehensive income

At 31 December 2017

Recognised in the consolidated statement of
comprehensive income

At 31 December 2018

AR TS

Accelerated tax A\ HE{EZER 4EEH
depreciation  Fair value gains Total
HKS$ HKS$ HKS$

480,503 12,019,572 12,500,075
(28,358) (14,277) (42,635)

452,145 12,005,295 12,457,440

85,619 (52,933) 32,686

537,764 11,952,362 12,490,126
Hits HAth 4EEd
Tax losses Other Total
HKS$ HKS$ HKS$
7,368,360 133,613 7,501,973
(543,409) 1,807 (541,602)
6,824,951 135,420 6,960,371
(702,053) (34,627) (736,680)
6,122,898 100,793 6,223,691

HETEAR TR EE LTS B MR
HEER - M PR RR 2 R rE A 2
A ATRE B AR ER A A5
TR B ERT. ©

Deferred income tax assets are recognised for tax losses carry forwards to the extent that the
realisation of the related tax benefit through future taxable profits is probable.

20 A Share Capital
2018F12H31H 201712 H31H
31 December 2018 31 December 2017
e REEL
No. of Shares HKS$ No. of Shares HKS$
BT R B A Ordinary shares
issued and fully paid : 310,000,000 310,000,000 310,000,000 310,000,000
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2018 2018
EH
Group
HAhA2E e i EE BER
HfEGEE et et R e
Other
properties  Investment
revaluation revaluation General Regulatory Retained
reserve’ reserve’ reserve’ reserve’ earnings Total
HKS$ HKS$ HKS$ HKS$ HK$ HKS$
F20185F1H1H At 1 January 2018 2,239,351 5,209,154 610,257 1,800,000 382,262,388 392,121,150
PN EEE = B H s Loss on revaluation of equity
#Et A HfsE &S > investments measured at FVOCI
s R B B R - (1,603,327) - - - (1,603,327)
RfTHEHTEE T B AL 5% Transfer from revaluation
I Nl el reserve to retained earnings on
depreciation of bank premises5 (64,092) - - - 64,092 -
AR RS A Profit for the year - 23,445,562 23,445,562
R DL EER = Transfer from investment
HHEsEE A Eis & revluation reserve to retained
WZs 2 FE S e85 &M earnings on disposal of equity
B & E L ALY investments measured at FVOCI - (2,324,712) - - 2,324,712 -
#A20184E12H31H At 31 December 2018 2,175,259 1,281,115 610,257 1,800,000 408,096,754 413,963,385
Rz Representing :
SRITHA[ B AT Bank and subsidiaries 2,175,259 1,281,115 610,257 1,800,000 408,096,754 413,963,385
“H S A R TR '"The other properties revaluation reserve represents the increases in the carrying amount arising on revaluation of bank premises prior to
Wz BEE R st 30 September 1995 as stated in the accounting policy for property, plant and equipment (Note 2.10).
R CHIEE2.100 FriEH ST
HERY 1995529 H30H Fif 2 &
{2 AR 2 R TFE R 1 -
ZTﬁéé{éﬁﬁfﬁﬁﬁﬁﬁiﬁﬁ % The investment revaluation reserve represents the cumulative net change in the fair value of equity investments measured at FVOCI until
BEEGTEER (HEF2.5) such financial assets are derecognised or impaired as stated in the accounting policy for financial assets (Note 2.5).
FrE AR LA EE A2 H
Bt A& G 2
RE G RE - P HA A sl
BORIERTZ A EEZ R
ML TR R 3The general reserve comprises previous years' transfer from retained earnings and is distributable.
A 808 » I Ry v R
g% o
SR T AT “The regulatory reserve is maintained to satisfy the provisions of the Hong Kong Banking Ordinance for prudential supervision purpose.
SRITRGHINA SR Movements in the reserve are made directly through retained earnings and in consultation with the HKMA.
ZIRER - Rl B E G
ABERIEAT » WA BIE S
Rl T R R A o
TR B T >This is net of deferred taxation on the difference between the actual depreciation on premises and depreciation based on the historical cost

Y SERE AR ST B A of the premises of HK$12,665 (2017 : HK$12,665).
PTEs T & 280 7 IR IR

412,665

(20174 © #:#£12,6657T) °
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Reserves (Continued)
2017

At 1 January 2017

Surplus on revaluation of
available-for-sale investments

Transfer from revaluation
reserve to retained earnings on

depreciation of bank premises5

Profit for the year

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

At 31 December 2017

Representing :

Bank and subsidiaries

EE
Group
HAth s i LiE EIE Rtk
EGEEE  EMEE G Ci T W
Other
properties  Investment
revaluation revaluation  General Regulatory Retained
reserve' reserve’  reserve’ reserve’ earnings Total
HK$ HK$ HKS$ HK$ HKS$ HKS$
2,303,442 5,168,844 610,257 1,800,000 340,622,876 350,505,419
- 8,278,071 - - - 8,278,071
(64,091) - - - 64,091 -
- - - - 41,575,421 41,575,421
- (8,237,761) - - - (8,237,761)
2,239,351 5,209,154 610,257 1,800,000 382,262,388 392,121,150
2,239,351 5,209,154 610,257 1,800,000 382,262,388 392,121,150

"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 2.10).

*The investment revaluation reserve represents the cumulative 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 general 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 in the reserve are made directly through retained earnings and in consultation with the HKMA.

SThis 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 (2016: HK$12,665).
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Notes To Consolidated Statement of Cash Flows
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activities

Operating profit

Dividend income from equity investments
measured at FVOCI

Dividend income from available-for-sale
investments

Depreciation

(Increase) / decrease in accrued interest and
other accounts

Increase / (decrease) in other liabilities and
provisions

Increase in advances to customers
(Decrease) / increase in deposits from customers

Decrease in placements with banks with original
maturity over 3 months

Income tax paid

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

- Interest received

- Interest paid

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

2018 2017
HKS HKS$
5,746,232 5,270,988
(432,972) -
- (1,012,582)
1,208,089 825,879
(84,134) 4,327,487
4,979,727 (4,797,291)
(11,713,970) (1,704,938)
(169,534,294) 118,020,611
156,818,710 34,612,241
(108,850) (149,432)
(13,121,462) 155,392,963
17,867,831 11,118,184
1,128,806 769,117

Analysis of the balances of cash and cash equivalents

For the purposes of the statement 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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2018 2017

HKS HKS$
2,724,994 4,079,908
168,975,215 430,354,907
858,059,480 602,486,350

1,029,759,689

1,036,921,165
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Benefits and Interests of Directors (Disclosures Required by Section 383 of the Hong Kong
Companies Ordinance (Cap. 622) and Companies (Disclosure of Information about
Benefits of Directors) Regulation (Cap. 622G)

(a) Directors' emoluments and retirement benefits

2018 2017
HKS$ 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 1,567,740 1,516,680
Employer's Contribution to Retirement Scheme 67,782 75,834
1,635,522 1,592,514
2,019,522 1,976,514

(b) Loans to directors and controlled body corporates by directors

Particulars of loans made to directors and controlled body corporates by directors are as
follows:

2018 2017
HKS$ HKS$
Aggregate amount of loans outstanding at the
end of the year 5,863,824 2,820,217
Maximum aggregate amount of loans during
the year 5,863,824 6,718,676

All loans to directors and controlled 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 unconnected with the Bank.
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Related-Party Transactions

A number 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 :

2018 2017
HKS HKS

Loans
Average balance during the year 109,843,449 93,807,437
Outstanding as at end of year 113,318,445 96,612,458
Interest income 5,566,620 4,700,091

The loans granted to related parties during the year are collaterised by properties,
shares in listed companies and deposits. The fair value of these mortgaged properties
and shares in listed companies as at 31 December 2018 were HK$380,000,000 and
HK$15,875,360 (2017: HK$365,000,000 and HK$19,426,340) respectively. No
provisions have been made in respect of loans advanced to related parties (2017:
Nil).

2018 2017
HKS$ HKS$

Deposits
Average balance during the year 979,553,794 1,040,527,109

Outstanding as at end of year 926,768,976 1,098,292,632
Interest expense 1,152,919 755,071
Contingent liabilities and commitments
contract amount
Direct credit substitutes 4,000,000 4,000,000

Trade-related contingencies 987,854 1,628,304

Other commitments with an original maturity
of under 1 year or which are unconditionally

cancellable 3,793,701 19,959,238
Property management fee income (note (i)) 689,093 689,093
Property rental income (note (ii)) 5,016,876 4,837,234
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 length basis for premises leased to companies controlled
by directors.

(i) Property rental income was charged on an arm's length basis for premises
leased to companies controlled by directors.

69



25 BHAMEAKIE

(F)

()

(H)

(1

EERIE

PUT R MR 2 SR & R
FoRHEZ GX B NG 25
SRR IItEBEaE -

BRI
HI#EERE D
B Sy < A &R

HoAthAHE - R H Ry 1A 5L
ATEERAFHUS &

(St i

EHEHERIE - EE(E S

EEBRH A GTIIA RN 2 &
M ESYE DL T 2 K2Rk
RS

B o
St
- VERIEDIASHE

EELUE S 2 PR H R
PZE(TEELe) - MAHEIIAZ L
R 1 B34 - HE ZFR—REK
AR S (RIS AR T
SR S F O - it
FHEW A -

BEAKYE

EER2018F12H 31 H %
ERTER BRFEZEARF (
20174 : E#ETHR2018FE R #L
TR EAR R 15999, 5607T
)

BERIRE - RV

EE0184FE 12531 H it fEARE
FAETH R Y8 MR EE S
YIRIEERYER B EE (2017
I TR S R R EE R
WE1,743,6007T) ©

Contingent Liabilities and Commitments

@

(b)

(©)

(d)

Credit commitments

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

2018 2017
HKS$ HKS$
Contract amount
Direct credit substitutes 4,000,000 4,000,000
Trade-related contingencies 987,854 1,628,304
Other commitments with an original maturity
of under 1 year or which are unconditionally
cancellable 3,793,701 19,961,312
8,781,555 25,589,616
Credit risk weighted amount 4,197,571 4,325,661

Operating lease commitments - the Group as lessor

The Group has contracted with tenants for the following future minimum lease
receivables under non-cancellable operating leases:

2018 2017
HKS HKS

Land and buildings
- not later than one year 6,417,548 9,039,480
- later than one year but not later than five years 2,368,907 3,518,113
8,786,455 12,557,593

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.

Capital commitments
The Group does not have any capital expenditure contracted for but not recognized as

liabilities as at 31 December 2018 (2017: HK$999,560 contracted for the replacement
of an old lift during the financial year 2018).

Repairs and maintenance: investment properties

The Group does not have any contractual obligation for future repairs and
maintenance of lifts not recognized as a liability as at 31 December 2018 (2017:
HK$1,743,600 for repair and maintenance of lifts).

70



26

SH A=A 4k
ZERAE
&iE

RT3 B S AT IR SRR

TE BRI EI SRR L E 12(E
HAAEH

B PG MR TH

i SR
DU E R E S
AR B 2 MRS %
e

Ga TN R

VI ERRN
R

wEAH

L
ik
AT

-HAethEF
o 5 s
PRI A
BEEE

=

RN

et

e

={12

_[_

HEF2019F3H 2504
KBRSk Af -

B
i B
Eoth
mEE EEE
MR A A

Statement of Financial Position of the Bank as at 31 December 2018

2
Note

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

Equity investments measured at FVOCI

Investments in subsidiaries 14

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 27

Total Equity

2018%E12H31H 20174128318
31 December 2018 31 December 2017
HK$ HKS$
873,546,686 834,434,815
257,250,956 460,343,013
177,299,274 165,484,275
- 17,299,860
8,841,833 -
42,710,002 42,710,002
72,655,228 72,217,052
273,000,000 257,000,000

1,705,303,979

1,849,489,017

5,104,752 4,591,202
965,416,654 1,134,950,948
23,161,272 17,822,098
6,266,435 5,497,069
999,949,113 1,162,861,317
310,000,000 310,000,000
395,354,866 376,627,700
705,354,866 686,627,700

Approved and authorised for issue by the Board of Directors on 25 March 2019.

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

)  Directors

MA CHING HANG, PATRICK General Manager

Total Equity and Liabilities
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Reserves of the Bank

2018

RAT
Bank
HA 'z gy e EE Feekics
B B A" B HeH
Other
properties  Investment
revaluation revaluation  General Regulatory Retained
reserve' reserve’  reserve’ reserve” earnings Total
HKS$ HKS$ HKS$ HKS$ HKS$ HKS$
At 1 January 2018 2,239,351 5,209,154 610,257 1,800,000 366,768,938 376,627,700
Loss on revaluation of equity
investments measured at FVOCI
- (1,603,327) - - - (1,603,327)
Transfer from revaluation
reserve to retained earnings on
depreciation of bank premises’ (64,092) - - B 64,092 -
Profit for the year - - - - 20,330,493 20,330,493
Transfer from investment
revalution reserve to retained
earnings on disposal of equity
investments measured at FVOCI
- (2,324,712) - - 2,324,712 -
At 31 December 2018 2,175,259 1,281,115 610,257 1,800,000 389,488,235 395,354,866

"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 2.10).

*The investment revaluation reserve represents the cumulative net change in the fair value of equity investments measured at
FVOCT until such financial assets are derecognised or impaired as stated in the accounting policy for financial assets (Note 2.5).

The general 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 in 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 (2017 : HK$12,665).
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27 $R1TTZ EHEEE) Reserves of the Bank (Continued)

2017 2017
AT
Bank
HAth 2 i =i ETE BER
EEGE  EEEE R C RAE e
Other
properties  Investment
revaluation revaluation  General Regulatory Retained
reserve' reserve’  reserve’ reserve’ earnings Total
HKS$ HKS$ HKS$ HKS$ HKS$ HKS$
H2017%1H1H At 1 January 2017 2,303,442 5,168,844 610,257 1,800,000 329,867,779 339,750,322
o HERE B AR Surplus on revaluation of
available-for-sale investments - 8,278,071 - - - 8,278,071
HITHHTEE T B E AL Transfer from revaluation
PNy reserve to retained earnings on
depreciation of bank premises5 (64,091) - - - 64,091 -
A i A Profit for the year - - - - 36,837,068 36,837,068
HETTHELENE Transfer from investment
WEEGEEEA ST revalution reserve to statement of
U5z comprehensive income on
disposal of available-for-sale
investments - (8,237,761) - - - (8,237,761)
H20174E12H31H At 31 December 2017 2,239,351 5,209,154 610,257 1,800,000 366,768,938 376,627,700
@Zﬁh%%%{ﬁﬁ%{%ﬁﬁ% '"The other properties revaluation reserve represents the increases in the carrying amount arising on revaluation of bank premises
Y SEE R et prior to 30 September 1995 as stated in the accounting policy for property, plant and equipment (Note 2.10).
2.0 FTfEHEHT
HERA 1995529 H30H HifZ B
i 2E A 2 MR T (LB A
2?&%}%{3%&%7’%&%%% >The investment revaluation reserve represents the cumulative net change in the fair value of available-for-sale investments until
BEGTEBER (2.5 such financial assets are derecognised or impaired as stated in the accounting policy for financial assets (Note 2.5).
P AH S 7T L S A g
AR EORAE A~ A FEE
> gitsen -
3 AR B 3The general reserve comprises previous years' transfer from retained earnings and is distributable.
A 88 AR v R
2% o
SEEEEETIER AT *The regulatory reserve is maintained to satisfy the provisions of the Hong Kong Banking Ordinance for prudential supervision
SRTTEGRHINE R S EsE purpose. Movements in the reserve are made directly through retained earnings and in consultation with the HKMA.
2R - G BEE G
ABEREAT - WA S
Rl T R T -
SJH:]E?[[K%%%%K%ETE%& SThis is net of deferred taxation on the difference between the actual depreciation on premises and depreciation based on the

SRR R R AR E L A historical cost of the premises of HK$12,665 (2016: HK$12,665).
Hrea & 28 2 IR LR IE

412,665

(20164F © H5HE12,6657C)
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The following information is disclosed as part of the accompanying information to the financial

statements and does not form part of the financial statements.

Non-Bank Mainland Exposures

The Group did not have any non-bank Mainland exposures as at 31 December 2018 (2017 : Nil).

Currency Concentrations

The US dollar net position, the RMB net position and the EUR net position, each constitutes more
than 10% of the total net position in all foreign currencies respectively, are reported as follows :

US Dollar Position:

Equivalent in Hong Kong dollars
Spot assets
Spot liabilities

Net long position

RMB Position:

Equivalent in Hong Kong dollars
Spot assets
Spot liabilities

Net long position

EUR Position:

Equivalent in Hong Kong dollars
Spot assets
Spot liabilities

Net (short)/ long position

74

1T
Bank
2018 2017
HKS$’000 HK$’000
14,240 10,615
(13,842) (9,906)
398 709
RIT
Bank
2018 2017
HK$°000 HK$°000
419 517
(176) (248)
243 269
PRAT
Bank
2018 2017
HKS$’000 HKS$’000
33 34
(293) -
(260) 34
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Loans and Advances to Customers

Gross advances to customers by loan usage

2018 2017
E=k il HIEHY
HAE R HoAthE R
2B Z B
Amount Amount
B EZE covered by EEEEE covered by
Gross collateral/ Gross collateral/
advances other security advances  other security
HKS$ HKS$ HKS HKS$
Loans for use in Hong Kong
Industrial, commercial and financial
-property investment 57,091,685 57,091,685 59,286,427 59,286,427
Stockbrokers 2,949,751 2,949,751 2,901,034 2,901,034
Wholesale and retail trade 1,837,724 1,837,724 - -
Individuals
-loans for the purchase of residential
properties other than flats in
the Home Ownership Scheme,
Private Sector Participation Scheme
and Tenants Purchase Scheme 3,559,766 3,559,766 6,059,116 6,059,116
-others 2,546,069 2,546,069 2,306,768 2,109,128
Trade finance 1,448,977 1,448,977 800,051 800,051
Investment companies 104,535,924 104,535,924 90,902,530 90,902,530
173,969,896 173,969,896 162,255,926 162,058,286

Segmental Information

(1) 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 commercial properties held for rental purposes.

At 31 December 2018, commercial banking and property investment accounted for
HK$1,389,780,355 and HK$329,900,000 of the Group's operating assets respectively (2017:
HK$1,549,877,358 and HK$311,400,000). For the year ended 31 December 2018, contributions
to the Group's operating income from commercial banking and property investment, were
HK$23,423,543 and HK$6,491,109 respectively (2017: HK$17,190,360 and HK$7,715,161
respectively).

(i1) Overdue and impaired loans by geographical area

As at 31 December 2018, the Group has no overdue or impaired loans (2017: Nil).
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Segmental 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.

2018 2017

RATIEIZE k) HRATIEIZE 4asE
Banks Total Banks Total
HK$'000 HK$'000 HK$'000 HKS$’000
729,097 729,097 860,343 860,343
200,000 200,000 - -
929,097 929,097 860,343 860,343

Corporate Governance

In monitoring the operations and the financial soundness of the Group, the
Board has established seven specialised committees for handling matters which
require detailed review or in-depth consideration, namely, the Executive
Committee, Credit Committee, Asset and Liability Committee (“ALCO”), Audit
Committee, Remuneration Committee, Nomination Committee and Risk
Committee. The Audit Committee and the Remuneration Committee are,
respectively, made up of directors who are independent non-executive directors.
Nomination Committee and Risk Committee are chaired by independent non-
executive directors and comprised of a majority of members being indpendent
non-executive directors. Other committees 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 committees. The Credit Committee, in addition to its
usual role in evaluating credit applications and making credit decisions, also
serves the vital role of monitoring the loan portfolio quality 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
policies on the Group's remuneration paid to senior management and key
personnel and monitors their proper implementation. Nomination Committee is
responsible for the review of suitable candidates for directors and senior
management posts. The Risk Committee oversees the overall risk of the Group
and ensures the proper function of the Group's risk monitoring framework.

The Group has complied with the requirements set out in the Supervisory Policy
Manual entitled "Corporate Governance of Locally Incorporated Authorized
Institutions" issued by the Hong Kong Monetary Authority in all material
aspects.
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Key Prudential Ratios (on Regulatory Consolidated Basis

The key prudential ratios of the regulatory consolidated group as
at 31 December 2018 with the previous four quarter ends as
comparatives are disclosed in Template KM1 as below.

Template KM1: Key Prudential Ratios (on Regulatory

Consolidated Basis)
(@) (b) © @) (e
20184F 20184 20184E 20184E 20174
12H31H 9H30H 6H30H 3H31H 12H31H
31/12/2018 | 30/09/2018 | 30/06/2018 | 31/03/2018 | 31/12/2017
BEEEE R (BEE)GE%5'000) Regulatory capital (amount) (HKS$'000)
1 | mpEfE—4K(CET1) Common Equity Tier 1 (CET1) 396,228 396,021 394,691 394,680 392,885
2 | —4 Tier 1 396,228 396,021 394,691 394,680 392,885
3 |BEEAR Total capital 544,500 540,227 538,897 534,656 532,861
BB A B (BeEH) G5 '000) RWA (amount) (HK$'000)
4 |\ it SR AR AR Total RWA 657,534 686,093 627,547 709,009 619,811
BB RA R E R AL
(@NEN i e =] Risk-based regulatory capital ratios (as a percentage of RWA)
ISR )
5 |CET1EE® (%) CET1 ratio (%) 60.26% 57.72% 62.89% 55.67% 63.39%
6 | —4REEE (%) Tier 1 ratio (%) 60.26% 57.72% 62.89% 55.67% 63.39%
7 |BEEALLE (%) Total capital ratio (%) 82.81% 78.74% 85.87% 75.41% 85.97%
FSPCETIGREZER (ML
BISIERZENE %  Additional CET1 buffer requirements (as a percentage of RWA)
Fm)
S SR K (9 Capital tion buff
g |PHERERMFAEEK (%) Capital conservation buffer 1.875% 1.875% 1.875% | 1.875% 1.25%
requirement (%)
EETE R Count lical ital buff
o [ERIHEEFAZK ountereye 1 capttal butier 1.875% 1.875% 1.875% | 1.875% 1.25%
(%) requirement (%)
RS TERE JJ55K Higher loss absorbency requirements
10 |(%) ( HBEAERG- (%) (applicable only to G-SIBs or D- N/A N/A N/A N/A N/A
SIB=kD-SIB ) SIBs)
S AR EY4ECET  Total Al-specific CETI buff
1 | TRATRENTAE ot Arspect 1¢ et 3.75% 3.75% 3.75% 3.75% 2.50%
145 EZI5K (%) requirements (%)
Framl RN R E . .
e CET1 available after meeting the AI’s o 0 o 0 .
12 | A EE A FHYCETI minimum capital requirements (%) 52.01.% 49.47% 54.64% 47.42% 56.39%
(%) (%)
(EEBHE=) BIELLEZ Basel ITI leverage ratio
QAEFR LR A G AR IEST  Total leverage ratio (LR) exposure
WEN < /A =1
13 B (G 000) measure (HK$'000) 1,403,082 1,444,491 1,425,774 1,573,886 1,874,537
14 [FEFREER(LR) (%) LR (%) 28.24% 27.42% 27.68% 25.08% 20.96%
Tl EELLR(LCR) / s . A, . .
Liquidity Coverage Ratio (LCR) / Liquidity Maintenance Ratio (LMR)
FRED MR EE2R(LMR)
HEF S 1JE%RS © Applicable to category 1 institution only:
BEREE Total high lity liquid t
s |EEREEAEHQLA) oAy ey Tama e N/A N/A N/A N/A N/A
il (HQLA)
16 [ FH &R 4a%E Total net cash outflows N/A N/A N/A N/A N/A
17 |LCR (%) LCR (%) N/A N/A N/A N/A N/A
HEF A EE2 84S © Applicable to category 2 institution only:
17a [LMR (%) LMR (%) 70.08% 89.46% 82.62% 72.27% 77.25%
%ﬁﬁ#}?@ﬁ[ﬂ:$(NSF Net Stable Funding Ratio (NSFR) / Core Funding Ratio (CFR)
R) / Z.OLEEEZE(CFR)
R FH A EE kR4 © Applicable to category 1 institution only:
18 |l g EE & 44%E Total available stable funding N/A N/A N/A N/A N/A
19 |preEfE =& S 4a%E Total required stable funding N/A N/A N/A N/A N/A
20 INSFR (%) NSER (%) N/A N/A N/A N/A N/A
HURE A EE2 ALERE ¢ Applicable to category 2A institution only:
20a [CFR (%) CFR (%) [ NA N/A N/A N/A N/A
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Key Prudential Ratios (on Regulatory Basis) (Continued)

Template KM1: Key Prudential Ratios (on Regulatory
Consolidated Basis) (Continued)

Note:

N/A: Not applicable

The Bank's common equity tier 1 capital ratio, tier 1 capital ratio and
total capital ratio as at 31 December 2018 have increased from those
as at 30 September 2018, mainly due to the lower level of total risk
weighted amounts recorded at the end of the current reporting period
resulting from a lower level of interbank placmenets outstanding.

The capital conservation buffer ratio for the Bank for 2018 is 1.875%
(2017: 1.25%) as stipulated by the Banking (Capital) Rules. While
the Bank only operates and has private sector credit exposures in
Hong Kong for the purpose of the calculation of its countercyclical
capital buffer ratio, the applicable countercyclical capital buffer ratio
for the Bank equals to that of Hong Kong for 2018, which amounts
to 1.875% (2017: 1.25%).

The increase of leverage ratio as at 31 December 2018 from that of
30 September 2018 was predominantly due to the lower level of
exposure measure, which was resulted from the reduced consolidated
statement of financial position following a decrease in the level of
customers' deposits.

The Bank, as a category 2 institution for the purpose of the Liquidity
Rules, is only required to maintain and report liquidity maintenance
ratio (LMR) on a solo basis. As such, the Bank is not required to
report Liquidity Coverage Ratio (LCR), Net Stable Funding Ratio
(NSFR) and Core Funding Ratio (CFR). The above LMR are the
quarterly average LMR calculated as the the simple average of each
calendar month's average liquidity maintenance ratio of the Bank's
solo position within the reporting quarters.

The average liquidity maintenance ratio for the Bank for the quarter
ended 31 December 2018 has decreased from that of the quarter
ended 30 September 2018. The reason for the decrease was mainly
due to the lower level of average balance in settlement account with
Exchange Fund included in liquefiable assets and the higher level of
interbank placements for the fourth quarter of 2018, as interbank
placements were capped, resulting in lower liquefiable assets used in
the calculation of liquidity maintenance ratios.

The Bank is not designated as a domestic systematically important
authorised institution and as such is not subject to the Higher Loss
Absorbency (HLA) requirements under the Banking (Capital) Rules.
HLA ratio is not required to be reported by the Bank.
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g\ = I K : HEEANLEE (TR 1B ES Overview of Risk Management and Risk RWA (on Regulatory
ELRE) Consolidated Basis)

FA2018F12H31 H &iA2018FE9H30H » BaE The overview of RWA of the regulatory consolidated group as at 31
o EEH > HESIRESEECY I LLUT December 2018 and 30 September 2018 are disclosed in Table OVA and
ZFEOVARIERROVIA o Template OV1 as below.

(1) FTOVA : FEfaEHgE (i) Table OVA: Overview of Risk Management

EEER R EHEWEIREAR
ZEERZEEGZEN  EEFREAGE
B E SRR TR e R
£ - ZEZRGEEERZAG(ELHE
BER) - AEMAFRZAGEHEAT
Je ~ FRENE S - TS R R
Z B G (B 5 HoA ) -

HEF IR TEE W S 5E KRR
T2 RERENR > HIELRT 2SR
il 2/ VBERTTRES ~ % R AE B
JtiA T < I 2 R - AHEA RSB
BEREE SCHNEERGRE TR
TEHERME BB Z FRThAR N
o AFNERIL R ARSI > kLA
RITRESOR - EEHE RN EE
ST R ITARRE TIRrER  maE (F
IZsRAE - FrABER REFE A 12
HTRIEEEZSS -

IRITATER A Z EE B RS A EHE
KRR B TR (3 R B AR iR R
TEE btz 2 F - N2 B TR i 2
AT S BURIRH17H BT J0F Z RS
ik E s R 2 B 2 EE -
T ) 3 AT BRI S AT R HoAL AT T2
BIFEHOERAF - Wieft T EHEE FR
TE FH LR B - (B B AR PR A
fls /K et 1 By mT SR BEI i T8
HZFE EF 2 421 -

EEBATAE R EEIIRE FUREI 2 ]
EHIEHRE  HEAEREEXES
B (RS E S AR EREK
BIET R ZARERT -
EAPEEIRE > B AR HIE T3 T
Bt Z B GE UM - AR &
ETESZ RN ERZ B e L
AR > T A R
TTERF R -

TF AR A R M P 1 e o o T R
BEEFEIFRCECERE - YISE R A E
{H TR T AR AT Je Z e e (AP
+ RS e AT A TR SR T 5 |
ERRET AR THEMBPIE0MATETEER
B o BREFIN G HELT I R BE MR
Folgad FTERF S RAT SR BRI A [F
S R ETRRE S e 5 o

While management of major risk areas is delegated to the relevant
Board Committees, the full Board assumes the ultimate responsibility
of overseeing and monitoring the Bank's overall risks. These
Committees include Credit Committee (for credit risk), Asset &
Liability Committee (for capital adequacy, liquidity, market and
interest rate risk) and Risk Committee (for operational and other
risks).

Both the Board and bank management fully acknowledge the Bank's
row risk appetite, hence the Bank's activities are confined to a few
areas which the Bank is able to identify, assess and exercise full
control over the risks. Control limits on different activities are set out
in the relevant policies which Board members were provided with
updated copies at meetings. A risk-averse culture has been built
throughout the organization, reinforced by active communications
with staff, weekly management meetings and annual staff briefings on
the code of conduct. All policies and operating procedures are
available for handy reference by staff.

The management information system applied by the Bank permits
timely and accurate position reporting for regular reviews by
management and relevant staff. Positions, or anticipated positions
arising from taking certain activities with resultant pressure to meet
the policy Limits, will be brought to management attention promptly.
Impact analysis and sensitivity analysis will be performed, and viable
alternatives posted, for management decisions to mitigate the risks.
For the important control limits, trigger levels below such limits are
set serving as cushions allowing time for management to take actions
to rectify.

Important functions and activities, as determined by the Board, are
subject to periodic compliance checks. The findings are posted to
senior management for information, and to the relevant functions
who are required to respond with remedial plans. At the same time,
Internal Audi formulates 3-year audit plans for review and acceptance
by Audit Committee, and conducts audit works according to plan
with results presented at Audit Committee meetings where
management would respond with action time-table.

Stress tests are performed semi-annually to examine the key issues
including the risk of delinquent interbank placements, risk of capital
adequacy from falling property and share values, risk in meeting the
section 90 ratio of the Banking Ordinance due to escalating values of
property, shares and unsecured connected exposures. Reverse stress
tests are performed annually to examine the sufficiency of buffers in
meeting the different sections under the Banking Ordinance.
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Overview of Risk Management and Risk RWA (on Regulatory Consolidated Basis)

(Continued)

(ii) HERROV1 : B EaRE (ii) Template OV1: Overview of RWA as at 31 December 2018 (Unaudited - on
20184E12 H31 H(IRIBEEEZS Regulatory Consolidated Basis)
FLBE)
(a) (b) (©)
B AR
R Misi
RWA .
capital
requirements
20184 20184 20184
12H31H 9H30H 12H31H
31/12/2018 | 30/09/2018 | 31/12/2018
HKS$’000 HKS$’000 HKS$’000
1 BESE SRR R RS R Credit risk for non-securitization exposures 789,781 815,307 63,182
2 H P STCEHE A Of which STC approach - - -
2a H A BSCE &4 Of which BSC approach 789,781 815,307 63,182
3 Hrp EEEIRBE S Of which foundation IRB approach - - -
4 o BE A Sy AR R DR Of which supervisory slotting criteria approach - - -
5 Hrp =4 IRBEEE Of which advanced IRB approach - - -
6 [EtFEEE b R e A R Counterparty default risk and default fund - - N
7 Hf1SA-CCR Of which SA-CCR N/A N/A N/A
7a H BT bR YE 7T 0% Of which CEM - - -
8 H P IMM(CCR)EFEL A Of which IMM(CCR) approach - - -
9 Fop A Of which others - - -
10 JCVAR & CVA risk - _ .
1 i B B RE B TR R R 7734 ™Y |Equity positions in banking book under the simple ) ) )
SERATINE P B RE RO risk-weighted method and internal models method
12 |esem s remmmE—LTA fgl/l\ective investment scheme ("CIS") exposures - N/A N/A N/A
13 VERE & EfERIE—MBA CIS exposures — MBA N/A N/A N/A
14 JERE & EEfERIE—FBA CIS exposures — FBA N/A N/A N/A
14a | EERE 1 i e SEE# AR JCIS exposures - combination of approaches N/A N/A N/A
15 132U Settlement risk - - )
16 \SRATIRAHYEE 73 LR R b R 4 Securitization exposures in banking book - - -
17 Hrft SEC-IRBA Of which SEC-IRBA - - -
18 Hrft SEC-ERBA Of which SEC-ERBA - - -
19 it SEC-SA Of which SEC-SA
19a Hrft SEC-FBA Of which SEC-FBA - - -
20 |5 Market risk - _ _
21 HSTMERA Of which STM approach - - -
22 HHIMMETEEL Of which IMM approach - - -
GRS TR > MYy E G & &MY |Capital charge for switch between exposures in
23 | EEARER (&KEET B EEEZE4%H] Jtrading book an dbanking book (not applicable before N/A N/A N/A
ENEED) the revised market risk framework takes effect)
24 PBEBIRIERE R Operational risk 46,775 44,838 3,742
25 (EIAHRPIREAY E%E (JEE1E1250%)5 % |Amounts below the thresholds for deduction (subject i ) )
TE=E) to 250% RW)
26 PEARTRE%EE Capital floor adjustment . _ N
26a |\ e SRR LRR Deduction to RWA - - -
HAPREREE _RERNN— Of which portion of regulatory reserve for
26b SRATER R L s F e general banking risks and collective provisions - - -
HenvEsy which is not included in Tier 2 Capital
T I
%c| EERAARERETIEELNR buildings which is not included in Tier 2 179,022 1 174052 14,322
A PEEWRHIE Capital
27 J4EET Total 657,534 686,093 52,602
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Overview of Risk Management and Risk RWA (on Regulatory Consolidated Basis) (Continued)

(i) Template OV1: Overview of RWA as at 31 December 2018 (Unaudited - on Regulatory
Consolidated Basis) (Continued)

Note:

(1
@

N/A: Not applicable

The decrease noted in the credit risk for non-securitization exposures calculated on BSC
approach between the above two periods was mainly the result of a lower level of money market
placements outstanding in the books of the Bank as at the end of the current period.

Linkages between Financial Statements and Regulatory Exposures

The differences between accounting and regulatory scopes of consolidation and mapping of financial
statement categories with regulatory risk categories are disclosed in Template LI 1, while the main
sources of differences between regulatory exposure amounts and the carrying values in the financial
statements are given in Template LI 2 below. Table LI A provides explanations of differences between
accounting and regulatory exposure amounts as at 31 December 2018.

() MHERELIL - et s o EmE (i) Template LI1: Differences between Accounting and Regulatory Scopes of Consolidation
22 E R B A s e S e B and Mapping of Financial Statement Categories with Regulatory Risk Categories
& R A Z B
(@ (b) © | @ | @ | ® | ©
JEEAYIRME{E Carrying values of items:
E&mNY | EEEGS ZHFTE AREHH
BHRFER | FE TR | RERER | HERES | 225 UE | RTBER | ERRRA
HIRE{E TEifE SIS R ERR | ERSR [REAIR
Carrying Carrying subject to subject to |subject to the| subjectto |notsubject to
values as | values under | credit risk | counterparty |securitization| market risk capital
reported in scope of framework | creditrisk | framework | framework |requirements
published regulatory framework or subject to
financial |consolidation deduction
statements from capital
R20184E12H31H As at 31 December 2018
zE Assets HK$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HKS$'000 HKS$'000
Ei;gﬁfﬁ&ﬁﬁiﬁ% Cash and balances with banks 873,547 873,547 873,547 - - - -
Placements with banks
TE BB EIZE T .
V2 12{E H Py maturing between one and 257,251 257,251 257,251 - - - -
twelve months
Loans and advances to
1?/# H T - - - -
B P RGR R IUARA customers and other accounts 177,370 177,370 177,370
DA EES R HE L
B A A Equity investments measured $.842 8.842 $.842 i i i i
o s g 1 at FVOCI ’ ’ ’
b L MG T R
IEW%Z}EZT&L% |Investment in subsidiaries —| 10| 10| —| —| —| —I
|%¥ > LR B |Property, plant and equipment 72,655| 72,655| 72,655| -| -| -| -|
|z |investment properties 329,900| 329,900 329,900 ¥ ¥ ¥ 8
|§gqy@2ﬁ,§$ﬁ( |Tax recoverable 1 15| 102| 102| -| -| -| -|
|mast | Total assets 1,719,680  1,719,677] 1,719,677 . | . |
[ | | I | I | | |
| | Liabitities | | | | |
Ig;ﬁﬁz%’( |Deposits from customers 965,41 7| 966,111 | —| -| —| -| 966,11 1|
|g{ﬂ;g\{ﬁ&i§é{% |Other liabilities and provisions 24,034| 23,778| —| —| —| —| 23,778|
|2]§HE$%IE%{§ |Current tax liabilities | -| -| -| -| -| -| -|
| rm e | Deferred tax liabilities | 6,266 6,266| g g g - 6,266
|amest | Total liabilities | 99s5,717] 996,155 g - g | 996,155
L 1 ] ] ] ]
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Linkages between Financial Statements and Regulatory Exposures

(Continued)

(i) fMERRLI2 @ BB R REREEM BERRT (ii) Template LI2: Main Sources of Differences Between Regulatory

ZIREEZ 22 TEHRE Exposure Amounts and Carrying Values in Financial Statements
&) (b) | © | () |  ©
ZPITEZFHB ZIEE Items subject to:
wt | mmEmER | mspes | HTEERR) WEREE
Credit risk Securitization Count.erp.arty Market risk
Total credit risk
framework framework framework
framework
20185128318 As at 31 December 2018 HKS$'000 HK$'000 HKS$'000 HK$'000 HK$'000
R g R Asset carrying value amount
o B SR N
| B (5 under scope of regulatory 1,719,677 1,719,677

fEERRLIT)

R B EHE Y
2 |AfREEREE (12
fEERRLIT)

R B EHE Y

3 NP regulatory scope of 1,719,677 1,719,677
P , >
S consolidation

4 | EEAEFRINEEE Off-balance sheet amounts 8,782 4,198
A L
.Z\‘Hi’],@}ﬁﬁnfﬁ%ﬁ Differences due to different
RIFTS 20 E% (T .

5 Bl A 21T AR A1 netting rules, other than those 6,122 6,122
) A THIZ SR already included in row 2

Exposure amounts
BB R BENATER .

6 considered for regulator 1,734,581 1,729,997

b B B A guatory

consolidation (as per template
LIl)

Liabilities carrying value
amount under regulatory scope

of consolidation (as per
template LI1)

Total net amount under

purposes

(i) FLIA : 2018512831 H &SRR

(iii) Table LIA: Explanations of Differences Between Accounting and

ARIEBE 2 [ 2 2R

FARRARILT LA (a) 31 2 Bd TS HL S 87T e Hed
&M & AT #E2018F 12731 H 2 4%
BRI BBIR PRSI B SR S TS
R - ZAFRIT Z @A S EFIRIN GRS
MBS R RITEE 14 - SRR A =
WESEGEVBRERA -

bitz AR gtk SFE B AFRE
RBRZE&EERARAE > FRERRZ
Grer R BRI A S o BlmbE e
ARAE ~ &EBFRARAERRERE
ARAE - fFEREGEIRZGEIREED
BIFETEERRLILZ (D) FIA -

FARARRLI LA () S8 (b) 512 B > Hoz2 52
WAEK -

Regulatory Exposure Amounts as at 31 December 2018

The amounts in column (a) in Template LI1 are taken from the consolidated
financial statements which have been prepared based on the consolidated
results and financial data of the Bank and its four wholly owned subsidiaries
made up to 31 December 2018. The four subsidiaries of the Bank are listed
in Note 14 of the consolidated financial statements. There are no
subsidiaries which have not been included in the consolidated financial
statements.

The above basis of consolidation for accounting purposes differs from the
basis of consolidation for regulatory purposes, under which only three of the
subsidiaries, namely, Success Land Enterprises Limited, Golden Wisdom
Development Limited and Team Gold Investment Limited, are included as
subsidiaries in the consolidated Group for regulatory purposes. The
consolidated carrying values under the scope of regulatory consolidation are
included under column (b) in Template LI1.

Differences between the amounts in columns (a) and (b) in Template LI1 are
not material.
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8 RS R AE S FEE Linkages between Financial Statements and Regulatory Exposures
(Continued)

(iii) FELIA : 32018512531 H @5 B (iii) Table LIA: Explanations of Differences Between Accounting and
SRS RSB Y W2 SRR (&) Regulatory Exposure Amounts as at 31 December 2018 (Continued)
SEE MR 2 MR E B EL 2 e R The main differences between the carrying values in the consolidated
WEREE Y ¥ B B R RLI2IN financial statements and the regulatory exposure amounts are listed in

o PARSIRRLI2 A (a)F1BL(b)F1| 2 e & (E Template LI2. The difference in the off-balance sheet amounts under

FHNGE Y R YT RS ELETER columns (a) and (b) in Template LI2 represents mainly the undrawn loan
S BE ML R BN 2 vl Eh 25 commitments which are unconditionally cancellable without prior notice,
FEIE > R T IE S & R ZehE T e and therefore attracts zero risk weighting under credit risk framework.
ZHERLLE
B EN S T — e M (B R The Group does not engage in business that subject itself to counterparty
TS S B R e 256 K 5e s 2Rk - credit risk framework and securitization framework. In addition, the Group
IE4h  EEEEECRE T SR has received exemption granted by HKMA for calculating market risk.
SHETE -
EEBHMAESEAGBRENEINIEH The Group adopts prudent valuation estimates for all its on and off-balance
PSR S - EERBEHE 2 EER sheet items. The valuation techniques and methodology adopted by the
i Bz 77 A SR ANY R 4 & T s s 22 Group has been detailed in Note 3.4 of the consolidated financial
34 o statements.

(iv) 2018 12H31H (R E 4 &ALt (iv) The Template PV1 of the regulatory consolidated group as at 31
2 EBEREAEFAR SR PMERPV December 2018 on prudent valuation adjustments is disclosed below.
AE e
APV - 2018412 H 31 H B EALE Template PV1 : Prudent Valuation Adjustments as at 31 December
R 2018
GREREY - TRIBSE G SER) (Unaudited - on Regulatory Consolidated Basis)

(a) (b) (©) (d () ()] €3] ()]
e —
o Hor:
. RARE onmpe e
wl M s ms| o FE | orwhion] STRITER
A Interest| . Commo-| Of which: In
Equity FX] Credit| . Total In the .
rates| dities] . the banking
trading bookl
book
%0000 HKS '000
& IEHARHEEM: Close-out uncertainty,
N [ ofwhich: 0 0 0 0 0 0 0 0
2 R Mid-market value 0 0 0 0 0 0 0 0
3 IR Close-out costs| 0 0 0 0 0 0 0 0
4 f-=Yan Concentration 0 0 0 0 0 0 0 0
5 HEETEIE Early termination 0 0 0 0 0 0 0 0
6 E=tER Model risk 0 0 0 0 0 0 0 0
7 BEESREEE R Operational risk 0 0 0 0 0 0 0 0
e T =i A Investing and funding
8 EEREERE costs 0 0 0
9 RBEEVERFIZ= Unearned credit spreads 0 0 0
10 lesemprsmm }:(L)lilsre administrative 0 0 0 0 0 0 0 0
11 |HA R E Other adjustments 0 0 0 0 0 0 0 0
10 |Fg%k4asy Total adjustments 0 0 0 0 0 0 0 0

FEE: Note:

SRIT W IEEE R RsR T (BAR) &HE The Bank is not required to make andy valuation adjustments for the
AAGE oL {E % - purpose of Banking (Capital) Rules section 4A.
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2018412 H31 H K 20184F6 H30H 2 &A
7R EEATIRIE H 20144 1 A 1 H BG4
RZHRITFECEAR)RABTE > ARR
BT (EA)RAE3 (D RATETEL
RITZ4rathR -

DU RIS 20184E12 A 31 H K2018
6 H30H Z BB E A (FARCCL) K2t 201
8FE12H31 H K 20186 H30H LAgE4%
G RUEE R EGE L EEARR (R
cc2y -

(i) FEARCCI : A2018FE 12331 HEEEEAR
ZHRCREEZ-RBEEGRSER)

Capital Structure and Adequacy (on Regulatory Consolidated Basis)

The calculation of the capital ratios as at 31 December 2018 and 30 June 2018 is based on
the Banking (Capital) Rules (“BCR”) effective from 1 January 2014. The capital ratios
represent consolidated ratios of the Bank computed in accordance with section 3(1) of the

BCR.

The tables below present the composition of the regulatory capital as at 31 December 2018
and 30 June 2018 (Template CC 1) and the balance sheets based on the accounting scope
of consolidation and the regulatory reporting scope respectively as at 31 December 2018

and 30 June 2018 (Template CC 2).

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018
(Unaudited - on Regulatory Consolidated Basis)

KEMEEGERE A
EEERNSERBRMR
B

Source based on reference
numbers of the balance

B(%H| sheet under the regulatory
(%' 000) (Presented in HK$'000) Amount scope of consolidation
5 - = =
%}EH&E RCETOEA - RiBR CET1 capital: instruments and reserves
1 HEFS TS ERCET I EAZERE T Directly issued qualifying CET1 capital 264.987 |
R A8 BB I RS 10 v (B instruments plus any related share premium ’ M
2 | Retained earnings 407,655 @)
3 |EHEREE Disclosed reserves 5,867 3)+HHH(5)+(6)
. , o _ Directly issued capital subject to phase-out
%/ 7z £ fF E\ £ G ) . . .
4 ifggggﬁﬁgiﬁg%%ﬁﬁ& arrangements from CETI (only applicable to Not applicable Not applicable
el v A non-joint stock companies)
e s e b e Minority interests arising from CET1 capital
EE%%@%E{T@%QE%{TEEE%:{L instrumZnts issued by cfnsolidated bankp
5 FAARICET I & A S8 A Y/ DB R bsidiaries and held by third arti . 0
S (TT2H AL & SR CET] A subsidiaries and held by third parties (amoun
8 ) REANIREER ) allowed in CET1 capital of the consolidation
) group)
6 |BERREZ AICETIEA CET1 capital before regulatory adjustments 678,509
CET1E& % : EEEHIR CET1 capital: regulatory deductions
7 (G EFEE Valuation adjustments 0
R "~ Goodwill (net of associated deferred tax
s |me (EimmEmEEREL) S 0
HArfmpEE (SRR LR Other intangible assets (net of associated deferred
9 $ . 0
THER) tax liabilities)
PRIERIEEE (EHIRAHE VIR LR Deferred tax assets (net of associated deferred tax
10 - S 0
HAR) liabilities)
11 | B B Cash flow hedge reserve 0
12 FIRBETEUA FELAAZERE H & & 184 Excess of total EL amount over total eligible 0
S 4EE 2 provisions under the IRB approach
HE A S AR AR THE A a4l F) Credit-enhancing interest-only strip, and any gain-|
13 | S 0%H ~ &S RCETTE AR HAl on-sale and other increase in the CET1 capital 0
e arising from securitization transactions
14 A EEGENEERASTER Gains and losses due to changes in own credit 0
e\ BB AT A ViR risk on fair valued liabilities
15 FEMRIERGREGIFERE (B0 Defined benefit pension fund net assets (net of 0
FRAEROVIE AERRIE A (E ) associated deferred tax liabilities)
IR S HCETI EAZ B IIRE ( Investments in own CET1 capital instruments (if
16 | B AR ENEEEERTRE not already netted off paid-in capital on reported 0
SrE AR balance sheet)
e e Reciprocal cross-holdings in CET1 capital
25 Y FE A NS
17 |BAHZE SRFA HICET A AR S instruments 0
PN e Insignificant capital investments in CET1 capital
BQT%%AE:?V%?‘:?BU\&M,Jﬁﬂ%Eﬁ% instrguments issfed by financial sector entitiels) that
18 [#ATHICETI B AT FEE KA AR 0

# G 10%MHE  H0)

are outside the scope of regulatory consolidation

(amount above 10% threshold)
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(i) BEARCCL © A20184E12H31 HEEE

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018

BARZHR (R - (Unaudited - on Regulatory Consolidated Basis) (Continued)
RIBEE SRS ER) (F)
KEUEEGEBETE
EAERNSZ R
7
Source based on reference
numbers of the balance
EZH| sheet under the regulatory
CGE®000) (Presented in HK$'000) Amount scope of consolidation
. s I Significant capital investments in CET1 capital
NS B A 4 A \ QS i
19 g;ﬁ%;ﬁii%#gggiﬂiifﬁ instruments issued by financial sector entities that are 0
’Eg H\jl()q Fiﬁé ZE;R) ; B Noutside the scope of regulatory consolidation (amount
= o above 10% threshold)
20 R AEEEHRE (USRI IE 2 Mortgage servicing rights (net of associated deferred tax Not applicabl Not applicabl
RIEER) liabilities) ot applicable ot appiicable
21 FHETHE M= B AR IR e TE & 7 ( Deferred tax assets arising from temporary differences Not applicabl Not applicabl
LTI M e R AR TR ) (net of associated deferred tax liabilities) ot applicable ot applicable
22 B S%FHHE > #Y Amount exceeding the 15% threshold Not applicable Not applicable
Hoh o AS R E TR E A of which: significant investments in the ordinary share of . .
23 . . . Not applicable Not applicable
ba=i financial sector entities
24 |Eoh it TR of which: mortgage servicing rights Not applicable Not applicable
o o RS M S S AR R SRR IE of which: deferred tax assets arising from temporary . .
25 |20 . Not applicable Not applicable
B differences
HARCETI EANE A EEEEEE: | National specific regulatory adjustments applied to CET1
26 |n . 282,281
B capital
S R EEERY) (B RS RR) Cumulative fair value gains arising from the revaluation
26a |HETTEEEAMELENERBEAHEE of land and buildings (own-use and investment 280,481 3)+(8)
e properties)
26b | —fSSRTT R E b EE i Regulatory reserve for general banking risks 1,800 (6)
2% SRVEHE S48 TR ATTEHNEE Securitization exposures specified in a notice given by 0
[V .
SR LI B R the MA
26d R R A 1Y 3t 5 RS BT Cumulative losses below depreciated cost arising from 0
ENRAEE M ELED BT the institution's holdings of land and buildings
26e | ZHEIEERTTIT B A BV E ARG /K Capital shortfall of regulated non-bank subsidiaries 0
PIEB G BT B\ E|hfiy%  |Capital investment in a connected company which is a
26f | AHEE (8 H R S AR LAY 1S commercial entity (amount above 15% of the reporting 0
D7 ) institution's capital base)
RIGH TR HIATIE A R &AL Regulatory deductions applied to CET1 capital due to
27 | M ZEAECET I E AR A B 310 insufficient AT1 capital and Tier 2 capital to cover 0
M deductions
28 |BfCETI &AM B SRR GEEE Total regulatory deductions to CET1 capital 282,281
29 |CET1 &4 CET1 capital 396,228
ATIEA : EHig AT1 capital: instruments
30 GEEATI E AR EE NN E{a AE RE B 5 Qualifying AT1 capital instruments plus any related share 0
| premium
31 Hob o R s ARSI A R AR of which: classified as equity under applicable 0
il accounting standards
32 o R e HI A A EE of which: classified as liabilities under applicable 0
el accounting standards
33 | mpur s rm s s s =g Capital instruments subject to phase-out arrangements 0
RIEANIRP BT BLIHTRAPIRIE from ATI capital
s ERTN B AT ST HE=7 AT1 capital instruments issued by consolidated bank
34 |IFHFEWATIEAZEE (A5 ASGFEE subsidiaries and held by third parties (amount allowed in 0
ERIATI EARYEEE ) AT]1 capital of the consolidation group)
35 Hr BN G T EZ A E R |of which: ATI capital instruments issued by subsidiaries 0
LR RITATI K225 subject to phase-out arrangements
36 |BEEHIRZBIRIATIEA AT1 capital before regulatory deductions 0
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(i) BEARCCL © A20184E12H31 HEEE

BARZ R CREE -
REBEEGSER) (&)

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018
naudited - on Regulatory Consolidated Basis) (Continue
(Unaudited Regul C lidated Basis) (Continued)

FFEUEEGCHE T &
EARENSEREBK
7

Source based on reference
numbers of the balance

EZH| sheet under the regulatory
CGE®000) (Presented in HK$'000) Amount scope of consolidation
ATIEA © BEEHT AT1 capital: regulatory deductions
37 |PMEREA S IIATIE RZEIEAVIEE Investments in own ATI capital instruments 0
38 | B X FFAEMIATIE AZERE Reciprocal cross-holdings in AT1 capital instruments 0
e I Insignificant capital investments in AT1 capital
A B A e \ 1 o iy 0 i
39 Z;'Jj::?}Eflfkmgg‘iﬁiéggi?ﬁiﬁ%fﬁijg instruments issued by financial sector entities that are 0
:i{_(f @ ﬁl(/)? F'EJ;; 5%0 Hodx outside the scope of regulatory consolidation (amount
A o above 10% threshold)
. N Significant capital investments in AT1 capital
A i A 4 IS T [ o By 2 e it
40 g};ﬁ;;i;;ggg ﬁiég;;?fiiﬁfﬁ instruments issued by financial sector entities that are 0
T HARIR HAAEA outside the scope of regulatory consolidation
4l HHPATI EARR G A e National specific regulatory adjustments applied to AT1 0
e uE R capital
2 RS H 7 e 1 4R EAR DA 28 Regulatory deductions applied to AT1 capital due to 0
TEAT I E AR EE R insufficient Tier 2 capital to cover deductions
43 |BATI EAR B B AR ARER Total regulatory deductions to AT1 capital 0
44 JAT1EA AT1 capital 0
—REER (—REX = CETIEA + . .
45 . ’ Tier 1 capital (T1 =CET1 + AT1 396,228
ATIZEE) S )
ZEER  ERRERS Tier 2 capital: instruments and provisions
46 GBS fe] A BE R Qualifying Tier 2 capital instruments plus any related 0
it share premium
s . e Capital instruments subject to phase-out arrangements
THI R R Y St 1T 25 7 i .
41 |\ HlE =R BRI EA from Tier 2 capital 0
A4 ESRTN B AT T ITHE=T Tier 2 capital instruments issued by consolidated bank
48 IFEN_HERERE (it ALGEESE subsidiaries and held by third parties (amount allowed in 0
B R E AR EEE) Tier 2 capital of the consolidation group)
49 Hifr (il B LN B T Z AR |of which: capital instruments issued by subsidiaries 0
LIRS subject to phase-out arrangements
50 BB A GE RN ERE RS R Collective provisions and regulatory reserve for general 1.800 6
— AR T SR I s A e banking risks eligible for inclusion in Tier 2 capital ? ©
51 |BEEHIBRZ RIY —REA Tier 2 capital before regulatory deductions 1,800
THREBA - BEHR Tier 2 capital: regulatory deductions
52 |NEREAR B 1) AR EARER IR E Investments in own Tier 2 capital instruments 0
53 | B XA E AR Reciprocal cross-holdings in Tier 2 capital instruments 0
St s A s e v Insignificant capital investments in Tier 2 capital
e B A M i [ o el sector ontitios that
BT Y e e instruments issued by financial sector entities that are 0
ol ( Eél 007%'3 TETZ ) N outside the scope of regulatory consolidation (amount
VE o above 10% threshold)
N s A e A7 T T e st Significant capital investments in Tier 2 capital
RIEEEGGHEDIMNICREER | I ts issued by financial sector entities that
ss s — s e E s A instruments issued by financial sector entities that are 0
}({E ?D@L\:’; f §;f ) N = |outside the scope of regulatory consolidation (net of
RE R eligible short positions)
56 W AR E AR 5 A E S e National specific regulatory adjustments applied to Tier 2 (146 472)

B

capital
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018

B R (BB - (Unaudited - on Regulatory Consolidated Basis) (Continued)
ISR E SR EEE) ()
KEUEEGEBETE
EABERNSTHREBMK
7
Source based on reference
numbers of the balance
EZH| sheet under the regulatory
CGE®'000) (Presented in HK$'000) Amount scope of consolidation
bl 1 o ahe Add back of cumulative fair value gains arising from the
HEIE B A AR 1 B : A :
s6a sy (@ERIBERER) BT HEE revaluation of land and buildings (own-use and (146.472) [(2)+(3)*+(8)]
a [EESR CE M { . . . . R
- investment properties) eligible for inclusion in Tier 2 ’ *45%
TR AR A s e properties) cle ’
57 |8 B AR E HIRAEZE Total regulatory adjustments to Tier 2 capital (146,472)
58 | 4REAR Tier 2 capital (T2) 148,272
HA = —4
59 %’?gxéﬁﬁ (HBAEA BAEA Total regulatory capital (TC =T1 + T2) 544,500
+ 8EX)
60 |EbEIItEEEE Total RWA 657,534
BEALER(LEEIEEENTSED) Capital ratios (as a percentage of RWA)
61 |CET1 &EAEER CET1 capital ratio 60.26%
62 | —ahEARER Tier 1 capital ratio 60.26%
63 |4EE AR Total capital ratio 82.81%
IR R EE AT R ([EEREE Institution-specific buffer requirement (capital
64 |AEEZR N ERAGR EEALER 1 conservation buffer plus countercyclical capital 8.25%
SR U S TERE TTEER ) buffer plus higher loss absorbency requirements)
65 | A - B & KRR of which: capital conservation buffer requirement 1.875%
66 Hofr R E AR i A R FE% |of which: bank specific countercyclical capital buffer 1.875%
253 requirement : °
67 | A - BRI HEEE TR of which: higher loss absorbency requirement 0.00%
68 FHERF (K EARNIR E% v LEHAY CET]1 (as a percentage of RWA) available after meeting 52.01%
CET1 (AL i S EEm B ok ) minimum capital requirements Lo
A EERREER 58 (EEH . Sl -
D N National minima (if different from Basel 3 minimum)
E=) RIEERRE) (
69 |5 EEEEIECET] B KEER National CET1 minimum ratio Not applicable Not applicable
70 |EEEEE R ERFELEE National Tier 1 minimum ratio Not applicable Not applicable
71 |EEAEEE A E AR E(KEER National Total capital minimum ratio Not applicable Not applicable
. Amounts below the thresholds for deduction (before
AL S 1o o
SRR (RBmEED [ og° L
NEESE s S E DISMNY S R E E e Insignificant capital investments in CET1, AT1 and Tier
72 | E{TAVCETIE AR ELE ~ ATIEANEL 2 capital instruments issued by financial sector entities 0
e HCE AR IEE KB AREE that are outside the scope of regulatory consolidation
- N Significant capital investments in CET1 capital
N B A5 4 A [ 7 o iy 2 i it
73 gﬁ%;{?ij&#ggiﬂiifﬁ instruments issued by financial sector entities that are 0
RTTH HARRIEER HAIXH outside the scope of regulatory consolidation
R AEE R (EIUSRARRR AR ZE Mortgage servicing rights (net of associated deferred tax . .
74 FATE ) i ites) Not applicable Not applicable
FERTHR 1 22 B AR IR E N B B4
75 & 5 B DAY N 4 Rl SE B RS 251 THYCET] Deferred tax assets arising from temporary differences Not applicable Not applicable

BEAZBHENEAERIAEE (
ETIERAE AV R R I & )

(net of associated deferred tax liabilities)
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018
(Unaudited - on Regulatory Consolidated Basis) (Continued)

(Presented in HK$'000)

B

Amount

REMEEGCHE T &
EABERNSERERR
B

Source based on reference
numbers of the balance
sheet under the regulatory

HEE T AZSE AR RS AVEA LR

Applicable caps on the inclusion of provisions in Tier
2 capital

BERTASEARIHRIBSC

Provisions eligible for inclusion in Tier 2 in respect of
exposures subject to the BSC approach, or the STC

76 |FTHESSTCET 54 R SEC-ERBA ~ SEC-SA . 1,800
S e o approach and SEC-ERBA, SEC-SA and SEC-FBA (prior
F. SEC-FBA FHYEi4: (HEF EIRAT) o e oplication of capy
1EBSCat&UABSTCA T B A K. SEC- Cap on inclusion of provisions in Tier 2 under the BSC
77 |ERBA ~ SEC-SA Kz SEC- approach, or the STC approach, and SEC-ERBA, SEC- 9,872
FBA T At A EE AR EH S LR SA and SEC-FBA
- N e NN Provisions eligible for inclusion in Tier 2 in respect of
P e PATECS S > N
78 é:]li ?T%:#%é;f?g@iﬁgi%iﬁ exposures subject to the IRB approach and SEC-IRBA 0
) VR LS <Al (prior to application of cap)
79 1FIRBETEDA K. SEC- Cap for inclusion of provisions in Tier 2 under the IRB 0
IRBA T FJat A~ A irgstei & FIR approach and SEC-IRBA
BE IR R AR (R0 Capital instruments subject to phase-out
7 P XEY H AR
. arrangements
1819 1H 220224 1 5 1 HSRTEA) (only applicable between 1 Jan 2018 and 1 Jan 2022)
%0 T Z R REICET ] BN 1 H Current cap on CETI capital instruments subject to N . .
it 3 ot applicable Not applicable
77 LR phase-out arrangements
81 I E T E IR 7T ACETIHTEAE (75T Amount excluded from CETI due to cap (excess over cap Not applicable e TR
B o] R ZIHTREIREEE IR~ %) after redemptions and maturities) PP PP
% PIF A B RATAT ] & R TP Current cap on ATI capital instruments subject to phase- 0
77 LR out arrangements
3 B LRI G AATI EARRTEER ( Amount excluded from ATI capital due to cap (excess 0
TEFT R B a] R Z TR 65 H R~ ) over cap after redemptions and maturities)
” PRI BTG R AR R EE B Current cap on Tier 2 capital instruments subject to 0
77 LR [phase-out arrangements
85 HIRE T RIS A 4R E K83 ( Amount excluded from Tier 2 capital due to cap (excess 0
FEEF R AE o] R ZHIEIRE# H IR = %) over cap after redemptions and maturities)
TERR T EE Notes to the Template: _
TR (EE=EHE=)
TR Description Hong Kong Hom
basis Basel III basis
9 HitmpEE (EIREABNREREAE Other intangible assets (net of associated deferred
) tax liabilities) 0 0

fre

IEAEZEREZE BRI (BERBE=) X
A (20104812 ) SE8TELFRFIH - HRHtaE
BRI AECETI R AN T LU IRERES. (AEA L
AITECET I AR T R ER » (H LR 2 P
RIR) o EFHE > ST ATEIE AR S
FRHTTE R SRR EREY R AE I S
T EWMAY AR —Hy  MHECETIEA
RS P R A - L > FE5RTT
PR TR B T se g =t (E2ERIT
TEZ) BUEBHIRIVEEE - AR T (B
FEMMRE =) A ) T T A B AR
ITESOTTRrEE SRV (A7 T &AL
T TEERAVEER ) o IE R AR A
Pa o E R T LUT AR - DU E
(BZE@GE=) Tt B E R EN
10%F I8 KAz R R R ~ i = 2
FITEE 2B R R AR T 4 7 B < R A 3R 1T HY
CETI S ASHERE AR (M EEEEAEE
ONTEIREGR ~ Rl e S bR S A R

) FITERY 1 SRS I B IR -

Explanation

As set out in paragraph 87 of the Basel Il text issued by the Basel Committee (December 2010),
mortgage servicing rights (“MSRs”) may be given limited recognition in CET1 capital (and hence be
excluded from deduction from CET1 capital up to the specified threshold). In Hong Kong, an Al is
required to follow the accounting treatment of including MSRs as part of intangible assets reported in
the Al's financial statements and to deduct MSRs in full from CET1 capital. Therefore, the amount to
be deducted as reported in row 9 may be greater than that required under Basel IIl. The amount
reported under the column "Basel III basis" in this box represents the amount reported in row 9 (i.e.
the amount reported under the "Hong Kong basis") adjusted by reducing the amount of MSRs to be
deducted to the extent not in excess of the 10% threshold set for MSRs and the aggregate 15%
threshold set for MSRs, DTAs arising from temporary differences and significant investments in
CETI capital instruments issued by financial sector entities (excluding those that are loans, facilities
or other credit exposures to connected companies) under Basel III.
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018
(Unaudited - on Regulatory Consolidated Basis) (Continued)

Notes to the Template: (Continued)

EhAERE (BEEEHE=)
TE|RE Description Hong Kong Foae
basis Basel III basis
10 BAEMEEE (E{IRHBRREREERE Deferred tax assets (net of associated deferred tax
) liabilities) 0 0

fiEree

IFNEZEHZ R EH A (EEERE=) X
A (20104121 ) SO R BTELFRFIH: - 17-T#R
TP DV SRRV IR AR I B 2 78 T HTRK - 1T BT
R P B R R IR AR T 5 2 I W] AECET 1 558
WP VA IRERERS (IR AT ECET 1 AR
IR - HIREMERIR) - fEEE
AR EERAR » 22 A RECETI A A
R EHURATA R RIH A E - HIL > 25510
TTFHEHA TRV T RE S Y (2 2EH
e =) FEAHIRITEER - FEARAN T
EEERE=) &4k ) T HEHRAVEEE HEEH
FERAE SRS 1017 TR s BB R S B RYAE SR 10
TTATEESRAYSEE (BIFE " &BaeE | 0 NEE
FVEEE) o BT AR R R B I 1
A RARVRIERIH A E A T UUTH - 2
st (CERBE=) TotEER
FE 2R A R AERSL T E T RE A 1 O%F I B4 e
BURCEHNE - T M R A YR AR
HERN SRR RS TICET B AR E
RIGE (MRFEBEAEEAFAER - flid
BCHA(S AR AR HERI I &) P Y RERE 1 5%
Pt Rl -

Explanation

As set out in paragraphs 69 and 87 of the Basel III text issued by the Basel Committee (December
2010), DTAs of the bank to be realized are to be deducted, whereas DTAs which relate to temporary|
differences may be given limited recognition in CET1 capital (and hence be excluded from deduction
from CET] capital up to the specified threshold). In Hong Kong, an Al is required to deduct all DTAs
in full, irrespective of their origin, from CET1 capital. Therefore, the amount to be deducted as
reported in row 10 may be greater than that required under Basel III. The amount reported under the
column "Basel III basis" in this box represents the amount reported in row 10 (i.e. the amount reported,|
under the "Hong Kong basis") adjusted by reducing the amount of DTAs to be deducted which relate
to temporary differences to the extent not in excess of the 10% threshold set for DTAs arising from
temporary differences and the aggregate 15% threshold set for MSRs, DTAs arising from temporary
differences and significant investments in CET1 capital instruments issued by financial sector entities
(excluding those that are loans, facilities or other credit exposures to connected companies) under|
Basel IIL

18

REEEGSHE MM SRSERBBTC
ETIEARBHOIEERERRE (BH10%M
B8))

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

i

Rl ER ERIE H AR R THICETI A AR MR
HERERCESE - ST T R R T
LA e i S R Y S R N B A
YRR ~ Rl B EA (S R b AR HE Y ST 4
» BEAIRE SRR Rl B (S R R e By
WA E R - MR A RSN A% E
RICE ISRV AR S — A - MEwR TR AE [
< RE L B AN (0 S 4Rl T AR R A
R R TP MM E S - # T
SERE B [REAE T 3% S A (5 A o
BRAN - BRIL > 7255 1 81T R TR B
AREEE (EEMRE=) FUEAHIRTE
e FERRAR T (EIEMRE=) A H
T B Y B s A B AR 55 1 81T AT BE S B
#OCRE TEBAE ) T T ERAYEE) o
R IEERRET BRI INE T AT
FYFE TR A I N FIAT R Rl S A
15 R R HE ) A5 488E -

Explanation

For the purpose of determining the total amount of insignificant capital investments in CET1 capital
instruments issued by financial sector entities, an Al is required to aggregate any amount of loans,
facilities or other credit exposures provided by it to any of its connected companies, where the
connected company is a financial sector entity, as if such loans, facilities or other credit exposures
were direct holdings, indirect holdings or synthetic holdings of the Al in the capital instruments of the
financial sector entity, except where the Al demonstrates to the satisfaction of the MA that any such
loan was made, any such facility was granted, or any such other credit exposure was incurred, in the
ordinary course of the Al's business. Therefore, the amount to be deducted as reported in row 18 may|
be greater than that required under Basel III. The amount reported under the column "Basel III basis"
in this box represents the amount reported in row 18 (i.e. the amount reported under the "Hong Kong|
basis") adjusted by excluding the aggregate amount of loans, facilities or other credit exposures to the
Al's connected companies which were subject to deduction under the Hong Kong approach.
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018
(Unaudited - on Regulatory Consolidated Basis) (Continued)

Notes to the Template: (Continued)

FREE (BEEFEHE=)
TEI|IRAE Description Hong Kong FoxE
basis Basel 111 basis
NREEEGZARESINI SR ERBBTHC Significant capital investments in CET1 capital
FTIEAEBNEAEAKE GEH10%F9 instruments issued by financial sector entities that
19 28 are outside the scope of regulatory consolidation
(amount above 10% threshold) 0 0
g e Explanation
BB EN SR E S THICET I AR E For the purpose of determining the total amount of significant capital investments in CET1 capital
KRERFSEHEZE » o R T EHR P H instruments issued by financial sector entities, an Al is required to aggregate any amount of loans,
{F{] & 4 B 2 B R Ay )\ S A (e S ey facilities or other credit exposures provided by it to any of its connected companies, where the
BFE ~ Flom e EA (S Rl R ey & et 4E%E connected company is a financial sector entity, as if such loans, facilities or other credit exposures
AN S ~ Rlo@ S F R AR R EY were direct holdings, indirect holdings or synthetic holdings of the Al in the capital instruments of the
T HERE B - BB A S A A% 4Rt financial sector entity, except where the Al demonstrates to the satisfaction of the MA that any such
EERBIVEAZE 8K > WER S loan was made, any such facility was granted, or any such other credit exposure was incurred, in the
s T B BB N (0 (S AN n M R H B ordinary course of the Al's business. Therefore, the amount to be deducted as reported in row 19 may
SEPOEFE oh U 5% e~ LA s be greater than that required under Basel III. The amount reported under the column "Basel III basis"
Rl o B |HEAT 1] 3% S HoA = B SR s ]I in this box represents the amount reported in row 19 (i.e. the amount reported under the "Hong Kong
Y o RIEE o FEE8 1977 FTEA SR /8 THIR 0y Baa |y basis") adjusted by excluding the aggregate amount of loans, facilities or other credit exposures to the
feerEn (BEFRE=) HEEike g Al's connected companies which were subject to deduction under the Hong Kong approach.
o AEARENE T (EEEMEIE=) A%, HT
DR S 1 Sy K SR BRI AE 565 1 91T TR SRy B
(BNFE &R ) TH MR B - T
BRI ER A ITE T A TR
SO R AN TR - Bl s (S
PR E Ry Erat4aEe -
P EEELGERTE IMNI SR T B R{TA Insignificant capital investments in AT1 capital
TIEAEBNIEEARBEAEE (GEH10%F91E: instruments issued by financial sector entities that
39 |78 are outside the scope of regulatory consolidation

(amount above 10% threshold)

fre

Rt R AR B R T8 SRR
AR AN TR G - Rl A5 A e
RIEGRBCETIE AT (R ESCHBIBRAREE18
TTHIMTEE) fRHHIRAIAER - B E S BANE
ATIE AR HAN I EE R E AR B E AT

TREIER G P ZE R FTRE A P s o R » 258
3OFTPHEERZH THIRAVEEH T RE & et (28
FfE =) R HHIRHIEER - AR T
(EZEME =) B4t ) TH T RAYEE B
SEAVIESE30TTRT IR SRAVEER (ANTE " &AL
A THTEEAVEER) o TERE AR TRIRE
R IR T A T /A TR 38 e i 2
BNEIRYERK - Rl A (S bR R &
STUEER

Explanation

The effect of treating loans, facilities or other credit exposures to connected companies which are
financial sector entities as CET1 capital instruments for the purpose of considering deductions to be
made in calculating the capital base (see note re row 18 to the template above) will mean the
headroom within the threshold available for the exemption from capital deduction of other|
insignificant capital investments in AT1 capital instruments may be smaller. Therefore, the amount to
be deducted as reported in row 39 may be greater than that required under Basel IIl. The amount
reported under the column "Basel III basis" in this box represents the amount reported in row 39 (i.e.
the amount reported under the "Hong Kong basis") adjusted by excluding the aggregate amount of]
loans, facilities or other credit exposures to the Al's connected companies which were subject to
deduction under the Hong Kong approach.
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 31 December 2018
(Unaudited - on Regulatory Consolidated Basis) (Continued)

Notes to the Template: (Continued)

EREE (BEZ@EHE=)
THIRAE Description Hong Kong H
basis Basel I1I basis
NEEEGEAREIINISRZ BTN Insignificant capital investments in Tier 2 capital
ZREAEBNIEEREAE (BH10%9 instruments issued by financial sector entities that
54 8D are outside the scope of regulatory consolidation
(amount above 10% threshold)
0 0
R Explanation

Ry PSRRI B R O 78 iR T
HRAA SN TR - Rl s A (S R
HRIEG RBCETIE AR (R ESTR RIS 18

TTHYMSEE ) ZHF LTRSS R » e S B

FE AR A TR HA I P KRB AR BEATE A
HUREER R P I =R T RE G A A/ - I

TEES SATTRTHE A THIRI B T SE g =i ¢
EEERGE =) FUEANIRAVEE - FEAFEA
B T (EEERGE=) A4 ) H T ERATEEH
R BRI SR SM TSR BB (BIE T &

AR | TH NIESRAVEED o R TTAEE

BRAEA B 775 TR TR R nI A
AHENEIER - Rl oA (S A R A
HyEataEEs o

The effect of treating loans, facilities or other credit exposures to connected companies which are
financial sector entities as CET1 capital instruments for the purpose of considering deductions to be
made in calculating the capital base (see note re row 18 to the template above) will mean the
headroom within the threshold available for the exemption from capital deduction of other
insignificant capital investments in Tier 2 capital instruments may be smaller. Therefore, the amount
to be deducted as reported in row 54 may be greater than that required under Basel IIl. The amount
reported under the column "Basel III basis" in this box represents the amount reported in row 54 (i.e.
the amount reported under the "Hong Kong basis") adjusted by excluding the aggregate amount of]
loans, facilities or other credit exposures to the Al's connected companies which were subject to
deduction under the Hong Kong approach.

3
ESTHER IOV TR DI (AL Hi24
R R TI9 732 ICET | 2 A e By e
S -

ISH IR SR R A G Fih (EIEE
E=) A (0104128 ) HES8EIFL » BHE
B EELE -

Remarks:

The amount of the 10% threshold mentioned above is calculated based on the amount of CET1 capital
determined in accordance with the deduction methods set out in BCR Schedule 4F. The 15%
threshold is referring to paragraph 88 of the Basel III text issued by the Basel Committee (December
2010) and has no effect to the Hong Kong regime.
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 30 June 2018

B R (BB - (Unaudited - on Regulatory Consolidated Basis)
IRBE B SR E )
KEUEEGEBETE
EAERNSZ R
7
Source based on reference
numbers of the balance
EZH| sheet under the regulatory
CGE®'000) (Presented in HK$'000) Amount scope of consolidation
It 3 — 3 . EE =
zﬁﬁ%ﬁ BCETHRA : SRR CET1 capital: instruments and reserves
EIFETINEERCET I E AR INE Directly issued qualifying CET1 capital instruments plus
1 - ) 264,987 )
feT AR BRI RS {7 s any related share premium
2 | R A Retained earnings 395,596 (7)
3 |E B Disclosed reserves 7,352 B)HH+H(5)H6)
s . _ Directly issued capital subject to phase-out
Lz 25 4; 3 7% S UL
4 5 /;CE 7; j{}’ ?f\?ﬁ /\;/Lj fggg J;gj% RITH arrangements from CETI (only applicable to non-joint Not applicable Not applicable
A A stock companies)
M4 EHRITH B A @ TR =T Minority interests arising from CET1 capital instruments
5 FHEMCETI & A A 1/ Vi s issued by consolidated bank subsidiaries and held by 0
s (AR ASFEEEMNCETIE AR third parties (amount allowed in CET1 capital of the
$EE) consolidation group)
6 |BEE SRR Z AIMICET1E A CET1 capital before regulatory adjustments 667,935
CET1E&EZA : BEEHIR CET1 capital: regulatory deductions
7 |G {EEAE Valuation adjustments 0
8 [P (EHIRIEEHY IR IEFITE A& E) Goodwill (net of associated deferred tax liabilities) 0
9 HittfEE (CI0RAEEIIE LR Other intangible assets (net of associated deferred tax 0
THEE) liabilities)
RIEFRIAEE (CIURHE AR ZEFfT Deferred tax assets (net of associated deferred tax
10 e 0
IE%{E ) liabilities)
11 | BB s Cash flow hedge reserve 0
12 pia IRBDT A NELAEZEEE HH & B Excess of total EL amount over total eligible provisions 0
8 8 under the IRB approach
SR EA B AR5 A ry4iF] Credit-enhancing interest-only strip, and any gain-on-sale
13 |Bf5%E ~ Bk s R CET1I & AR it and other increase in the CET1 capital arising from 0
i-ﬂu%ﬁzéﬁﬁ securitization transactions
14 AN HEESENEERAST(ER Gains and losses due to changes in own credit risk on fair 0
I\ SR B P A Y valued liabilities
15 FERZSHVBREESIFEE (B30 |Defined benefit pension fund net assets (net of associated 0
FrAH I AR AR TH A ) deferred tax liabilities)
R AR B IICETI EAZ AT E ( Investments in own CET]1 capital instruments (if not
16 | B RIERT SN EEaBEREPRE already netted off paid-in capital on reported balance 0
B AR IR ) sheet)
17 |G X FPERICET I EAZEE Reciprocal cross-holdings in CET1 capital instruments 0
W e Insignificant capital investments in CET1 capital
RS i
18 é’%f s CETT o jg‘#g;jg%j§% i?ﬁ instruments issued by financial sector entities that are 0
Aﬁ< 107 %;@;Z%U < outside the scope of regulatory consolidation (amount
= Pt above 10% threshold)
(e s Significant capital investments in CET1 capital
AR B A g o ) |
19 g'j—E’JCETl ifé.;ig’;gji(ﬂiiﬁm instruments issued by financial sector entities that are 0
<g L% ZT%Z) A outside the scope of regulatory consolidation (amount
o above 10% threshold)
0 B AL TR (EHIRAERR A Mortgage servicing rights (net of associated deferred tax Not licabl Not licabl
MIHER) liabilities) ot applicable ot applicable
. P 22 B A R IERR T B ( Deferred tax assets arising from temporary differences Not licabl Not licabl
EAIB AR R AR TE ) (net of associated deferred tax liabilities) otapphicable ot applicable
22 B 5% B Amount exceeding the 15% threshold Not applicable Not applicable
Hoh o AR E AT BT E R of which: significant investments in the ordinary share of . .
23 Not applicable Not applicable

"E

financial sector entities
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Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 30 June 2018

BARZ R (R - (Unaudited - on Regulatory Consolidated Basis) (Continued)
B ESRSER) ()
KEUEEGEBETE
EAERNSZ R
7
Source based on reference
numbers of the balance
EZH| sheet under the regulatory
CGE®'000) (Presented in HK$'000) Amount scope of consolidation
24 |Eirh o fE b T R of which: mortgage servicing rights Not applicable Not applicable
Hooh o T M R A A A R AR TR of which: deferred tax assets arising from temporary . .
25 |2 . Not applicable Not applicable
BE differences
WA CETI &AM E S SR EE  |National specific regulatory adjustments applied to CET1
26 | . 273,244
EEEk capital
S R EEEEY) (B ERIEERR) Cumulative fair value gains arising from the revaluation
26a [ETEEEAMESANERBE A EEE of land and buildings (own-use and investment 271,444 3)+(8)
Wi properties)
26b | —fER 1T RS R BL i (5 Regulatory reserve for general banking risks 1,800 (6)
2% SRVEHE S48 TFRYEMFTE TS Securitization exposures specified in a notice given by 0
I g
ZRA LI B R S the MA
26d Rt A 1Y 3 5 @S BT Cumulative losses below depreciated cost arising from 0
BRI A 0 RS R the institution's holdings of land and buildings
26e | ZHEIERITIH B A\ SN E AR K Capital shortfall of regulated non-bank subsidiaries 0
AT ERG TRy E% N5 FfJ%&  |Capital investment in a connected company which is a
26f | AFEE (HEHY R AR & AR BEY 15 commercial entity (amount above 15% of the reporting 0
% 8y institution's capital base)
RIS H T EHIATIE AR B 4B AR LA Regulatory deductions applied to CET1 capital due to
27 |G T ZBECETI E AR ES 4531 |insufficient AT1 capital and Tier 2 capital to cover 0
NS deductions
28 |BICET1E AR BB 4REE Total regulatory deductions to CET1 capital 273,244
29 [CET1 &# CET1 capital 394,691
ATIEA : =i AT]1 capital: instruments
10 GEEAT I E AR Tl A e B 5y Qualifying AT capital instruments plus any related share 0
A fE premium
31 Horp o fREE I A s R B R B A E of which: classified as equity under applicable 0
hilll accounting standards
1 Hoor o fRE s Y R A& of which: classified as liabilities under applicable 0
| accounting standards
B . e Capital instruments subject to phase-out arrangements
AT AT A 2, .
33 \HUATIR A B AT TSR |firom ATI capital 0
4 ESRTN B AT T ITHE=T ATI capital instruments issued by consolidated bank
34 |FHFAEWATIEARZERE (H[it ALGEE subsidiaries and held by third parties (amount allowed in 0
ERATIE AR IVEER) AT1 capital of the consolidation group)
35 Hifr LY G T F A YE R |of which: AT capital instruments issued by subsidiaries 0
ZHEREIRATAT] & K ZfE subject to phase-out arrangements
36 |BEEHIRZAIIATIE A AT1 capital before regulatory deductions 0
37 |INMEREAR S HIATI E A Z B E Investments in own AT1 capital instruments 0
38 | AR WIHFARIATI EAZEE Reciprocal cross-holdings in AT1 capital instruments 0
St s A s e s Insignificant capital investments in AT1 capital
e B A M B [ o ramein] soctor entitios that
39 |ss AT I A SR A g instruments issued by financial sector entities that are 0
ol (2 ﬁlO”} F%;; ) s outside the scope of regulatory consolidation (amount
HAE o above 10% threshold)
. o ot Significant capital investments in AT capital
N B A 4 A T [ £y o iy 02 i
40 gifj}g;ﬁ 12?2;;5%{;?;3?21%,%53 instruments issued by financial sector entities that are 0
48 FURIIE FURMRR outside the scope of regulatory consolidation
4l HHPATI E AR G A E S e National specific regulatory adjustments applied to AT1 0

R

capital
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At

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) BERRCCL © 1R2018FE6 H30HEE (i) Template CC1: Composition of Regulatory Capital as at 30 June 2018
B tHR (R - (Unaudited - on Regulatory Consolidated Basis) (Continued)
ISR E SR EEE) (&)
KEUEEGRATETE
EABRERNSERE AR
7
Source based on reference
numbers of the balance
BZE| sheet under the regulatory
G 000) (Presented in HK$'000) Amount scope of consolidation
ATIER © BEEH R AT]1 capital: regulatory deductions
4 KRG H e B 1 4R E AR DR 28 Regulatory deductions applied to AT1 capital due to :
TEAT B AHIBRAY ES B HIR insufficient Tier 2 capital to cover deductions
43 | BATI B AR BB HIRAEAE Total regulatory deductions to AT1 capital 0
44 |AT1EA AT1 capital 0
45 ;T?&;:(iﬁ) (—@EE = EIRAE + |y capital (T1 = CET1 + AT1) 394,691
ZHEA EBREES Tier 2 capital: instruments and provisions
46 BB R E AR NI o] A B R Qualifying Tier 2 capital instruments plus any related 0
g share premium
s . e Capital instruments subject to phase-out arrangements
THE R E LT B A2, . .
AT AR B IRATRATE firom Tier 2 capital 0
4 SRTN B AT ST IHRE=T Tier 2 capital instruments issued by consolidated bank
48 AN HEAEE ([t AGFESE subsidiaries and held by third parties (amount allowed in 0
B 4R E ARTEER ) Tier 2 capital of the consolidation group)
49 i1 ;B LS B TIEZ A WE R |of which: capital instruments issued by subsidiaries 0
GHFHIRI T & R ZfE subject to phase-out arrangements
50 GBI A R ERNERE LGS R Collective provisions and regulatory reserve for general 1.800 ©)
— SR TS b L (S g banking risks eligible for inclusion in Tier 2 capital ’
51 |BEEHIBRZ RIHY —REAR Tier 2 capital before regulatory deductions 1,800
THREAR  BEEEHIR Tier 2 capital: regulatory deductions
52 |iNMEREAR B 4 E R BN E Investments in own Tier 2 capital instruments 0
53 | B NI AR 4E AR Reciprocal cross-holdings in Tier 2 capital instruments 0
o o s Insignificant capital investments in Tier 2 capital
N B A g A T 4B ety
L ﬁm SO EELX%E’]@M‘E% s instruments issued by financial sector entities that are
54 |BHTH A AR IBRIFE R E AR - o 0
& (R 0% > 8 outside the scope of regulatory consolidation (amount
HAE o = above 10% threshold)
- e s Significant capital investments in Tier 2 capital
N B A g A T 1 Lo By 20k it
55 g};ﬁg}} = Zgif;;gggiﬁi;?ﬁ instruments issued by financial sector entities that are 0
?{ET ?D[TL\ i ; §;g ) AR outside the scope of regulatory consolidation (net of
e R eligible short positions)
56 AN S AN EEEEIE S EE [ National specific regulatory adjustments applied to Tier 2
il ) (142,406)
kS capital
bl 1 e = Add back of cumulative fair value gains arising from the
PN T VAT S
sn ?*ﬁ%i\ggg;ﬂfﬁzﬁ?égé revaluation of land and buildings (own-use and (142.406) [2)+(3)*+(8)]
21t <HE 7R | . . .. . L. .
o investment properties) eligible for inclusion in Tier 2 ’ *45%
N VAN AN
(A 0 TR P canita
57 |B R ERREEE HIRARAE Total regulatory adjustments to Tier 2 capital 142,406
58 | Z&EA Tier 2 capital (T2) 144,206
M; é K % = _‘z
59 %i&gﬁ?ﬁ (BRA BES Total regulatory capital (TC =T1 + T2) 538,897
60 |EBEIIEEEE Total RWA 627,547
BALE(E R IIEZENE S L)  |Capital ratios (as a percentage of RWA)
61 |CET1 &EALL®E CET1 capital ratio 62.89%
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(i) BEARCCL © A20184E6 H30H B5%

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 30 June 2018

BARZ R (R - (Unaudited - on Regulatory Consolidated Basis) (Continued)
B ESRSER) (8)
KELEEGEHETE
EABRERNSERE AR
7
Source based on reference
numbers of the balance
BZH| sheet under the regulatory
G 000) (Presented in HK$'000) Amount scope of consolidation
62 | —ghEARER Tier 1 capital ratio 62.89%
63 |#EE AL Total capital ratio 85.87%
eI BB ETE RS R ([#45EL  |Institution-specific buffer requirement (capital
64 |ZAREEZE N FEEIGETEARLEE i1 conservation buffer plus countercyclical capital 8.25%
= I USRS R RE TR ) buffer plus higher loss absorbency requirements)
65 | A - B E KRR of which: capital conservation buffer requirement 1.875%
Hifr SR E AR i N2 |of which: bank specific countercyclical capital buffer
66 . . 1.875%
ZR requirement
67 | Ed - BRI EHEEE T Rk of which: higher loss absorbency requirement 0.00%
68 FERrEREEARHR EZ o #E AL CET1 (as a percentage of RWA) available after meeting 54.64%
CET1 ({8 inREsEEny = ok ) minimum capital requirements e
B EEREIER 58 (EER . S -
=\ = o > National minima (if different from Basel 3 minimum
E=) RIEERFRE) ( )
69 |5 AEHEECET] S REER National CET1 minimum ratio Not applicable Not applicable
70 |EEEEE R ERFELEE National Tier 1 minimum ratio Not applicable Not applicable
71 |EEAEEE A E AR E(KEER National Total capital minimum ratio Not applicable Not applicable
. Amounts below the thresholds for deduction (before
N= S 7 1
TR I EEE (b iR ) risk weighting)
INEESE s S E DISMNY SR E e Insignificant capital investments in CET1, AT1 and Tier
72 | E{TAVCETIE AR ELE ~ ATIEARNEL 2 capital instruments issued by financial sector entities 0
R AREAREBNIEEKEAEE that are outside the scope of regulatory consolidation
e . Significant capital investments in CET1 capital
N B A 4 \ £y o iy 02 i
73 g’%ﬁg}};ﬁiigﬁiiggiﬂiifﬁ instruments issued by financial sector entities that are 0
RITH: ORI A Joutside the scope of regulatory consolidation
24 gt R ( EHIR RGBT Mortgage servicing rights (net of associated deferred tax Not applicabl Not applicabl
TRTEE ) liabilities) ot applcabie otapphicable
FEE R M 22 S A Y IR AE TR B E 4
75 S HIE LY MY S Rl E ie 25 THYCET Deferred tax assets arising from temporary differences Not applicabl Not applicabl
LRI B A A ERIESRE ( |(net of associated deferred tax liabilities) otapphicable otapphicable
EAIBRAR Y IR AR I A )
hal e 5 \ Applicable caps on the inclusion of provisions in Tier
B AR RHRITER LR o ¢
GERET A RE AR RIBSC Provisions eligible for inclusion in Tier 2 in respect of
76 FHRVEBSTCE MR A K. SEC- exposures subject to the BSC approach, or the STC 1 800
ERBA ~ SEC-SA & SEC- approach and SEC-ERBA, SEC-SA and SEC-FBA (prior ?
FBA FHYE & (JEH _EFRAET) to application of cap)
FEBSCEHELABSTCEHEE K. SEC- Cap on inclusion of provisions in Tier 2 under the BSC
77 |ERBA ~ SEC-SA K SEC- approach, or the STC approach, and SEC-ERBA, SEC- 9,482
FBA N ATt A R H 5 EIR SA and SEC-FBA
EEKET A ZRE R AR IRBTE Provisions eligible for inclusion in Tier 2 in respect of
78 |/£ 5z SEC- exposures subject to the IRB approach and SEC-IRBA 0
IRBA NV & (JEA EIRAT) (prior to application of cap)
TEIRBAT 354 5L SEC- . ) —
N s N Cap for inclusion of provisions in Tier 2 under the IRB
79 [IRBAT ATst A GhAcpistefisse b [ 0 b 0

[E

approach and SEC-IRBA
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(i) BEARCCL : A20184E6 5 30HEE R
BEAZ AR (REE%- TR TS
EERE) (@)

(38 1000)

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 30 June 2018
(Unaudited - on Regulatory Consolidated Basis) (Continued)

(Presented in HK$'000)

B

Amount

KR EEGREHE T &
EEERNSERBBMR
B

Source based on reference
numbers of the balance
sheet under the regulatory

R MRRLHRIRATE AL (E1£20
1841 H 1 HZE20224E 1 5 1 H A D

Capital instruments subject to phase-out
arrangements
(only applicable between 1 Jan 2018 and 1 Jan 2022)

IR L AR TCET | K515

Current cap on CETI capital instruments subject to

80 7 E e — Not applicable Not applicable
g1 IR B F RIS A CETIHIEAE (1£5T Amount excluded from CETI due to cap (excess over cap Not applicabl Not applicabl
RABIO] R ZIHIR & H LR = %) after redemptions and maturities) OHEDDUCEDE ot applicable
8 FIFE LA RETATI N ZfE 0T H Current cap on ATI capital instruments subject to phase- 0
77 LR out arrangements
%3 IR B F RIS AATI E R HTE68E ( Amount excluded from ATI capital due to cap (excess 0
ZEERNEE] R I EEIR G H IR = %) over cap after redemptions and maturities)
84 FIFHHNE T LB AIRET — 4R BN 7B Current cap on Tier 2 capital instruments subject to 0
77 R [phase-out arrangements
25 FIRE T LRI EIA 8 E K788 ( Amount excluded from Tier 2 capital due to cap (excess 0
FEEF R AE o] ke EHHEIRGE H IR = %) over cap after redemptions and maturities)
TR T Notes to the Template:
EREE (BEEBEE=)
TEIAE Description Hong Kong Hom
basis Basel I1I basis
9 HitmpEE (EIIREARNREREAE Other intangible assets (net of associated deferred
) tax liabilities) 0 0

fre

IEAEIEREZE BRI (BERBE=) X
A (20104E127 ) SE8TEFRFIE - #HBALRE
B AT AECETI R AN T LU IRERER. (IEALE
HTECET I AR R bR » (H LA 2 P
RIR) o T SRS AR
FRHTTE RS B EREY R A L S
T ERNIMYEEN 5 WHECETIE AR
SR P BB A - NIE > fE5RIT
PR AR B T se g = (E2ERIT
SEZ) FUEAHIRAVEE - FEARAR T (B
SEME =) B4t ) TH T IERAYEE B
ITESOTTRrEE SRV (B T &AL
THTEERAVEER ) o IE R AR A
Pa o E R T LUT AR - DU E
(BZE@GE=) Ttz E R EN
10%F I R R TR ~ = 2
FITEEZE R R AR T 4 7 LA < R A 1T HY
CETIEATHERE AR (S HE
ONTEIREGR ~ Rl e A S R b R I Y £
) FITERY SRS IHE R -

Explanation

As set out in paragraph 87 of the Basel III text issued by the Basel Committee (December 2010),
mortgage servicing rights (“MSRs”) may be given limited recognition in CET1 capital (and hence be
excluded from deduction from CET]1 capital up to the specified threshold). In Hong Kong, an Al is
required to follow the accounting treatment of including MSRs as part of intangible assets reported in
the Al's financial statements and to deduct MSRs in full from CET1 capital. Therefore, the amount to
be deducted as reported in row 9 may be greater than that required under Basel IIl. The amount
reported under the column "Basel 11l basis" in this box represents the amount reported in row 9 (i.e.
the amount reported under the "Hong Kong basis") adjusted by reducing the amount of MSRs to be
deducted to the extent not in excess of the 10% threshold set for MSRs and the aggregate 15%
threshold set for MSRs, DTAs arising from temporary differences and significant investments in
CET1 capital instruments issued by financial sector entities (excluding those that are loans, facilities
or other credit exposures to connected companies) under Basel III.
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(i) BERRCC : jA20184F6 H30HBEE
BAZHBRCREEZ-RBEES
GEBE) (E)

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 30 June 2018
(Unaudited - on Regulatory Consolidated Basis) (Continued)

Notes to the Template: (Continued)

EhAERE (BEEEHE=)
TE|RE Description Hong Kong Foae
basis Basel III basis
10 BAEMEEE (E{IRHBRREREERE Deferred tax assets (net of associated deferred tax
) liabilities) 0 0

fiEree

IFNEZEHZ R EH A (EEMERE=) X
A (20104121 ) SO R BTELFRFIH: - 17-T#R
TP DV SRRV IR AR I B 2 /0 TR - 1T BT
R P B R R IR AR T & 2 A1 W] AECET 1 558
WP VA IRERES (R LA HECET 1 AR
IR - HISREFERIR) - fEEE
e AR EERAR » 22 A RECETI B A
R EHURAT A R RIH & E - HIL > 25510
TTFHEHA TRV T RE S Y (E2EH
e =) FEAHTRITEER - FEARAN T
EEERGE=) &4 ) T HEHRAVEEE HEH
FERAE SRS 1017 AT R s BB R S B RYAE SR 10
TTATEESRAYSEE (BIFE B BaeE | 0 NEE
FVEEE) o B AR R R B I 1
A RARVRIERIH A E A T UUTH - 2
st (CERBE=) TotEER
FE 2R A IR AERSE T A E T RE A 1 O%F I B4 e
BURCEHE - W P BT A YR AR
HERN SRR TCET B AR E
RIGE (FRFEBEAEEAFAER - flid
BCHA (S PR AR HE R ) P Y RERR 1 5%
Pt Rl -

Explanation

As set out in paragraphs 69 and 87 of the Basel III text issued by the Basel Committee (December
2010), DTAs of the bank to be realized are to be deducted, whereas DTAs which relate to temporary|
differences may be given limited recognition in CET1 capital (and hence be excluded from deduction
from CET] capital up to the specified threshold). In Hong Kong, an Al is required to deduct all DTAs
in full, irrespective of their origin, from CET1 capital. Therefore, the amount to be deducted as
reported in row 10 may be greater than that required under Basel IIl. The amount reported under the
column "Basel III basis" in this box represents the amount reported in row 10 (i.e. the amount reported,|
under the "Hong Kong basis") adjusted by reducing the amount of DTAs to be deducted which relate
to temporary differences to the extent not in excess of the 10% threshold set for DTAs arising from
temporary differences and the aggregate 15% threshold set for MSRs, DTAs arising from temporary
differences and significant investments in CET1 capital instruments issued by financial sector entities
(excluding those that are loans, facilities or other credit exposures to connected companies) under|
Basel IIL

18

REEEGSHE MM SRSERBBTC
ETIEARBHOIEERERRE (BH10%M
B8))

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

i

Rl ER ERIE H AR R THICETI B A MR
HERERCERE - ST T R R T
LA < i R Y S R N B AT B
YRR ~ Rl B A R b R HE Y S T4
» BEAIRE SRR Rl B (S R R By
WA E R - MR A RSN A% E
RICEE ISR B A TS — i - MoEwe T AE [
RIE L B AN (0 S 4R T AR R A
R R TP MM S - # T
SERE B B T 3% S A (= P e HE o
BRAN - BRIL - 7255 1 81T AR TR B
AREEE (EEMRE=) FUEAHIRTE
B FERRAR T (EIEMRE=) A H
T B Y B A B AR 55 1 81T AT BE S B
#CRE TEBAE ) T T ERAYEE) o T
R IEERRET BRI INE T AT
FYFE TR A N FIAT R Rl S A
15 R R HE ) A5 488E -

Explanation

For the purpose of determining the total amount of insignificant capital investments in CET1 capital
instruments issued by financial sector entities, an Al is required to aggregate any amount of loans,
facilities or other credit exposures provided by it to any of its connected companies, where the
connected company is a financial sector entity, as if such loans, facilities or other credit exposures
were direct holdings, indirect holdings or synthetic holdings of the Al in the capital instruments of the
financial sector entity, except where the Al demonstrates to the satisfaction of the MA that any such
loan was made, any such facility was granted, or any such other credit exposure was incurred, in the
ordinary course of the Al's business. Therefore, the amount to be deducted as reported in row 18 may|
be greater than that required under Basel IIl. The amount reported under the column "Basel III basis"
in this box represents the amount reported in row 18 (i.e. the amount reported under the "Hong Kong|
basis") adjusted by excluding the aggregate amount of loans, facilities or other credit exposures to the
Al's connected companies which were subject to deduction under the Hong Kong approach.
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9 Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)
(i) RERRCC © 7A20184E6 530 HESE (i) Template CC1: Composition of Regulatory Capital as at 30 June 2018
BARZHR (REEX-RIBEESE (Unaudited - on Regulatory Consolidated Basis) (Continued)
R (8)
H & 4 Notes to the Template: (Continued)
THREE (BEZAEHE=)
TEI|IRAE Description Hong Kong FoxE
basis Basel 111 basis
NEEEGZARE SNSRI ERBB{TIC Significant capital investments in CET1 capital
FTIEAEBNEAEAKE GEH10%F9 instruments issued by financial sector entities that
19 28 are outside the scope of regulatory consolidation
(amount above 10% threshold) 0 0
fif e Explanation
BT EN S TS THICETI E AT E For the purpose of determining the total amount of significant capital investments in CET1 capital
BRI ELERE > SO MR S B R P instruments issued by financial sector entities, an Al is required to aggregate any amount of loans,
T-{0] [ <5 b 2 B B 7 BB )\ B (T (ol B facilities or other credit exposures provided by it to any of its connected companies, where the
B2~ Blom sk EA (S R bs R iEn & st 4asE connected company is a financial sector entity, as if such loans, facilities or other credit exposures
AN S ~ Rlo@ S F R AR R EY were direct holdings, indirect holdings or synthetic holdings of the Al in the capital instruments of the
MRS E BT - AR AR AR financial sector entity, except where the Al demonstrates to the satisfaction of the MA that any such
FEERNWEARERS K SR S loan was made, any such facility was granted, or any such other credit exposure was incurred, in the
il T B 2 3 A (e LS 4 S T R A ordinary course of the Al's business. Therefore, the amount to be deducted as reported in row 19 may|
SEPOEFE oh U 5% S e~ LA s be greater than that required under Basel III. The amount reported under the column "Basel III basis"
Bl SR S R 1) 3% S HAt (= F R e R s HI T in this box represents the amount reported in row 19 (i.e. the amount reported under the "Hong Kong
Y o RIIE » FEEE 1977 AT SR /8 THIR 0y Baa |y basis") adjusted by excluding the aggregate amount of loans, facilities or other credit exposures to the
fraEn (BEEMES) HEEiRe s Al's connected companies which were subject to deduction under the Hong Kong approach.
S TEARRII T (EIERES) B T
VSR A s S R E 55 1 9 DS T
CEIVEE T st | T FUUHORE) - i
BRI ER A ITE T A TAIRAY
SR R AN TR E - Bl s (S
RSB &Ry Erat4aEd -
PR EHSHE MG RISEEERTTIA Insignificant capital investments in AT1 capital
TIEAEBNIEEARBEAEE (GEH10%FT1E: instruments issued by financial sector entities that
39 |78 are outside the scope of regulatory consolidation

(amount above 10% threshold)

fre

Rt R AR B R T8 SRR
A AN TR G - Rl A5 A e
RIETRBCETIE AT (R ESCHBIBRAREE18
TTHIMTEE) (RHHIRAIAER - B E S BANE
ATIE AR HAN I EE R E AR B EAT

REER G PR ZE R FTRE A P ) © (R - 25
3OFTPHHERZH THIRAVEEH T RE & et (28
FfE =) R HHIRAIEER - AR T
(EZEME=) B4 ) TH T EERRYEE B
SEAVIESE30TTRT IR ERAVEER (ANTE " &AL
A THTEEAEER) o TERE AR TRIRE
R IR T A T A TR 38 eI A
BNEIRYERK - Rl A (S bR R &
STUERES -

Explanation

The effect of treating loans, facilities or other credit exposures to connected companies which are
financial sector entities as CET1 capital instruments for the purpose of considering deductions to be
made in calculating the capital base (see note re row 18 to the template above) will mean the
headroom within the threshold available for the exemption from capital deduction of other|
insignificant capital investments in AT1 capital instruments may be smaller. Therefore, the amount to
be deducted as reported in row 39 may be greater than that required under Basel IIl. The amount
reported under the column "Basel III basis" in this box represents the amount reported in row 39 (i.e.
the amount reported under the "Hong Kong basis") adjusted by excluding the aggregate amount of]
loans, facilities or other credit exposures to the Al's connected companies which were subject to
deduction under the Hong Kong approach.
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(i) BIARCCL : A20184E6 H30HEEE

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(i) Template CC1: Composition of Regulatory Capital as at 30 June 2018

BARZHR (R EX- (Unaudited - on Regulatory Consolidated Basis) (Continued)
IR E SRS EEE) ()
I E o (4E Notes to the Template: (Continued)
BBERE (BE=EWE=)
THE|AE Description Hong Kong Hoom
basis Basel 111 basis
NEEEEASHE D YMISHETESTH Insignificant capital investments in Tier 2 capital
THREAEBRGEEREAREARE (EH10%M instruments issued by financial sector entities that
54 B8 are outside the scope of regulatory consolidation
(amount above 10% threshold)
0 0

e

R et R A AR S R A T SRR
HRAYA BN SRR ~ Rl B A (= A
HRIEGRCETIE AR (R ESCHRBIRRREE 18
TSRS ) A AT &R - K& S B
TR E A SR AN PR A A BT E
FURAYE o2 Pt 2 I AT RE S A P ) - R
TESE SATTRTHE A THIRIVEER T SE g =T (
ESEM A =) M AHURAVEGER - AN
" (EZEREES) A% T T IERIEEE
SR AETE S SATTRREE S RIV B (BIE T &
ABEE | T T RSV - TR AER
BRAEZ B 0705 TR PRI 2 r A
AHEBENTFIRERR -~ FliE A R R
HyEaT4EEE -

Explanation

The effect of treating loans, facilities or other credit exposures to connected companies which are
financial sector entities as CET1 capital instruments for the purpose of considering deductions to be
made in calculating the capital base (see note re row 18 to the template above) will mean the
headroom within the threshold available for the exemption from capital deduction of other
insignificant capital investments in Tier 2 capital instruments may be smaller. Therefore, the amount
to be deducted as reported in row 54 may be greater than that required under Basel IIl. The amount
reported under the column "Basel III basis" in this box represents the amount reported in row 54 (i.e.
the amount reported under the "Hong Kong basis") adjusted by excluding the aggregate amount of]
loans, facilities or other credit exposures to the Al's connected companies which were subject to
deduction under the Hong Kong approach.

=
SRR WU R LR (REASRAN) Hi224
FRF AR5 £ B ICET | A R St
ST -

| SUPIE RS R R B g R (IR
EZ) SR (2010412 ) SE8SERATL » 7
B -

Remarks:

The amount of the 10% threshold mentioned above is calculated based on the amount of CET1 capital
determined in accordance with the deduction methods set out in BCR Schedule 4F. The 15%
threshold is referring to paragraph 88 of the Basel III text issued by the Basel Committee (December
2010) and has no effect to the Hong Kong regime.
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(i) FERRCC2 - 7R2018412H31H
EERAREEAFARIHEIRCR
KEZ-RBEEGOER)

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(ii) Template CC2: Reconciliation of Regulatory Capital to Statement of Financial

Position as at 31 December 2018 (Unaudited - on Regulatory Consolidated Basis)

iR BB s Py
Consolidated Under resulator ZEHERRCC1>
. . ler regulatoryj
Statement of Financial erre ‘u ‘O $iE
o .| scope of consolidation
Position as in Cross-
: .| Group's Statement of]
published financial Fi ial Positi referenced to
disclosure statement| FHANCATLOSIHOR Template CC1
220184 220184
12H31H 12H31H
As at 31 December As at 31 December
2018 2018
HK$’000 HK$’000
BE Assets
EEEH & R (i B 2 TE Cash and balances with banks 873,547 873,547
TEHAPREIZEZCAEN 1 2 12{E H NF]  |Placements with banks maturing between one
257,251 257,251
HA and twelve months
2 B A IETE Loans and advances to customers and other 177.370 177.370
accounts
DU EEST & HES TR AHAM4E |Equity investments at fair value tthrough other 3.842 $.842
G ST E comprehensive income ? ’
RIFEAE 2 S EMEN 2 I B\ 5] 2 #¢  |Investments in subsidiaries not consolidated for 10
=i regulatory purposes )
Yt > BEE N Property, plant and equipment 72,655 72,655
EYEE Investment properties 329,900 329,900
AEUZ O] 2 FREk Tax recoverable 115 101
EESET Total assets 1,719,680 1,719,676
=Ui-t Liabilities
R PR Deposits from customers 965,417 966,111
HAitr & & LA Other liabilities and provisions 24,034 23,778
KEAFRIHA & Current tax liabilities 0 0
IRIEFRSFR Deferred tax liabilities 6,266 6,266
BEESE Total liabilities 995,717 996,155
e R RS Shareholders' Equity
L LEGEZS Paid-in share capital 310,000 310,000
Hrpafs S TH 4 LR of which:  share capital paid up in cash and
> W R capitalized from realized revaluation 264.987 )
%521:2 A gains of properties
N - share capital capitalized from
- 257
@;‘Egﬁ%iﬁ%%g unrealized revaluation gains of 45,013 ?2)
ALy A X properties
HAtr g s (i Other properties revaluation resreve 2,175 2,175 A3
PAAHEER 2 B AR AH M .
. ; o - Investments at FVOCI revaluation reserve 1,281 1,281 4
W A E A @
e General reserve 610 610 Q)
ETEE Regulatory reserve 1,800 1,800 6)
Poolir s Retained earnings 408,097 407,655 @)
HoaR FErmysgsE  |of which:  unrealized revaluation gains of
fE 25 investment properties 278,306 ®)
HA B 6B Mt Al other retained earnings and profits 129,349
RIS Total shareholders' equity 723,963 723,521
BEAEEERSEE Total liabilities and shareholders' equity 1,719,680 1,719,676
B 3E Note:

#HE2018FF6 H30H » 20184F12H31
AR E AAR R EFEM BRI R Z
SR B R -

There are no material changes in the reconciliation between the composition of the regulatory capital
and the consolidated statement of financial position as at 31 December 2018 when compared to that of

30 June 2018.
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(i) FERRCC2 * 7220184E6 H30H
BEEEAEEEARRIHR
CREFZ-RBEEGSERE)

Capital Structure and Adequacy (on Regulatory Consolidated Basis) (Continued)

(ii) Template CC2: Reconciliation of Regulatory Capital to Statement of Financial
Position as at 30 June 2018 (Unaudited - on Regulatory Consolidated Basis)

Consolidated Statement

of Financial Position as

in published financial
disclosure statement

Under regulator

scope of consolidation
- Group's Statement

cc1
R Cross

referenced to

of Financial Position

Template CC1

220184F 220184
6H30H 6H30H
As at 30 June 2018 As at 30 June 2018
HK$°000 HK$°000
BiE Assets
[EFEIR S RFEREERIE Cash and balances with banks 853,041 853,041
TERRPRIEZEFCEN 1 2 12{E 3 AF]  |Placements with banks maturing between one 239,812 239,812
HH and twelve months ’ ’
2% R B EL AR TE ié)ca;ljn:irsld advances to customers and other 235,835 235.835
IS E T & HE g5 AEAM4E |Equity investments at fair value tthrough other
aurty ¢ 10,263 10,263
GRS 2 s s A E comprehensive income ’ ’
EREAE ZEE Investments in subsidiaries 0 10
YEE > BEE N Property, plant and equipment 72,846 72,846
B YEE Investment properties 320,800 320,800
EESET Total assets 1,732,597 1,732,607
=it Liabilities
EEFER Deposits from customers 993,809 994,493
Hoth & (& R Other liabilities and provisions 19,470 19,233
AR AR Current tax liabilities 24 10
IR IERRTSFR Deferred tax liabilities 5,923 5,923
et Total liabilities 1,019,226 1,019,659
e R RS Shareholders' Equity
L LEGEZS Paid-in share capital 310,000 310,000
Hrpafs S TH S RS of which:  share capital paid up in cash and
W (s R capitalized from realized 264,987 )
LA A revaluation gains of properties
N - share capital capitalized from
- 257
@;‘Egﬁ%iﬁf%g unrealized revaluation gains of 45,013 ?2)
AT . properties
HAtr Y2 s (L i Other properties revaluation resreve 2,239 2,239 A3
PAAHEER 2 B AR AH M .

. ; o - Investments at FVOCI revaluation reserve 2,703 2,703 4
Sl B @
e General reserve 610 610 Q)
TETEE Regulatory reserve 1,800 1,800 6)
Poolir sy Retained earnings 396,019 395,596 (@)
Hrh s A = FIL S of which: unrealized revaluation gains of
S KUV e 260205l (s

A gl investment properties ’ ®

HA B 6B Mt Al other retained earnings and profits 126,391
RS & Total shareholders' equity 713,371 712,948
BAENEREERSESE Total liabilities and shareholders' equity 1,732,597 1,732,607
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(iii) 2018412 H31 H 201846 H30H &

FCCA : 2018512 H31H KX 20184E6 H30H

BEAEEZ TERRIR
ZCCA -

RERITHRAE

NNV

EERARR Y TENR

Capital Structure and Adequacy (on Regulatory Consolidated Basis)

(Continued)

(iii) The main features of the regulatory capital instruments (Table CCA) as at
31 December 2018 and 30 June 2018 are disclosed below:

Tai Sang Bank Limited

Table CCA: Main Features of Regulatory Capital Instruments as at 31

December 2018 and 30 June 2018

- RAERITARATE
I
L [#TA ssuet Tai Sang Bank Limited
T T - - - - -
. U dentifi CUSIP, ISIN or Bloomberg identifi
2 |(#1CUSIP ~ ISINZBloomberg¥fF. A B EHY fidue identitier (cg or Bloomberg dentitier A7 A Not applicable
N\ for private placement)
SR
3 | EBAYETREE Governing law(s) of the instrument R
Laws of Hong Kong
V=t Ny Regulatory treatment
4 (EEBGE=) B Transitional Basel III rules” 7% Not applicable
5 mE= | Post-transitional Basel III rules” CETIF4
(EZEERE=) BiEEEHa" ost-transitional Basel III rules Common Equity Tier 1
6 wEt A B SR E ) R E R B L Eligible at solo*/group/group & solo Tz{%
N . Instrument type (types to be specified by each 3
E R XA =2 =H PR i
7 SR (B TE) Surisdiction) Ordinary sharcs
¢ e BRI HEL S EE Amount recognised in regulatory capital (Currency in HKS$265
CIAREEEST » PRI EER HE) million, as of most recent reporting date)
9 |=wemiE Par value of instrument HKS1
L 5S4
10 |&EEtsrH Accounting classification Hy‘%j%.m
Shareholders' equity
11 |&wEiTHE Original date of issuance 1954, 1969, 1990, 2001, 2010
12 |k A% E HAPR Perpetual or dated ARATE
Perpetual
N - . fmEIH
HIE
13 JEETZRIEAH Original maturity date No maturity
14 |VEIEESE & S B Aot AR 31T A B o RE Issuer call subject to prior supervisory approval ;ﬂt
0
n[EEE N H ~ sCA T EELH 0 DA Optional call date, contingent call dates and . .
15 &l EE e redemption amount R Not applicable
16 %A AT HE R H (a0 H) Subsequent call dates, if applicable AN FH Not applicable
=E A Coupons/dividends
17 EEE e [ = Fixed or floating dividend/coupon PR,
JE KT o o & P Floating dividend
18 =R KA A BETE 8 Coupon rate and any related index i F Not applicable
19 BiE RS B Ayt Existence of a dividend stopper I\j?;
. Fully discretaionary, partially discretionary or 2 EEIE
20 WAL | LTAMEEE S o |
EEEIFE ~ WorEIE - SR mandatory Fully discretaionary
21 AT E R E A E RN Existence of step up or other incentive to redeem ;ﬂz
22 JEE B E AT Noncumulative or cumulative Non—curjtiiit
23 | ETdEA s R AR Convertible or non-convertiable Z\‘Ej%@
Non-convertible
24 O > RSt If convertible, conversion trigger(s) ‘N Not applicable
75 ST SRSy If convertible, fully or partially /i i Not applicable
26 FER M EEREER If convertible, conversion rate 4 P Not applicable
o NN If convertible, mandatory or optional . .
27 F5 O] o R T R R MR conversion Y orop “R i FH Not applicable
FEaleEia » PSR R I EE RN If convertible, sepcify instrument type . .
28 E_J-ﬁd' j:EI ﬂﬁ‘f’féﬂq‘r‘ Zﬁﬁﬁ p fy yp Z:}E}Eﬁ Not apphcable

il

convertible into
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Capital Structure and Adequacy (on Regulatory Consolidated Basis)

(Continued)
(iii) FCCA : 20184 12H31H K2018F6H30H (ii1) Table CCA: Main Features of Regulatory Capital Instruments as at
B REERS > IR RE 31 December 2018 and 30 June 2018 (Continued)
75 s > SRR AR Y 2 If convertible, specify issuer of instrument it . .
2 T A converts into N7#H Not applicable
30| R AE R Write-down feature ;ﬁ
0
31 S RAE » B If write-down, write-down trigger(s) R Not applicable
| e - s If write-down, full or partial R j#H Not applicable
33 EE o kA BRI S If write-down, permanent or temporary R FH Not applicable
HIEEENEEE - sRIERSE If temporary write-down, description of write-up ]
34 py mechanism 3 FH Not applicable
SE R G A R i B (S Positi.on i'n subordination hierarchy in 1iqu'idati0n ‘ '
35 WL 2 B (specify instrument type immediately senior to R FH Not applicable
s SR instrument)
36| P AT ErR R B Non-compliant transitioned features ;ﬁ
0
1lER - s If yes, specify non-compliant features "3 Not applicable
gt Footnote:
# # Regulatory treatment of capital instuments subject to transitional arrangements
AR B R T R B R IB GRITEE R AT 4 provided for in Schedule 4H of the Banking (Capital) Rules
+ + Regulatory treatment of capital instuments not subject to transitional arrangements
BB B A R HH A (e IR R T EEA) MBI provided for in Schedule 4H of the Banking (Capital) Rules
* RS S AR * Include solo-consolidated
$RITZ — 4RI AR E AR T H 2 S R A R A R T Full terms and conditions of the Bank's CET1 capital instruments are disclosed in the
Z W B website of the Bank.

Countercyclical Capital Buffer Ratio (on Regulatory Consolidated Basis)

FA20184E12 31 H 201846 H 30 H $R {7724 & HH %5 &7 The details of the Bank's countercyclical capital buffer ratios as at 31
EAREREETYIRIA TR CCYB 114 : December 2018 and 30 June 2018 are disclosed in Template CCyB 1 below:

BRKCCyB1 : 20184E12 H31H Z ¥ AHGEEE Template CCyB1: Geographical Distribution of Credit Exposures Used in

Z(CCyB)#Y{E A B A& Eey Rk o1 Countercyclical Capital Buffer ("CCyB") as at 31 December 2018
R2018FE12H31H
At 31 December 2018 (a) (©) (d) (e)
TR H I CCyB
. B HAEBHIEFICCYB A ]
TEEEE ) G y EERFT AR o ] ARy ST
Geographical breakdown bba RWAZBEH CCyBLLA CCyB¥EH
. Applicable JCCyB ratio RWA used in Al-specific CCyB
byJurisdiction . . . CCyB amount
in effect computation of CCyB ratio
ratio
J) %o HKS '000 % HKS '000
1 754 Hong Kong SAR 1.875% 172,190
4=t Total 172,190 1.875% 3,229
201856 H30H
At 30 June 2018 (a) (¢) (d) (e)
=M EEE I HEHICCyB
: % H A RAERICCYB : ST
AEERE () el ki SEETRA
Ge°g:)a131:::;:1:’:t‘::';d°w“ Applicable JCCyB ratio | RWA used in Al-specific CCyB Cgcglz iiffn .
J in effect computation of CCyB ratio v
ratio
J) % HKS '000 % HKS '000
1 74 Hong Kong SAR 1.875% 171,891
4E=t Total 171,891 1.875% 3,223
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HERRCCyB1 : 2018612731 H Z IR HRE &
2 (CCyB)HYE Fl LB AR RT3 47 (48)

FFEE -

DA b RASBRTA20184E12 H31 H F 201846 H30H
IR SR T4 BB FI St 2 S R R A AL -
A RIT RIS A BT LA AR E E R by
AEERAF R AR EEAREE R
PR R EAE S 2 CERAEE o B 51.875% -
AR EIART > RT3 A B RSRIE 2 Ik oy i

DUNFRAEFIRR 2018512 A 31 H Z I Bk N B IR

LG EEEMRFER R R B B 2 b
(THERRLR

1) Fjr20185:12 431 H f201845E9 H30H 2 AHHREL

AR (BARRLR 2) - 36 LB T R EALSR -

(i) ERLRI : 2018612531 B2 @3 RE SRR
PR EfE AR BB E  CREEX
A S AR

Countercyclical Capital Buffer Ratio (on Regulatory Consolidated Basis)

Template CCyB1: Geographical Distribution of Credit Exposures Used in
Countercyclical Capital Buffer ("CCyB'") as at 31 December 2018
(Continued)

Note:

The above templates show the CCyB ratios of the Bank computed on the
consolidated basis as at 31 December 2018 and 30 June 2018. As the Bank
only operates and has private sector credit exposures in Hong Kong, the
overall countercyclical capital buffer ratio was the same as the jurisdiction
countercyclical capital buffer ratio of Hong Kong, that is. 1.875%. There have
been no material changes in the geographical breakdown of the credit
exposures of the Bank during the current semi-annual reporting period.

Leverage Ratio Dislcosures (on Regulatory Consolidated Basis

The tables below represent the summary comparison table for reconciling the
total consolidated assets of the Bank as stated in the financial statements as at
31 December 2018 to the leverage ratio exposure used in the computation of
the leverage ratio (Template LR 1) and the leverage ratio template (Template
LR 2) as at 31 December 2018 and 30 September 2018, presented in
HK$’000.

(i) Template LR1 : Summary Comparison of Accounting Assets
Against Leverage Ratio (""LR") as at 31 December 2018 (Unaudited -
on Regulatory Consolidated Basis)

(@)

HH

TERRRLREZE T RYE
Value under the LR
framework
FEEE000E(E
HKS$'000 equivalent

Item

I |ES3AT B R AP kAT 4R & & A

Total consolidated assets as per published

financial statements 1,719,680

Hhest ARAEG st R EERES
2 |EHEEDINIIRT - Ef - CRIREREEE
BRI A ERAH R

AUJUSUTICTT TOT TITVCSUTICTILS ITT U'aumug, HHIAIICIdl,
insurance or commercial entities that are
consolidated for accounting purposes but outside 10
the scope of regulatory consolidation

RIS AT ] G HER N B A A
RAMER - B EFE AR LR R e
sTEENNEAZEEEMAEAHERE

4

AUJUSUIICIT IO 1IaucIaly asscrs 1ICCUEIISCU UL UIT
balance sheet pursuant to the operative
accounting framework but excluded from the 0
leverage ratio exposure measure

AUJUSUIICTIITS TOT UCTIVAlIve TOINTATls

4 BT SR T EAYEREE 0
A7 S B T s - ;n e 25 AUJUDLIIICIIL 101 SIS \I.C. IC})UD allt  SIHITIIIAar
5 ﬁ%ﬁfﬁmﬂlﬁ)«%i’zﬁm CENEIRE 22 2 K secured lending) 0
HAB R A IS E)
MUJlel.lllUlll. 10T UIT=0aldllle SICCU {1 UDO ) TGS
6 AHEEAERINERNTE (IEEE (i.e. conversion to credit equivalent amounts of] 0
ERINE R EEIR R E B E ) OBS exposures)
N . Adjustment for specific and collective provisions
TR AR S T R T ) 2 B S (s 4 o
6a gfg%ﬁ;iiﬁgiw%m*ﬁgﬁ%i& i that are allowed to be excluded from exposure 0
VRS AR measure
7| HAtERE Other adjustments 6,109
8 |[BRIEREERESTE Leverage ratio exposure measure 1,725,799

PiF -

AR Z s I - SR LR R T
SRR EM BRI R Z BE SRR EE IR
T EUARAR PR 7 o e ] 2 SR T H e e
RAEH -

Note:

There are no material changes in the summary comparison reconciling items
of the Bank's balance sheet assets as stated in the statement of financial
position with the exposure measure for the calculation of leverage ratio for the
current semi-annual reporting period.
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(ii) HHKLR?2 : 20184£129 31 H 2 AR#REL S
CREFX - RBEESEER)

Leverage Ratio Dislcosures (on Regulatory Consolidated Basis) (Continued)

(i) Template LR2

(Unaudited - on Regulatory Consolidated Basis)

: Leverage Ratio ("LR") as at 31 December 2018

(a) (b)
TR ELERAESE TR LA
Leverage ratio Leverage ratio
EH Item framework framework
000 #8000
HKS$'000 HKS$'000
20185125 31H 201894 30H
31/12/2018 30/09/2018
& A EFR AN EEEIE On-balance sheet exposures
B BEFNEEEE (FEERTTE On-balance sheet exposures (excluding those arising
1 | CES4EEEFERS S (SFT) E LR from derivative contracts and SFTs, but including 1,725,799 1,757,460
R ARYE - (HEFEE ) collateral)
) i[li)@fi DB E — 4B AR AT Y 2 Les§: Asset amounts deducted in determining Tier 1 (327.294) (318.257)
#H capital
3 EEAERNEERIEEZE (RELT Total on-balance sheet exposures (excluding derivative 1.398.505 1.439203
AT HAEKSFT) contracts and SFTs) 270, 3%
HET4 T B &4YE A E kR AE On-balance sheet exposuresExposures arising from derivative contracts
FrEELT4E T EEYERNERRA ( Replacement cost associated with all derivatives
4 |UERES - fIBREERIRSE I RS transactions (where applicable net of eligible cash - -
&R | SEREREAGEE) variation margin and/or bilateral netting)
5 B A BLNTA T B &40 BRAT B 1R A 2K Add-on amounts for PFE associated with all
B AR SR g derivatives contracts - N
BIR AR T T AR EA s Gross-up for derivatives collateral provided where
6 |MEZREEEAGEFTHRLTA T EIR deducted from the balance sheet assets pursuant to the - -
FH LAY EE applicable accounting framework
7 FIURG © BEETAE T B A4 LI 4 855 Less: Deductions of receivables assets for cash
PReE S HIFEWGE 7 variation margin provided under derivatives contracts B )
g R s BT 5 R R e R Bl Less: Exempted CCP leg of client-cleared trade
FEEEAL S ARIMESR RT3 exposures
9 R D HEEHLTAE T EELHA Adjusted effective notional amount of written credit
EIEE 3 e derivative contracts - N
10 I - EHEEHTE T EEYESR Less: Adjusted effective notional offsets and add-on
SRELA A UL F AR BN R B AR AT LR deductions for written credit derivatives contracts B .
11 |74 T B a8 A 0 e s R fE 485 Total exposures arising from derivative contracts - -
HH SFTEE A= i g & & Exposures arising from SFTs
12 WIHEGEHR 5% (ERTEF4E Gross SFT assets (with no recognition of netting), after
STHET) WSFTEELES adjusting for sales accounting transactions B .
13 HIRK © SFT& EE 48T AN FE (T BR B BB Less: Netted amounts of cash payables and cash
IR AHIR B Y F8E receivables of gross SFT assets B .
14 |SFTEERVET 755 H Els & iE CCR exposure for SFT assets - -
15 | RS 5 il gk Agent transaction exposures - -
16 | FHSFT/E 4= iy e\ i AR fE 48 %E Total exposures arising from SFTs - -
Hpth & 7 A EFRSNE R RIS Other off-balance sheet exposures
17 | EEaERINEIE R IE L FE B EE Off-balance sheet exposure at gross notional amount 8,782 16,147
18 igjjﬁ D phHEHA S S R E ey Less: Adjustments for conversion to credit equivalent (4.205) (10,859)
e amounts
19 | &EEAGEFRINEE Off-balance sheet items 4,577 5,288
B Ry JE\ g R HE 44 %4E Capital and total exposures
20 | —4ER Tier 1 capital 396,228 396,021
R B M N RS R < E R AT Total exposures before adjustments for specific and
202y s e collective provisions 1,403,082 1444491
20b | Bl E A K SRR AR S A S R Adjustments for specific and collective provisions 0 0
” %#ﬁ%;’g{%{f&%ﬁgij@{%{f{’gtﬁ;ﬁ%@ Total Aexposur§sA after adjustments for specific and 1,403,082 1,444,491
PN JaL i AR P 4 AR collective provisions
FEFREEZR Leverage ratio
22 [fEfsth® [Leverage ratio 28.24% 27.42%
st : AHER20184E9 H30H » 20184E12H31 H 248 Note: The increase of leverage ratio as at 31 December 2018 from that of 30 September 2018

FRECEA PRGN » EH AT P
AR 5 [ B & B IR R 2 4 D EUR
—EEE AR LR R B T -

was predominantly due to the lower level of leverage ratio exposure measure, which
was resulted from the reduced consolidated statement of financial position following a

decrease in the level of customers' deposits.
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12 REMEERE
() FTHLIQA FEIMRREE

By AN Lo A RSN

RITENRBE bR A SR AR > AR
EAERRERR —EA BRI EEEY
G RIE - Rl R Bl & S (F
R E PR T30 -

HEEFREHR TR ESEHBORZ FMA
BRI - SR TRETE iR HEE
By TEmdEEE o HEFREEAR
ZE G - NERBE SR
HSRITZ Gt B - W H I AR E
[EIEHR > RN EREERREZ R GRGHH
2GS o NS IRAR E e A (E B
PEDRNRCAREH - NEEABZEY
FOORBE SRR - HE [R5 R 5
ZHSGIEN > WIHRE IR T Z BN E B
REHES A O EF S -

HHE S it 2 SRAT 2R B < e B B L
REHBEEARZAGIEZ BIREE S
TR RIS & BT P IR R B e AR e E B
B i A S A B AE RSP IE L -

:/'—\'/\i {EI [ﬂ:ﬁ}ﬁ

REATERDETHERE 2 EHRE LU R
REEFERATRER 2 &sitftiRErt 2R
e > SRITE L E R 2 i i 1B K 5
B B i 2 JH 2 S & iR R
M BLECA A K S < R AR T A QSR
TR > DR A A PR it 22 PE s H
Hate =M% -

SRITORFF e AR L Z IR R ISR & e F (R R
FATE R - SRITIMEE R R AR
SHEERREE -

N AN Lo EiR HIIZ
RENE SR Z BRI TN SRR TIE&
EARERGERIUERGR - REEE B
TR B — AR SR T 2 e Al M e
ZIEH U S — (EAN AR T 5 FE
e BEAMEREeGURENE SRR
ZEERAEMIAERIT UL RS E R AE
RV HERHEIM T FEEENEER
A B RE B TEER T 1B 5L o3 AT T S Bk 2 3R 40
BREZFEECR - AEABZRGIRE
BIARZ GERERERITHFPRENEE L
ELEA ORI -

Liquidity Disclosures

U]

Table LIQA Liquidity Risk Management

Governance of Liquidity Risk Management

The Bank has a low liquidity risk tolerance and ensures that funds
are always available to meet obligations fully as they come due,
particularly for customers’ deposits which should be fully covered
by highly liquid treasury funds.

The Board of Directors assumes the ultimate authority in the
approving the liquidity management policy of the Bank. Day-to-day
management of the Bank's liquidity position is delegated to senior
management, whose operation is closely monitored by ALCO.
Internal liquidity position reporting is prepared by the Bank's
accounting department and reported to senior management on a
daily basis and to ALCO at every ALCO meeting. Internal trigger
limits are set for the effective monitoring of the liquidity position.
Upon review by ALCO of the liquidity positions, it assesses in light
of prevailing market condition, if the Bank's liquidity management
strategy or guidelines are required to be amended.

The Liquidity Risk Management Policy of the Bank as approved by
the Board and liquidity management strategy as determined by
ALCO from time to time are communicated to relevant operational
departments within the Bank during periodic meetings held among
the departments and senior management.

Funding Strategy

While efforts have been made to promote depositors' loyalty to
maintain funding stability from customers' deposits, bank
management constantly reviews market situation and explores
suitable funding sources such as term depository products and
establishing correspondent banking relationships with other
financial institutions, both locally and overseas, with an aim to
provide reciprocal funding arrangements or standby funding lines.

Liquidity Risk Mitigation

To mitigate its liquidity risk, the Bank maintains an adequate level
of overnight interbank funds. It also aims to maintain an adequate
cushion of high quality liquid assets.

Stress Testing on Liquidity Risk

Stress testing on liquidity positions are performed on a quarterly
basis and presented to ALCO for review. The liquidity stress testing
exercise includes scenarios covering an institution-specific crisis
scenario for the Bank and a general market crisis scenario. ALCO
examines the liquidity stress testing results to decide if the minimum
number of days necessary for the Bank to arrange emergency
funding support is satisfactory to the needs of the Bank and
formulate the necessary strategies to address the cash flow needs
reflected from the scenario analysis. ALCO also determines if the
mix of the Bank's holding in liquefiable assets has to be adjusted
based on the outcome of the stress testing.
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RIELIQA MENR &8k 2 EH (&)
M L35 S b (it

AR E S EREER - BEAM
ZEEREBEREY RS ERE A6
» FEUAESRIT Z BN & SR I RE B
ik Hp s o BAIREHY LT Z 5]
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A B8 AEREERER ]
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PIEAFRR - RSRITATRf . G EEEFEE
AT e 35 i T ZE R RAF K SR T B I E
& BEAAZRGNEFEFEFLIE

Bl ZRIE -

BREAESE T

EEF2018F12H3 1 HEEABERNEE
ZEFRS T EN SR E M BRI EE3. 3. 1A
Bl -

ISR T BT B S B
BRI - A SR BLIOL
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®

RCRA : [ERIERRZ —Re&k

RITR N EEZ PR+ Es > WA E
R A R R BIRL 2 & P
5 T EEBUREORA I B A K/ 558
THERNAE R EEIRES 2 S - $R1T7RA
peiisA s ER 2 SRS SR 04
ZEEFRGIE

HEEROREEE el KEEZ I
REHEHRERY - EKZEFMIIRA
Bk Z IR R R AT A Z (S REX
RATES ] » B Z 5 A KGEHh B
REEEBEEE - HIE HERRE
IIMT R BUE o TR EAUHEE &
B S SR AT AR TR Z S AR AR
o EERER 2 EE TR FE N EEHR
WESRZ B FE S - RS RS R
EZET -

EEBURN B SR AP R R B A P
MR T FBORE R A % 2]
F o BORZEBEIREERZ G ZFEER
EHRR AT ATER - BURNZIREY
KBS IUEPIHE > THHE R EEAS
Z b AR EEMAE

S EHE R TR (R ER A
BB R bRIE 2 T3 R BT (S E S -
Sz B g R AE H AR Er DL e
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Liquidity Disclosures (Continued)

@

(i

Table LIQA Liquidity Risk Management (Continued)

Contingency Funding Plan

Upon the awareness of liquidity crisis concerns, emergency ALCO and
Board meetings would be called to decide on the ways that the Bank's
liquidity position can be improved, including, but not limited to the
following possible means: cancellation of undrawn customers' overdrafts
facilities, calling back of customers' overdrafts / loans outstanding,
availability of un-used interbank funds that could be utilized,
negotiating with major depositors for increasing their deposits with the
Bank, pledging of appropriate assets of the Bank for funding facilities,
convincing major shareholders to place deposits with the Bank or
making additional capital injection. Prompt decisions are to be made by
ALCO and the Board.

Maturity Profile of Balance Sheet

The maturity profile of the items in the balance sheet of the Group as at
31 December 2018 has been disclosed in note 3.3.1 to the consolidated
financial statements.

As the Bank is designated as a Category 2 institution for liquidity
monitoring purposes, Template LIQ1 on liquidity coverage ratio and
Template LIQ2 on net stable funding ratio are not required to be
disclosed.

Credit Risk for Non-Securitization Exposures

@

Table CRA General Information about Credit Risk

The Bank is stringent in accepting credit customers and would only deal
with customers whose background and financial conditions are known
to our management. Tangible securities and/or strong guarantors to
support credit facilities are insisted. This has given rise to a high quality
credit portfolio with decades of zero loan loss.

The credit approval, review and monitoring functions are delegated by
the Board to Credit Committee. Granting of new credits and renewals of
existing credit are guided by Credit Policy as approved by the Board.
The credit initiation and review process involve the Credit Officer who
is responsible for information gathering, analysis and report preparation.
New credits are subject to prior compliance clearance before the loan or
credit limit would be made available to borrowers. Credit risk
management and administration are examined by Internal Auditors once
a year, with results reported to Audit Committee.

Credit Policy is reviewed annually, or more frequently as changes in
regulatory or business environment necessitate a policy change.
Revisions to Policy require concurrence of the Credit Committee and
approval of the Board before taking effect. Policy limits are established
upon referencing the regulatory requirements, market practice and our
own risk tolerance.

Weekly meetings are held among senior management to review the
performance of each existing credit
applications. Members of Credit Committee meet monthly to examine
the overall portfolio, market trend and compliance-related issues.
Information on connected exposures, as approved by Credit Committee
members who are not connected parties, are provided to Board members
at each Board meeting.

exposure and new credit
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()  EARCRI : #20184F12H31 H Ekx

Credit Risk for Non-Securitization Exposures (Continued)

(ii) Template CR1: Credit Quality of Exposures as at 31 December 2018

EEZERER
() I (b) ©) )
MU E Z RS
Cross carrying amounts of
BEEERRNERE | FFREERIER
& &iE /R E FE
Defaulted Non-defaulted Allowances Net values
exposures exposures /impairments
#20184E12H31H As at 31 December 2018 HKS$'000 HK$'000 HKS$'000 HKS$'000
[ 1 e [Loans - 173,970 - 173,970
| 2 |mmwz |Debt securities | - -| - ¥
=i & Off-bal heet
REAFRRIE aranee shee - 8.782 - 8782
B 7K exposures
N | Total | . 182,752 | 182,752
(a) I (b) ©) )
MU IR E Z AR
Cross carrying amounts of
EERBRNERR | JHEE R ERE
& RiE /e BE
Defaulted Non-defaulted Allowances Net values
exposures exposures /impairments
2018468 30H As at 30 June 2018 HKS$'000 HKS$'000 HKS$'000 HKS$'000
[ 1 e [Loans - 174,287 - 174,284
| 2 |z | Debt securities | - -| -| i
& & i Off-bal heet
REAFRIE arance shee - 10,785 - 10,785
b RIE exposures
| 4 Jas | Total | . 185,072 | 185,072
(ii) HAKCR? : BE SR RERE R (iii) Template CR2: Changes in Defaulted Loans and Debt Securities
o
(@
wE
Amount
#20184E12H31H As at 31 December 2018 HKS$'000
i B E—EEHEHI AR R T SR B S Defaulted loans and debt securities at end of the
4EER previous reporting period B
Loans and debt securities that have defaulted since
% == =k hr 27 S -
| 2 |E;@me; PR ST o It reporting period
I 3 |$§;@§3 BRI |Retumed to non-defaulted status | -I
| 4 |irss [ Amounts written off | |
EET ) |Other changes | ]
6 A IRTER SR 8 B S B e 2545 Defaulted loans and debt securities at end of the i
i current reporting period
(a)
B
Amount
#20184E6 H30H As at 30 June 2018 HKS$'000
1 P E—{E SR E T B BTG5 5 Defaulted loans and debt securities at end of the i
“EiR previous reporting period
Loans and debt securities that have defaulted since
% i S A (= Ty 7 M2 _
| 2 |gﬁme; ERTRE SR T o It raporting period
I 3 |$§;[E|§j BRI |Returned to non-defaulted status | -I
| 4 |wirss | Amounts written off | |
EETE ) |Other changes | i
6 AT H R 8 B B R AE S8 445 Defaulted loans and debt securities at end of the i
i current reporting period

Fysk: 22018412 H31H 201846 430
H > AT FORAEE TS
ZER R AR T -

Note: Our Bank does not have any defaulted loans and debt securities as at 31
December 2018 and 30 June 2018.
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Credit Risk for Non-Securitization Exposures (Continued)

(iv)
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Table CRB: Additional Disclosure Related to Credit Quality of
Exposures

Exposures are considered by the Group to be past due when
repayments are overdue by 3 months. Impaired exposures are those of
which the discounted future cash flows using the original effective
interest rate are lower than their existing carrying values. Impairment
is considered when there is objective evidence of the happening of
the following events, including, but not limited to:

- significant financial difficulty of the borrower;
- default or delinquency in interest or principal payments;

- the Group, for economic or legal reasons relating to the
borrower's financial difficulty, grants to the borrower a
concession that the Bank would not otherwise consider; or

- it becomes probable that the borrower will enter bankruptcy or
other financial reorganization.

There are no differences between the definitions of past due
exposures and defaulted exposures for accounting purposes and those
for regulatory purposes.

Restructured exposures are those exposures that the Group has
granted concession in its repayment, such as, a longer repayment
period and/or lower installment amounts, when compared to the
original exposures.

The breakdown of exposures by geographical areas, industry and
residual maturity as at 31 December 2018 and 31 December 2017 are
given in Note 3.1.11 (a), Note 3.1.11(b) and Note 3.3.1 of the
consolidated financial statements respectively.

The Group does not have any impaired exposures, past due
exposures, defaulted exposures nor restructured exposures as at 31
December 2018 and 31 December 2017.

Table CRC: Qualitative Disclosures Related to Credit Risk
Mitigation

The Group accepts first legal property mortgages and listed securities
as collateral for secured loans. Updated valuation of properties under
mortgages are obtained at least annually for credit review purposes or
when changes to the credit facility lines are proposed. Listed
securities pledged to the Group are revalued on a daily basis to ensure
the prudent loan-to-security value ratios have been preserved.

The carrying amounts of loans secured by mortgaged properties and
listed securities amounted to HK$168,137,126 and HK$5,832,770,
while the fair value of these mortgaged properties and shares in listed
companies were HK$634,000,000 and HK$15,875,360 respectively
as at 31 December 2018. Of the total mortgaged properties,
residential properties accounted for 76.3% of the total value of such
properties while commercial properties were 23.7% of total
mortgaged properties. All listed securities pledged to the Group as
loan collaterals were blue-chip listed equities.

The Group does not net its on- and off-balance sheet exposures.
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Credit Risk for Non-Securitization Exposures (Continued)

(vi) Template CR3: Overview of Recognized Credit Risk Mitigation as at 31

December 2018
(a) (b1) (b) (d) ®
PsEE{EH
DISEEHER R | DISEEERIE | fTAETRA
EEAFERK| FRERRZ | (FREZER | REZERR | IFEREZ
¥ IREEEE & R & JEBR A Y
Exposures | Exposures to be Exposures Exposures Exposures
unsecured: secured secured by secured by ssecured by
carrying recognized recognized recognized
amount collateral guarantees credit
derivative
contracts
20184125 31H As at 31 December 2018 HK$'000 HKS$'000 HK$'000 HKS$'000 HKS$'000
| 1 e |Loans 173,970 : : - -
| 2 |{§?%§§3’;% |Debt securities | -| -| -| -| -|
| 3 |ast | Total | 173,970 . . g 8
| 4 |mimsms |of which defaulted | i i i ] ]
@) (b1) (b) ) )
PsEe{EH
DR | DASSEIBRIE | fTETRA
EAEERR| FREERZR | FREZER | REBZERR | SEREZ
& - IREREE & RiE i B AR
Exposures | Exposures to be Exposures Exposures Exposures
unsecured: secured secured by secured by ssecured by
carrying recognized recognized recognized
amount collateral guarantees credit
derivative
contracts
20184E6 H30H As at 30 June 2018 HK$'000 HKS$'000 HKS$'000 HKS$'000 HKS$'000
I 1 I%%’\ ILoans 174,287 - - - -
| 2 |{§i‘%§§%’:—% |Debt securities | -| _| _| _| _|
| 5 et | Totat | 174,287 . . ] ]
| 4 |mepasms |of which defaulted | | | | .| .
i 3 Note:

F20184F12 531 H K 20184F6 H 30 H $R1T A A E
o] AR AT (5 6 Ja g Dk E PR 7 JL B a4 - 3R
(EPasiE=E=Eieiil- Wkt (VE|THGIN Y=yl
BRI o BRED—(EHA 2018412 H 31 H K20
1846 A 30 H Z [E4S kRt i ZoT 2 SR IE X

Our Bank does not have any exposures secured by recognized CRM as at 31
December 2018 and 30 June 2018. All secured loans of the Bank are fully
secured by collaterals other than recognized CRM with the exception of an
unsecured overdraft with an outstanding balance of HK$$Nil as at 31
December 2018 and 30 June 2018.
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Credit Risk for Non-Securitization Exposures (Continued)

(vii) BERRCR4 : (= B Rk & B n B EE (vii) Template CR4: Credit Risk Exposures and Effects of Recognized Credit Risk
PRS2 28— BSCeHEIA Mitigation - for BSC Approach
@ | o © 1 @ @ | ®
Rt CCF B JRARAS A JEUBG 78 i | .8 C CIF B oA P o B | o e A v S I e e DA B
HEENZ BRASE HEERZERERRE W
Exposures pre-CCF and pre- | Exposures post-CCF and post-| RWA and RWA density
CRM CRM
HEAMER | EEAAR | EEARR | BEAMER |ERINER| B
B SR WEEE SNEER #H HEE
On-balance Off-balance On-balance Off-balance RWA RWA density
22018F12H31 s at ecember
#® £12831H As at 31 D ber 2018 sheet sheet sheet sheet
JR B AREER] Exposure classes HKS$'000
1 |EHE R Sovereign exposures 166,265 - 166,265 - - 0.00%
g P 5 >
| 2 |ammmmmRsE  |PSE exposures | 8 8 g g 8 0.00%
YB3 IR SR T R K Multilateral development bank
3 - - - - - 0.00%
b/ exposures
| 4 | mmomi | Bank exposures | 961,808 . 960,808 | 192362 20.00%
| 5 |[memn | Cash items | 2,725| . 2,725| . ] 0.00%
N e Exposures in respect of
;?fﬁ‘%@?gfﬁ;ﬁ failed delivery on
6 ﬁl %;Q%g E’:] gw@% transz.ictions entered int.o on - - _ _ B 0.00%
e a basis other than a deliver-
- versus -payment
| 7 |eemmen |Residential mortgage loans | 111,043 4,514| 111,045 4000 113,265 98.45%
| 8 |scitmpmnms | other exposures | 483,956 | 4,268 483,956 | 198 484,154| 100.00%
S S B e B AL Significant exposures to ) ) ) B _ 0.00%
B i commercial entities .00%
| 10 |4Ezt |Total | 1,725,799| 8,782| 1,725,799| 4,198| 789,781' 45.65%
@ | o © | @ @ | ®
A CCF R iRABAS P BB FE e | S A CCF BRI P ol Bk | e A e I e e
STREERNZ BRRRE HEERZ ERRRE R
Exposures pre-CCF and pre- | Exposures post-CCF and post-| RWA and RWA density
CRM CRM
BEAMR | EEAER | EEAMR | BEASR |ERITER| B
B SMNEUEE B SN #H HEE
On-balance Off-balance On-balance Off-balance RWA RWA density
201846 H30H As at 30 June 2018 sheet sheet sheet sheet
TR RIEEE R Exposure classes HKS$'000
I 1 |EEiE G RE Sovereign exposures 245,826' -| 245,826| -| - 0.00%
| 2 |smeampmasE  |PSE exposures | g g g - | 0.00%
3 e SRR T B Multilateral development bank 0.00%
% exposures - - - - - .00%
| 4 |smrmumms | Bank exposures | 843,612 . 843,612 | 168,722 20.00%
| 5 |meme | cash items | 3415 . 3415 . 8 0.00%
s e Exposures in respect of
%Efﬁéi@gﬁwﬁ failed delivery on
6 ﬁg&lgﬁz%g Eﬁ%ﬂ?‘:\% trell)ns§ctio}1:s er}l]tered din]t~0 on - - . _ B 0.00%
s a basis other than a deliver-
. versus -payment
| 7 |emEsen |Residential mortgage loans | 112,058| 4,736 112,058| 4000 113,662 97.94%
| 8 |sitmmni |other exposures | 475872 6,050| 475872 280] 476,152 100.00%
FISES Gl OE PN Significant exposures to
O s PR ; ; ; ; . 0.00%
b A I commercial entities
| 10 |4zt |T0tal | 1,680,783| 10,786| 1,680,783| 4,280| 758,536' 45.02%
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Credit Risk for Non-Securitization Exposures (Continued)

(vii)

112

Template CR4: Credit Risk Exposures and Effects of Recognized
Credit Risk Mitigation - for BSC Approach (Continued)

Note :

The decrease in sovereign exposures as at 31 December 2018 when
compared to 30 June 2018 was mainly resulted from a higher level of
money market placements made at year end. Residential mortgage
loans in the above templates include loans and overdrafts secured by
residential property mortgages, as defined by the completion
instruction of the Capital Adequacy Return. The increase in other
exposures during the current semi-annual period was mainly the
result of the increase in the value of investment properties when
revalued to fair value as at 31 December 2018. There were no
material differences in other exposures between 31 December 2018
and 30 June 2018.



Credit Risk for Non-Securitization Exposures (Continued)

(viii) FERRCRS : HEEENMNEEGREEE] (viii) Template CRS: Credit Risk Exposures by Asset Classes and by Risk
SY01E F B AR & —BSCEt Bl Weights - for BSC Approach
HR20185E12H31H As at 31 December 2018 (@) (b) © (@) (e) ® ©@ (h) @i
R fik e R RS
= ~
(B CCF R E
AR E
0% 10% 20% 35% 50% 100% 250% HfrOth 7&]79) Total c:edit
ers risk exposures
amount (post CCF
and post CRM)
R & IS R Exposure class HKS '000
| 1 7 EHSJE R |Sovereign exposures 166,265 | —| -| -| .| | _| _| 166,265
| 2 I B B R R IPSE exposures | _I _| .| _| _| | _| _| ,I
| 3 I&Lﬁxﬁf‘mﬁ}m\wm Miultiiateral development bank | ‘I ‘l | | | | | | »I
| 4 |srrmpmis [Bank exposures | 8 | 961,808 | 8 ] g 8 8 961,808 |
| 5 |fﬁﬁfﬁﬁ |Cash items | 2,725 | —| -| .| .| .| _| _| 2,725 |
BB LN Exposures in respect of failed
L R EETTRIR H3E delivery on transactions entered
ER G Zin) e into on a basis other than a . B . . . - - N
% delivery-versus-payment basis
| 7 |eeeragssn | Residential mortgage loans | ¥ ¥ x| | 3se0|  107.485 | ¥ ¥ 111,045 |
8 |t E g A E Other exposures - - 198 B, | 483,956 . . 484,154
| s | | | | | | | | | | | |
9 H PGS E RS E AR Significant exposures to
e commercial entities B B . . . . - - -
| 10 szt | Total | 168,99 | | 962,006 | J 3se|  s9r441 . . 1,725,997 |
JR20184E6 530 H As at 30 June 2018 @ (b) (© (d) (© ® ® () @
JEREE Risk Weight F—
(EMCCFRIBRIE
fER RS
0% 10% 20% 35% 50% 100% 250% HfLOth ;Vq ) Total c:edit
ers risk exposures
amount (post CCF
and post CRM)
BB R IEIE R Exposure class HKS '000
| 1 | BT ERE Rl |Sovereign exposures 245,826 | | -| -| I | -I -I 245,826
| 2 |ovemompas |PSE exposures | i 1 1 ] | | i i 1
| 3 I 2 IS PR TR R I viululateral aevelopment bank | | | _| _| | | _| _| -I
| 4 |smrrmpssi [Bank exposures | 3 | sasei2] . ] g ¥ ¥ 843,612 |
| s |messm | cash items | 3415 ¥ . . ] g ¥ ¥ 3415 |
DUESRE AT AN Exposures in respect of failed
BT 55 delivery on transactions entered
{534 B R B R g K into on a basis other than a ° " - -
b delivery-versus-payment basis
| 7 |reerasen [Residential mortgage loans | . ¥ . | ame3|  nin2es | ¥ ¥ 116,038 |
8 | At K Other exposures 280 - - 475,872 - - 476,152
| s | | | 1 | | | | | | |
9 P E RN E AR Significant exposures to
i commercial entities . ° ° B " - -
| 10 ezt | Totar | 249241 | | 843,892 | o are3|  s7037| . . 1,685,063 |
I 52018512831 H'E JT B e 2~ ik D Bl Note:  The decrease in sovereign exposures for 31 December 2018 was matched by the

R E K Z 77

TEZESFBAAR - 72201841

2R3 Z =B EFHELE20184:6 530

HAFTTRE

FRTIERE S YR

TR 2 S AR - AR ER RN
HoAh R R e 2 I8N SR B SR
SEAEERY 2018412 5 31 HE AL A T LFF -

higher level of interbank placements as at year end. The decrease in residential
mortgage loans at 31 December 2018 when compared to 30 June 2018 was mostly
due to lower outstanding of overdrafts secured by residential mortgages by
customers. The increase noted in other exposures during the current semi-annual

period was mainly due to the increase in fair value of the investment properties
when revalued as at 31 December 2018.
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Disclosure Templates on Counterparty Credit Risk, Securitization
Exposures and Market Risk

The Bank does not engage in any derivative transactions, securities
financing transactions or securitization transactions as at and during the year
ended 31 December 2018 nor has plan to engage in such transactions in the
coming year, and has therefore not included any disclosure templates on
counterparty credit risk and securitization exposures, which are considered
not to be relevant and would carry nil balances on such templates if
published.

The Bank has been exempted from the calculation of risk weighted assets for
market risk and accordingly has been exempted from disclosing templates on
market risk.

Interest Rate Risk in Banking Book

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 control of the
Group's level and type of interest earning assets and interest bearing
liabilities.

(i) Interest 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, liabilities
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.

- 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
products, 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 to 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:
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Interest Rate Risk in Banking Book (Continued)

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

B
Currency
A FET HH%E
HK Dollars  US Dollars Total

HKS$ HKS$ HKS$
2018
Interest rate risk shock
(+200 basis points)
- Impact on economic value 1,005,137 606 1,005,743
- Impact on earnings 4,030,498 5,671 4,036,169
2017
Interest rate risk shock
(+200 basis points)
- Impact on economic value 1,510,303 1,576 1,511,879
- Impact on earnings (1,973,095) 8,228 (1,964,867)

Disclosure on Remuneration

(i) Table REMA Remuneration Policy

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 5 of the Supplementary Financial Information.
During its annual meeting held in the year ended 31 December 2018, the
Remuneration Committee reviewed and approved the annual remuneration to
be paid to the Bank's senior management (being those holding position as
Assistant General Manager or above) and key personnel (being heads of key
functions as stipulated in Fourteenth 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
emolument adjustment 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 his/her own remuneration.

The total fees paid to the members of Remuneration Committee during the
year ended 31 December 2018 amounted to HKS$384,000 (2017:
HK$296,000) which were paid for their overall workloads and commitment
to the Board as a whole.
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(i) BEARREM1 FERFBUAERE 46 T oI

Disclosure on Remuneration (Continued)

(ii) Template REM1 Remuneraiton Awarded During Financial Year

12018412 H31H At 31 December 2018 @ (b)
e = =2 = 4R A
| TSR R AR _
Remunration amount and quantitative information Senior EERT
management Key personnel
2 B T_A¥ Number of employees 4 6
YEE T > o
[EE# i Fixed remuneration FRIELE R . ,,jj
B R EBECEH)
3 . . 4,613,740 7,308,793
Total fixed remuneration of which:
cash-based (HKS)
4 4EZEEN Total remuneraiton 4,613,740 7,308,793
12017412531 H At 31 December 2017 @ (®)
= IS NN B AR A
| A R LR R .
Remunration amount and quantitative information Senior FEAT
management Key personnel
2 5T A% Number of employees 3 4
WA E R - Hod
[E 7 E# i Fixed remuneration . E¥ﬁ?§ﬂ{ . ,,j]
BB R AR GBS
3 . . 3,982,440 3,272,370
Total fixed remuneration of which:
cash-based (HKS$)
4 4B Total remuneraiton 3,982,440 3,272,370
ff=E: Note:
EEHETHSMEHER TEE TR The Group only provides fixed remuneration to its senior management and
& RG2S R o BEE NG T B = AR key personnel in the form of salary and allowance in cash. No variable
BB T E TN G - IR - fEEEEg remuneration, whether in the form of cash, shares and share-linked
T B R EAM T B8 e ssshsnm o i instruments and other instruments, has been provided by the Group to its
20184E12H31 H IF 2 R 20174812 H31H senior management and key personnel. There were no deferred
IFZEREN > EENED S THREEH R remuneration nor retained remuneration, whether vested or unvested,
TR ST e e R ETEE T K awarded, in the form of payment or reduction through performance
B R B2 > MBI SR - adjustments, to the Group's senior management and key personnel during
both the years ended 31 December 2018 and 31 December 2017.
BHZE2018F12H31 H I FEE AN B = E T The increase in fixed remuneration paid to senior management during the
T & H N 2 B Ty R B FE IR R =4k year ended 31 December 2018 was the result of the overlapping of
ST B BT A\ T 2RI BB AR employment of a retiring member of senior management with the successor
BREREHE Y MRS AR - during the year and the increased pay for leave payment for the retiring
senior management.
EEF2018F12 H 31 H IFFEENF N EifE The Group experienced internal organisation restructuring during the year
ZE o WA —E IS R E b B e ended 31 December 2018 with the set up of an independent compliance
PSR — ([ 22 7 5 ] > (5 & R = B R Wy B I and risk control department arid a redefined credit and operations
MM 2 ZPY £ - REEEHN20 department, new department heads have been employed by the Group.
1812 A3 HIFERERN EE S T.22 Agduhn With the increase in the number of key personnel in the Group during the
s H B B T [ E S A year ended 31 December 2018, the amount of fixed remuneration paid to
B o key personnel also increased.
(iii) FERXREM?2 : Rl ek (iii) Template REM2 Special Payments

A20184E12 31 H IR % K 2017412 H31H
IEFEREA - SRENCERETRTRE B s
PREGfCAL B S E g R EHA T -
It > AR S R AR ARREM 2 -
Rl RIS FARE - SR AR
He R - A SR T AR -

During the years ended 31 December 2018 and 31 December 2017, the
Group did not have any new sign-ons, severance payments or guaranteed
bonuses awarded to its senior management and key personnel. It has
therefore not included disclosure Template REM2 on special payments,
which is considered not to be relevant and would carry nil balances in such
template if published.
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Disclosure on Remuneration (Continued)

(iv)

Template REM3 Deferred Remuneration

During the years ended 31 December 2018 and 31 December 2017, the
Group did not have any outstanding deferred remuneration not pay out any
deferred remuneration in any forms for its senior management and key
personnel. It has therefore not included disclosure Template REM3 on
deferred remuneration, which is considered not to be relevant and would
carry nil balances in such temple if published.

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 2018 and 2017 computed in accordance with the Banking (Capital)
Rules.

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

0]

(i)

(iii)

Capital charge for credit risk

BARTOR

Capital requirement

2018 2017

HK$’000 HK$°000

Bank exposures 15,389 13,812

Residential mortgage loans 8,741 7,759
Other exposures which are not past

due exposures 38,716 37,862
Total capital charge for on-balance

sheet exposures 62,846 59,433

Direct credit substitutes 320 320

Trade-related contingencies 16 26
Total capital charge for off-balance

sheet exposures 336 346

Total capital charge for credit risk 63,182 59,779

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 Bank's actual
“regulatory capital”.

Capital charge for operational risk

2018 2017
HK$’000 HK$°000
Capital charge for operational risk 3,742 3,317

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

Market risk capital charge

2018 2017
HK$°000 HK$°000

Market risk capital charge - -

The Bank was granted by the HKMA an exemption from the calculation 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 2018.
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Disclosure on Fair Value Practices on Financial Instruments for CA-
S-10 Guideline issued by the HKMA

The Group holds listed equity investments measured at FVOCI 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 listed equity investments measured at FVOCI
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 to the Consolidated Financial
Statements.

The Group uses prices quoted at the stock exchanges for each of the
listed equity investments measured at FVOCI 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 unit and is subject to stringent controls supervised by senior
management of the Group. The fair values of the listed equity
investments measured at FVOCI are reviewed regularly by senior
management and the Board.
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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 73,
which comprise:

the consolidated statement of financial position as at 31 December 2018;

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

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

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

the notes to the consolidated financial statements, which include a summary of significant accounting policies.

Our opinion

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of the Group as at 31
December 2018, 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 Information

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 statements does not cover the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the consolidated financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

Responsibilities of 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 such internal control as the directors
determine is necessary to enable the preparation of consolidated financial statements that are free from material misstatement, whether due
to fraud or error.

In preparing the consolidated financial statements, the directors are responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors

either intend to liquidate the Group or to cease operations, or have no realistic alternative but to do so.

The 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)
(Incorporated in Hong Kong with limited liability )

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

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. 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 assume responsibility towards or accept liability to any other person for the contents of this report. Reasonable assurance is a
high level of assurance, but is not a guarantee that an audit conducted in accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with HKSAs, we exercise professional 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 a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

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

- 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 concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Group's
ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor's report to the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report. However, future
events or conditions may cause the Group to cease to continue as a going concern.

- 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 appropriate audit evidence regarding the financial information of the entities or business activities within the
Group to express an opinion on the consolidated financial statements. We are responsible for the direction, supervision and
performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

PRICEWATERHOUSECOOPERS
Certified Public Accountants

HONG KONG, 25 March 2019
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