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PUBLIC BANK (HONG KONG) LIMITED
(Incorporated in Hong Kong with limited liability)
(Website: www.publicbank.com.hk)

INTERIM FINANCIAL STATEMENTS FOR THE SIX MONTHS END ED 30 JUNE 2015

The Board of Directors (the “Board”) of Public Barfdong Kong) Limited (the “Bank”) is
pleased to announce the unaudited condensed adetsaliresults of the Bank and its subsidiaries
(the “Group”) for the six months ended 30 June 2@itG comparative figures as follows:

CONDENSED CONSOLIDATED INCOME STATEMENT

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
Notes HK$'000 HK$'000
Interest income 6 821,248 782,917
Interest expense 6 (178,853) (174,735)
NET INTEREST INCOME 642,395 608,182
Other operating income 114,152 96,868
OPERATING INCOME 756,547 705,050
Operating expenses (399,611) (378,538)
Changes in fair value of investment properties 2,782 786
OPERATING PROFIT BEFORE
IMPAIRMENT ALLOWANCES 359,718 327,298
Impairment allowances
for loans and advances and receivables (124,338) (117,858)
PROFIT BEFORE TAX 235,380 209,440
Tax 10 (40,577) (38,411)
PROFIT FOR THE PERIOD 194,803 171,029
ATTRIBUTABLE TO:
Owners of the Bank 194,803 171,029

Details of interim dividends paid/payable are diseld in note 11 to the interim financial statements




CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE | NCOME

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
HK$'000 HK$'000
PROFIT FOR THE PERIOD 194,803 171,029
OTHER COMPREHENSIVE INCOME
FOR THE PERIOD
Other comprehensive income to be reclassified to
profit or loss in subsequent periods:
Exchange loss on translating foreign operations,
net of tax (170) (15,452)
TOTAL COMPREHENSIVE INCOME
FOR THE PERIOD 194,633 155,577
ATTRIBUTABLE TO:
Owners of the Bank 194,633 155,577




CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSIT ION

30 June 31 December

2015 2014
(Unaudited) (Audited)
Notes HK$'000 HK$'000
ASSETS
Cash and short term placements 12 5,657,003 3,981,269
Placements with banks and financial institutionsumag
after one month but not more than twelve months 13 1,840,318 927,219
Derivative financial instruments 27 1,791 2,170
Loans and advances and receivables 14 29,056,339 28,433,510
Available-for-sale financial assets 15 6,804 6,804
Held-to-maturity investments 16 5,331,865 4,951,708
Interest in a joint venture 1,693 1,693
Deferred tax assets 25,421 25,899
Tax recoverable - 69
Intangible assets 18 718 718
Property and equipment 19 66,434 67,409
Land held under finance leases 20 102,900 104,621
Investment properties 21 64,045 61,263
Goodwill 242,342 242,342
Other assets 17 214,198 164,176
TOTAL ASSETS 42,511,871 38,970,870
EQUITY AND LIABILITIES
LIABILITIES
Deposits and balances of banks and
other financial institutions at amortised cost 515,619 515,065
Derivative financial instruments 27 7,654 5,994
Customer deposits at amortised cost 22 35,100,362 31,655,486
Certificates of deposit issued at amortised cost 1,197,479 1,363,494
Current tax payable 40,538 16,444
Deferred tax liabilities 7,024 7,024
Other liabilities 17 504,750 373,559
TOTAL LIABILITIES 37,373,426 33,937,066
EQUITY ATTRIBUTABLE TO OWNERS
OF THE BANK
Share capital 23 2,854,045 2,854,045
Reserves 24 2,284,400 2,179,759
TOTAL EQUITY 5,138,445 5,033,804
TOTAL EQUITY AND LIABILITIES 42,511,871 38,970,870




CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUI TY

For the six months ended

30 June

2015 2014
(Unaudited) (Unaudited)

Note HK$'000 HK$'000

TOTAL EQUITY

Balance at the beginning of the period 5,033,804 4,892,853
Profit for the period 194,803 171,029
Other comprehensive income in translation reserve (170) (15,452)
Total comprehensive income for the period 194,633 155,577
Dividends paid in respect of previous year 11(b) (89,992) (82,095)
Balance at the end of the period 5,138,445 4,966,335




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
HK$'000 HK$'000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax 235,380 209,440
Adjustments for:
Dividend income from listed investments (28) a7)
Dividend income from unlisted investments (800) (800)
Depreciation of property and equipment and
land held under finance leases 10,211 10,753
Increase in fair value of investment propertie (2,782) (786)
Decrease in impairment allowances for loarts an
advances and receivables (491) (28,330)
Net losses on disposal of property and equipme 20 86
Exchange differences (192) (14,931)
Profits tax paid (15,936) (27,528)
Operating profit before changes in operating assads
liabilities 225,382 147,887
Increase in operating assets:
Increase in placements with banks and
financial institutions (638,725) (276,052)
Decrease/(increase) in derivative financial
instruments 379 (1,532)
Increase in loans and advances and receivables 622,316 447,511
Increase in held-to-maturity investments 758,938 123,092
Increase in other assets (50,022) (3,041)
(2,069,622)  (851,228)
Increase/(decrease) in operating liabilities:
Increase/(decrease) in deposits and balandesnds
and other financial institutions at amortisedtco 554 (16,910)
Increase in customer deposits at amortised cost 3,444,876 538,730
Decrease in certificates of deposit issued at
amortised cost (166,015)  (549,063)
Increase in derivative financial instruments 1,660 177
Increase/(decrease) in other liabilities 131,191 (18,451)
3,412,266 (45,517)
Net cash inflow/(outflow) from operating activities 1,568,026 (748,858)




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
Notes HK$’000 HK$'000
NET CASH INFLOW/(OUTFLOW) FROM
OPERATING ACTIVITIES 1,568,026 (748,858)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment 19 (7,563) (8,021)
Exchange differences 3 (30)
Sales proceeds from disposal of property and ecgripm 25 -
Dividends received from listed investments 28 17
Dividends received from unlisted investments 800 800
Net cash outflow from investing activities (6,707) (7,234)
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid on shares (89,992) (82,095)
Net cash outflow from financing activities (89,992) (82,095)
NET INCREASE/(DECREASE) IN CASH AND
CASH EQUIVALENTS 1,471,327 (838,187)
CASH AND CASH EQUIVALENTS
AT THE BEGINNING OF THE PERIOD 4,615,182 5,327,141
CASH AND CASH EQUIVALENTS
AT THE END OF THE PERIOD 6,086,509 4,488,954
ANALYSIS OF BALANCES OF CASH AND
CASH EQUIVALENTS
Cash and short term placements repayable on demand 12 1,088,485 911,451
Money at call and short notice with an original ordy
within three months 12 4,468,518 2,796,494
Placements with banks and financial institutions
with an original maturity within three months 438,423 422,063
Held-to-maturity investments with an original mattyr
within three months 91,083 358,946
6,086,509 4,488,954




NOTES TO INTERIM FINANCIAL STATEMENTS

1.

BASIS OF PREPARATION

These unaudited interim condensed consolidatedhdiah statements have been prepared in
compliance with the Banking (Disclosure) Rules (‘BD issued by the Hong Kong Monetary
Authority (the “HKMA”).

The interim financial statements do not includethd information and disclosures required in
the annual financial statements, and should beireaonjunction with the Group’s 2014 Annual
Report.

The interim financial statements have been prepareatcordance with the same accounting
policies adopted in the Group’s 2014 Annual RepeKgept for the changes in accounting
policies as set out in note 4 below.

BASIS OF CONSOLIDATION

The interim condensed consolidated financial statéminclude the interim financial statements
of the Bank and its subsidiaries for the periodeen@0 June 2015. The interim financial
statements of the subsidiaries are prepared forséinee reporting period as the Bank, using
consistent accounting policies. The results of glidises are consolidated from the date on
which the Group obtains control, and continue tcdesolidated until the date that such control
ceases.

Profit or loss and each component of other comprakie income (“OCI”) are attributed to the
owners of the parent of the Group. All intra-gragsets and liabilities, equity, income, expenses
and cash flows relating to transactions between lmeesnof the Group are eliminated in full on
consolidation.

The Group reassesses whether or not it controlsvastee if facts and circumstances indicate
that there are changes to one or more of the t#ezeents of control described in the accounting
policy for subsidiaries below. A change in the ovahg interest of a subsidiary, without a loss
of control, is accounted for as an equity transacti

If the Group loses control over a subsidiary, itegegnises (i) the assets (including goodwill)
and liabilities of the subsidiary, (ii) the carrgimmount of any non-controlling interest and (iii)
the cumulative translation differences recordedduity; and recognises (i) the fair value of the
consideration received, (ii) the fair value of amyestment retained and (iii) any resulting
surplus or deficit in profit or loss. The Groupkase of components previously recognised in
OCl is reclassified to profit or loss or retaingoffis, as appropriate, on the same basis as would
be required if the Group had directly disposedefrelated assets or liabilities.



NOTES TO INTERIM FINANCIAL STATEMENTS

2. BASIS OF CONSOLIDATION (Continued)

The subsidiaries consolidated for accounting ple@oe

30 June 2015

as follows:

31 December 2014

Total Assets Total Equity Total Assets Total Equity

Name (Unaudited) (Unaudited) (Audited) (Audited) Principal activities
HK$ HK$ HK$ HK$

Public Financial Securities Limited 130,821,547 47,894,024 112,606,188 47,893,643 Securities brokerage
Public Bank (Nominees) Limited 100,000 100,000 100,000 100,000  Provision of nominee services
Public Investments Limited # 200 200 200 200 Dormant
Public Realty Limited # 99,208 99,208 99,208 99,208 Dormant
Public Credit Limited 2,471,984 2,471,984 2,471,984 2,471,984 Dormant
Public Futures Limited 1 1 1 1 Dormant
Public Pacific Securities Limited 4,760,637 3,488,604 4,854,553 3,480,362 Dormant

Public Finance Limited (“Public Finance”)* 6,182,498,248

1,440,817,5445,831,691,841

1,444,171,059 Depdaking and financing

Public Financial Limited 10,101,371 10,101,371 10,101,371 10,101,371 Investment holding
Public Securities Limited 201,445,474 145,830,031 174,222,910 141,264,776 Securities brokerage
Public Securities (Nominees) Limited 1,101,897 1,089,066 1,091,339 1,077,258 Provision of nominee services

* The financial entity specified by the HKMA to forthe basis of consolidation for regulatory repatpurpose in

respect of capital adequacy ratio and liquidity memance ratio.

# In members’ voluntary liquidation



NOTES TO INTERIM FINANCIAL STATEMENTS

3.

BASIS OF CAPITAL DISCLOSURES

The Group has complied with the capigduirements during the interim reporting period
related to capital base and the capital adequduay aa stipulated by the HKMA, and has also
complied with the Guideline on the Application betBanking (Disclosure) Rules issued by the
HKMA.

Should the Group have not complied with the exkynmposed capital requirements of the
HKMA, capital management plans should be submittethe HKMA for restoration of capital
to the minimum required level as soon as possible.

The computation of the consolidated total capi#ib of the Group is based on the ratio of the
aggregate of risk weighted exposures to the agtgenfacapital bases of the Bank and Public
Finance for regulatory reporting purpose.

There are no major restrictions or impedimentshen transfer of capital or funds among the
members of the Bank’s consolidation group excegt liquidity, capital and other performance

indicators of Public Financial Securities LimiteadaPublic Securities Limited should satisfy the

minimum requirements of the Securities and Fut(iFé@sancial Resources) Rules issued by the
Securities and Futures Commission of Hong Kong.

A portion of retained profits, based opegicentage of gross loans and advances, is set @sia
non-distributable regulatory reserve as part of @am Equity Tier 1 (“CET1") capital and is
included in the capital base pursuant to the HKMAital requirements.

The Group has adopted the provisions of the Ban{@mgendment) Ordinance 2012 relating to
the Basel Ill capital standards and the amendedkiBgr(Capital) Rules (the “Capital Rules”).
The Capital Rules outline the general requirementsegulatory capital ratios, the components
of eligible regulatory capital as well as the levef those ratios at which banking institutions are
required to operate. The Capital Rules have beeelojged based on internationally-agreed
standards on capital adequacy promulgated by tlselBaommittee on Banking Supervision.
Under the Capital Rules, the minimum capital raBgquirements are progressively increased
from 1 January 2013 to 1 January 2019, and inchugdhased introduction of a new capital
conservation buffer of 2.5%. Furthermore, the lage ratio that forms part of Basel lli
implementation is under parallel run until Janu2@17 and relevant information has been
submitted by the Bank and Public Finance for regmamonitoring since 2014 Additional
capital requirements, including a new countercgtlicapital buffer ranging from 0% to 2.5%,
will be implemented from 1 January 2016.

10



NOTES TO INTERIM FINANCIAL STATEMENTS

4.

ACCOUNTING POLICIES

Changes in accounting policies and disclosures

The HKICPA has issued a number of new and revisaagHKong Financial Reporting Standards
("HKFRSs”), which are generally effective for accdimg periods beginning on or after 1

January 2015. The Group has adopted the followgwgsed standards and new interpretation
issued up to 30 June 2015 which are pertinentstojerations and relevant to these interim
financial statements.

« Annual Improvements 2010-2012 Cycle  Amendmentsrtaraber of HKFRSs

« Annual Improvements 2011-2013 Cycle  Amendmentsrtaraber of HKFRSs

« Amendments to HKAS 19 Defined Benefit Plans : Employee
Contributions’

Effective for annual periods beginning on or afteluly 2014

The Annual Improvements to HKFRSs 2010-2012 Cyskueéd in January 2014 sets out
amendments to a number of HKFRSs. The Group adépgedmendments from 1 January 2015.
None of the amendments has a significant finanecmgdact on the Group. Details of the
amendments are as follows:

HKFRS 8Operating Segments. Clarifies that an entity must disclose the judgeats made by
management in applying the aggregation criteritli{FRS 8, including a brief description of
operating segments that have been aggregated anectimomic characteristics used to assess
whether the segments are similar. The amendmé&sd<hkrify that a reconciliation of segment
assets to total assets is only required to beatied if the reconciliation is reported to the chief
operating decision maker. The Group has appliecagggegation criteria in HKFRS 8.12. The
Group has disclosed the judgements made by managemapplying the aggregation criteria
and presented the reconciliation of segment adset®tal assets in previous periods and
continues to disclose the same in note 5 to threeem financial statements.

HKAS 16 Property, Plant and Equipment and HKAS 38 ntangible Assets: Clarifies that an asset
revaluation can be performed in one of the follaywvays:

(i) adjusting the gross carrying amount ofalsset to market value; or
(i) determining the market value of the carryinmmaunt and adjusting the gross carrying
amount proportionately so that the resulting cagyamount equals the market value.

In addition, it clarifies that the accumulated dspation or amortisation is the difference
between the gross carrying amount and the cargmgunt of the asset. The amendment does
not have any material impact on the Group.

HKAS 24 Related Party Disclosures: Clarifies that a management entity (i.e., antgntiat
provides key management personnel services) islaiede party subject to related party
disclosure requirements. In addition, an entitgt thses a management entity is required to
disclose the expenses incurred for managementcesrvirfhe amendments do not have any
material impact on the Group.

11



NOTES TO INTERIM FINANCIAL STATEMENTS

4.

ACCOUNTING POLICIES (Continued)

Changes in accounting policies and disclosuréSontinued)

The Annual Improvements to HKFRSs 2011-2013 Cyskued in January 2014 sets out
amendments to a number of HKFRSs. The Group addpéeamendments from 1 January 2015.
None of the amendments have a significant financrgdact on the Group. Details of the
amendments are as follows:

HKFRS 3Business Combinations: Clarifies that joint arrangements but not joimntures are
outside the scope of HKFRS 3 and the scope excepipplies only to the accounting in the
financial statements of the joint arrangement fitséflhe amendment is applied prospectively.
The amendment does not have any material impattteoGroup.

HKFRS 13Fair Value Measurement: Clarifies that the portfolio exception in HKFRS tan be
applied not only to financial assets and finankadilities, but also to other contracts within the
scope of HKFRS 9 or HKAS 39 as applicable. Theraim@ent was applied prospectively from
the beginning of the annual period in which HKFRSwas initially applied. The amendment
does not have any material impact on the Group.

HKAS 40 Investment Property: Clarifies that HKFRS 3, instead of the descaptof ancillary
services in HKAS 40 which differentiates betweemestment property and owner-occupied
property, is used to determine if the transactisnai purchase of an asset or a business
combination. The amendment is applied prospectif@iyacquisitions of investment properties.
The amendment does not have any material impattteo@roup.

The HKAS 19 Amendments apply to contributions fremployees or third parties to defined

benefit plans. The amendments simplify the accogrfior contributions that are independent of
the number of years of employee service, for exampimployee contributions that are

calculated according to a fixed percentage of galdrthe amount of the contributions is

independent of the number of years of service, afityeis permitted to recognise such

contributions as a reduction of service cost ingegod in which the related service is rendered.
The amendments do not have any material impadt®@@toup.

In addition, the requirements of Part 9 “Accountsl sAudit” of the Hong Kong Companies
Ordinance (Cap. 622) came into effect for the finste during the current financial year. The
main impact to the interim financial statement®msthe presentation and disclosure of certain
information in the interim financial statements.

12



NOTES TO INTERIM FINANCIAL STATEMENTS

4.

ACCOUNTING POLICIES (Continued)

Issued but not yet effective HKFRSs

The Group has not applied the following new andse HKFRSs, that have been issued but are
not yet effective, in these interim financial stagnts:

« HKFRS9 Financial Instruments®

« Amendments to HKFRS 10 and  Sale or Contribution of Assets between an Investor
HKAS 28 (2011) and its Associate or Joint Venture'

« Amendment to HKFRS 10, HKFR: Investment Entities. Applying the Consolidation
12 and HKAS 28 (2011) Exception®

« Amendments to HKFRS 11 Accounting for Acquisitions of Interests in Joint

Operations'

« HKFRS 14 Regulatory Deferral Accounts®

« HKFRS 15 Revenue from Contracts with Customers”

« Amendments to HKAS 1 Disclosure Initiative'

« Amendments to HKAS 16 and Clarification of Acceptable Methods of Depreciation
HKAS 38 and Amortisation’

« Amendments to HKAS 16 and Agriculture : Bearer Plants'
HKAS 41

« Amendments to HKAS 27 (2011) Equity Method in Separate Financial Satements*
« Annual Improvements 2012-2014 Amendments to a number of HKFRSs
Cycle

! Effective for annual periods beginning on or aftefanuary 2016

2 Effective for annual periods beginning on or aftefanuary 2017

% Effective for annual periods beginning on or aftefanuary 2018

* Effective for an entity that first adopts HKFRSs fis annual financial statements beginning
on or after 1 January 2016 and therefore is ndicgipe to the Group

Further information about those HKFRSs that arecetqd to be applicable to the Group is as
follows:

In September 2014, the HKICPA issued the final ieerof HKFRS 9, bringing together all
phases of the financial instruments project to aeplHKAS 39 and all previous versions of
HKFRS 9. The standard introduces new requiremeotsclassification and measurement,
impairment and hedge accounting. The Group exgedcsiopt HKFRS 9 from 1 January 2018.
The Group expects that the adoption of HKFRS 9 kaNe an impact on the classification and
measurement of the Group’s financial assets. Furitifermation about the impact will be
available nearer the implementation date of thedsted.

13



NOTES TO INTERIM FINANCIAL STATEMENTS

4.

ACCOUNTING POLICIES (Continued)

Issued but not yet effective HKFRSgContinued)

The amendments to HKFRS 10 and HKAS 28 (2011) addea inconsistency between the
requirements in HKFRS 10 and in HKAS 28 (2011) ealchg with the sale or contribution of
assets between an investor and its associate mr\enture. The amendments require a full
recognition of a gain or loss when the sale or rhountion of assets between an investor and its
associate or joint venture constitutes a businégs. a transaction involving assets that do not
constitute a business, a gain or loss resulting fitee transaction is recognised in the investor’s
profit or loss only to the extent of the unrelaiegestor’s interest in that associate or joint
venture. The amendments are to be applied pragebct The Group expects to adopt the
amendments from 1 January 2016.

Amendments to HKFRS 10 clarify that the exemptioont presenting consolidated financial
statements applies to a parent entity that is aidiaslny of an investment entity, when the
investment entity measures all of its subsidiaae$air value. The amendments to HKFRS 10
also clarify that only a subsidiary that is not iamestment entity itself and provides support
services to the investment entity is consolidatdtiother subsidiaries of an investment entity
are measured at fair value. Consequential amendmere made to HKFRS 12 to require an
investment entity that prepares financial statesy@nivhich all of its subsidiaries are measured
at fair value through profit or loss in accordancéh HKFRS 9 to present the disclosures in
respect of investment entities in accordance witkFRS 12. HKAS 28 (2011) was also
amended to allow an investor that is not itselfirarestment entity, and has an interest in an
investment entity associate or joint venture, tairethe fair value measurement applied by the
investment entity associate or joint venture toitherest in its subsidiaries. The amendments are
not expected to have any impact on the Group aBaén& is not an investment entity as defined
in HKFRS 10.

The amendments to HKFRS 11 require that an acqoiremn interest in a joint operation in
which the activity of the joint operation constéata business must apply the relevant principles
for business combinations in HKFRS 3. The amendsnalso clarify that a previously held
interest in a joint operation is not re-measuredh@nacquisition of an additional interest in the
same joint operation while joint control is retadne In addition, a scope exclusion has been
added to HKFRS 11 to specify that the amendmentsotdl@pply when the parties sharing joint
control, including the reporting entity, are undesmmon control of the same ultimate
controlling party. The amendments apply to bo#n doquisition of the initial interest in a joint
operation and the acquisition of any additionakliests in the same joint operation. The
amendments are not expected to have any impadteoiinancial position or performance of the
Group upon adoption on 1 January 2016.

14



NOTES TO INTERIM FINANCIAL STATEMENTS

4.

ACCOUNTING POLICIES (Continued)

Issued but not yet effective HKFRSgContinued)

HKFRS 15 establishes a new five-step model thdtapiply to revenue arising from contracts

with customers. Under HKFRS 15, revenue is regmghiat an amount that reflects the

consideration to which an entity expects to betledtiin exchange for transferring goods or

services to a customer. The principles in HKFRSpidvide a more structure approach for

measuring and recognising revenue. The standaal iatroduces extensive qualitative and

quantitative disclosure requirements, includingadgregation of total revenue, information

about performance obligations, changes in conaitasét and liability account balances between
periods and key judgements and estimates. Thelatrwill supersede all current revenue

recognition requirements under HKFRSs. The Groygeets to adopt HKFRS 15 on 1 January
2017 and is currently assessing the impact of HKER8pon adoption.

Amendments to HKAS 1 include narrow-focus improvetsdan respect of the presentation and
disclosure in financial statements in five areas;luding materiality, disaggregation and
subtotals, notes structure, disclosure of accognpolicies and presentation of items of OCI
arising from equity accounted investments. The amemts further encourage entities to apply
professional judgement in determining what infororatto disclose and how to structure the
disclosure in the financial statements. The Groupeets to adopt the amendments from 1
January 2016.

Amendments to HKAS 16 and HKAS 38 clarify the pnple in HKAS 16 and HKAS 38 that
revenue reflects a pattern of economic benefits dha generated from operating business (of
which the asset is part) rather than the economnefits that are consumed through the use of
the asset. As a result, a revenue-based methenbicha used to depreciate property, plant and
equipment and may only be used in very limitedwitstances to amortise intangible assets.
The amendments are to be applied prospectivelg ahendments are not expected to have any
impact on the financial position or performancehaf Group upon adoption on 1 January 2016
as the Group has not used a revenue-based methtitefoalculation of depreciation of its non-
current assets.

15



NOTES TO INTERIM FINANCIAL STATEMENTS

5.

SEGMENT INFORMATION

Operating segment information

In accordance with the Group’s internal financegarting, the Group has identified operating
segments based on similar economic characterigtioducts and services and delivery methods.
The operating segments are identified by senioragament who is designated as the “Chief
Operating Decision Maker” to make decisions ab@&sburces allocation to the segments and
assess their performance. A summary of the opgraggments is as follows:

. retail and commercial banking businesses segmeimlymeomprises the provision of
deposit account services, the extension of morsgage consumer lending, hire purchase
and leasing, provision of financing to purchasdrcensed public vehicles such as taxis
and public light buses, provision of services amwhricing activities for customers in
trading, manufacturing and various business sectfoseign exchange activities,
centralised cash management for deposit takingearding, interest rate risk management
and the overall funding management of the Group;

. wealth management services, stockbroking and sEsumanagement segment comprises
management of investments in debt securities anidies} securities dealing and receipt of
commission income and the provision of authorisezhltih management products and
services; and

. other businesses segment comprise mainly thedatfimvestment properties.

16



NOTES TO INTERIM FINANCIAL STATEMENTS

5.  SEGMENT INFORMATION (Continued)
Operating segment information (Continued)
The following table represents revenue and pmofdrmation for operating segments for the six
months ended 30 June 2015 and 2014.

Wealth management

Retail and commercial services, stockbroking
banking businesses and securities management OtHausinesses Total
For the six months ended 30 June For the six montfended 30 June For the six months ended 30 JuneFor the six months ended 30 June
2015 2014 2015 2014 2015 2014 2015 2014
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Segment revenue
External:
Net interest income 642,388 608,159 7 23 - - 642,395 608,182
Other operating income:
Fees and commission income 74,027 70,257 28,893 15,258 - - 102,920 85,515
Others 7,156 7,606 (56) (4) 4,132 3,751 11,232 11,353
Operating income 723,571 686,022 28,844 15,277 4,132 3,751 756,547 705,050

Operating profit after impairment

allowance 216,567 204,009 12,878 1,827 5,935 3,604 235,380 209,440
Share of profit of a joint venture - -

Profit before tax 235,380 209,440
Tax (40577) (38,411)
Profit for the period 194,803 171,029

Other segment information
Depreciation of property and
equipment and land held under

finance leases (10,211) (10,753) - - - - (10,211) (10,753)
Changes in fair value of
investment properties - - - - 2,782 786 2,782 786

Impairment allowances
for loans and advances

and receivables (124,338) (117,858) - - - - (124,338) (117,858)
Net losses on disposal of
property and equipment (20) (86) - - - - (20) (86)

17



NOTES TO INTERIM FINANCIAL STATEMENTS

5.  SEGMENT INFORMATION (Continued)
Operating segment information (Continued)
The following table represents certain assets &udllities information regarding operating
segments as at 30 June 2015 and 31 December 2014.

Wealth management

Retail and commercial services, stockbroking
banking businesses and securities management OtHausinesses Total
30 June 31 December 30 June 31 December 30 June 31 December 30 June 31 December
2015 2014 2015 2014 2015 2014 2015 2014
(Unaudited) (Audited) (Unaudited) (Audited) (Unaudited) (Audited) (Unaudited) (Audited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Segment assets other than
intangible assets and goodwill 41,751,161 38,313,391 426,491 325,495 64,045 61,263 42,241,697 38,700,149
Intangible assets - - 718 718 - - 718 718
Goodwill 242,342 242,342 - - 242,342 242,342
Segment assets 41,993,503 38,555,733 427,209 326,213 64,045 61,263 42,484,757 38,943,209
Unallocated assets:
Interests in a joint venture 1,693 1,693
Deferred tax assets
and tax recoverable 25,421 25,968
Total assets 42,511,871 38,970,870
Segment liabilities 37,097,127 33,774,584 225,335 135,582 3,402 3,432 37,325,864 33,913,598
Unallocated liabilities:
Deferred tax liabilities
and tax payable 47,562 23,468
Total liabilities 37,373,426 33,937,066
Other segment information
Additions to non-current assets
— capital expenditure 7,563 19,926 - - - - 7,563 19,926
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NOTES TO INTERIM FINANCIAL STATEMENTS

5.

SEGMENT INFORMATION (Continued)

Geographical information

Geographical information is analysed by the Groapel on the locations of the principal
operations of the branches and subsidiaries whehlesponsible for reporting the results or
booking the assets.

The following table represents segment revenuernmdtion for geographical segments for
the six months ended 30 June 2015 and 2014.

For the six months ended

30 June
2015 2014
(Unaudited)  (Unaudited)
HK$'000 HK$'000

Segment revenue from external customers:

Hong Kong 716,204 663,899
Mainland China 40,343 41,151
756,547 705,050

Segment revenue is allocated to the reportable aetgnwith reference to interest and fees
and commission income generated by these segments.

The following table represents non-current assdtsmation for geographical segments as
at 30 June 2015 and 31 December 2014.

30 June 31 December

2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000
Non-current assets:
Hong Kong 459,516 459,112
Mainland China 18,616 18,934
478,132 478,046

Non-current assets consist of investment propeiegperty and equipment, land held under
finance leases, interest in a joint venture, gotidwmd intangible assets.

Operating income or revenue from major customers

Operating income or revenue from transactions w#ch external customer, including a
group of entities which are known to be under comrmontrol with that customer, amounts
to less than 10% of the Group’s total operatin@ime or revenue
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NOTES TO INTERIM FINANCIAL STATEMENTS

6. INTEREST INCOME AND EXPENSE

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
HK$'000 HK$'000
Interest income from:
Loans and advances and receivables 747,774 712,073
Short term placements and placements with banks 38,204 40,594
Held-to-maturity investments 35,270 30,250
821,248 782,917
Interest expense on:
Deposits from banks and financial institutions 2,066 4,082
Deposits from customers 176,721 170,596
Bank loans 66 57
178,853 174,735

Interest income and interest expense for the simthsoended 30 June 2015, calculated using
the effective interest method for financial assetsl financial liabilities which are not
designated at fair value through profit or loss, oanted to HK$821,248,000 and
HK$178,853,000 (2014: HK$782,917,000 and HK$174,088) respectively. Interest
income on the impaired loans and advances forixnmanths ended 30 June 2015 amounted

to HK$1,947,000 (2014: HK$2,655,000).
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NOTES TO INTERIM FINANCIAL STATEMENTS

7. OTHER OPERATING INCOME

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
HK$'000 HK$'000
Fees and commission income:
Retail and commercial banking 74,677 71,020
Wealth management services,
stockbroking and securities management 28,893 15,258
103,570 86,278
Less: Fees and commission expenses (650) (763)
Net fees and commission income 102,920 85,515
Gross rental income 4,153 3,770
Less: Direct operating expenses (21) (29)
Net rental income 4,132 3,751
Gains less losses arising from dealing in
foreign currencies 11,510 4,538
Net (losses)/gains on derivative financial instraise (5,863) 1,516
5,647 6,054
Dividend income from listed investments 28 17
Dividend income from unlisted investments 800 800
Net losses on disposal of property and equipment (20) (86)
Others 645 817
114,152 96,868

Direct operating expenses included repairs and ter@amce expenses arising from

investment properties.

There were no net gains or losses arising fromlaetfor-sale financial assets, held-to-
maturity investments, loans and advances and r&oleis, financial liabilities measured at
amortised cost and financial liabilities designaaedair value through profit or loss for the

six months ended 30 June 2015 and 2014.

All fees and commission income and expenses aatecklto financial assets or financial
liabilities which are not designated at fair valtirough profit or loss.

No fees and

commission income and expenses are related toanasother fiduciary activities.
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NOTES TO INTERIM FINANCIAL STATEMENTS

8. OPERATING EXPENSES

For the six months ended

30 June
2015 2014
(Unaudited) (Unaudited)
HK$'000 HK$'000
Staff costs:
Salaries and other staff costs 228,505 211,275
Pension contributions 10,583 9,853
Less: Forfeited contributions - (4)
Net contribution to retirement benefit schemes 10,583 9,849
239,088 221,124
Other operating expenses:
Operating lease rentals on leasehold buildings 30,932 30,207
Depreciation of property and equipment and
land held under finance leases 10,211 10,753
Administrative and general expenses 34,385 33,476
Others 84,995 82,978
399,611 378,538

At 30 June 2015 and 2014, the Group had no matnifdited contributions available to
reduce its contributions to the pension schemdsiture years. The credits for the period
ended 30 June 2014 arose in respect of staff whtheeschemes during the period.
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NOTES TO INTERIM FINANCIAL STATEMENTS

9. IMPAIRMENT ALLOWANCES
For the six months ended

30 June
2015 2014
(Unaudited)  (Unaudited)
HK$'000 HK$'000
Net charge for/(write-back of) impairment lossed an
allowances:
- loans and advances 123,660 119,920
- trade bills, accrued interest and receivables 678 (2,062)
124,338 117,858
Net charge for impairment losses and allowances:
- individually assessed 122,455 115,692
- collectively assessed 1,883 2,166
124,338 117,858
Of which:
- new impairment losses and allowances
(including any amount directly written off
during the period) 209,809 217,066
- releases and recoveries (85,471) (99,208)
Net charge to the consolidated income statement 124,338 117,858

There were no impairment allowances for foiahassets other than loans and advances and
receivables for the six months ended 30 June 20d%814.
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NOTES TO INTERIM FINANCIAL STATEMENTS

10. TAX
For the six months ended
30 June

2015 2014
(Unaudited)  (Unaudited)

HK$'000 HK$'000

Current tax charge :

Hong Kong 33,954 27,086
Overseas 6,145 8,677
Under-provision in prior periods - 41
Deferred tax charge, net 478 2,607
40,577 38,411

Hong Kong profits tax has been provided at the 0&t5.5% (2014: 16.5%) on the estimated
assessable profits arising in Hong Kong during preeiod. Taxes on profits assessable
overseas have been calculated at the rates ofréxaifing in the jurisdictions in which the

Group operates, based on existing legislationrpnégations and practices in respect thereof.

A reconciliation of the tax expense applicable rtofip before tax using the statutory rates for
the jurisdictions in which the Bank, its subsidésriand a joint venture are domiciled to the
tax expense at the effective tax rates, and a od@ion of the applicable rates to the

effective tax rates, are as follows:

For the six months ended 30 June 2015

(Unaudited)
Hong Kong Mainland China Total
HK$000 % HK$000 % HK$'000 %
Profit before tax 210,304 25,076 235,380
Tax at the applicable
tax rate 34,700 16.5 6,269 25.0 40,969 174

Estimated tax effect of
net (income)/expenses
that is/are not

(taxable)/deductible (410) (0.2)
Estimated tax losses from
previous periods utilised (1) -

19 01 (391) (0.2)

- - (1) -

Tax charge at the Group’s
effective rate 34,289 16.3

6,288 25.1 40,577 17.2
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NOTES TO INTERIM FINANCIAL STATEMENTS

10. TAX (Continued)
For the six months ended 30 June 2014

(Unaudited)
Hong Kong Mainland China Total
HK$'000 % HK$'000 % HK$'000 %

Profit before tax 172,402 37,038 209,440

Tax at the applicable

tax rate 28,446  16.5 9,260 25.0 37,706 18.0

Estimated tax effect of
net expenses that are

not deductible 667 0.4 - - 667 0.3
Estimated tax losses from
previous periods utilised 3) - - - 3) -

Adjustments in respect of
current tax of previous
periods 41 - - - 41 -

Tax charge at the Group’s
effective rate 29,151 16.9 9,260 25.0 38,411 18.3

11. DIVIDENDS
(a) Dividends attributable to the interim period

For the six months ended 30 June

2015 2014 2015 2014
(Unaudited) (Unaudited) (Unaudited) (Unaudited)

HK$ per HK$ per
ordinary share ordinary share  HK$'000 HK$'000
Interim dividend 6.324 5.714 93,696 84,659
Special dividend - 2.025 - 30,002
6.324 7.739 93,696 114,661

The interim dividend and special dividend were desd after the interim period and

have not been recognised as a liability at theadrikde interim period.
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NOTES TO INTERIM FINANCIAL STATEMENTS
11. DIVIDENDS (Continued)
(b) Dividends attributable to the previous financid year, approved and paid during
the interim period

For the six months ended 30 June

2015 2014 2015 2014
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$ per HK$ per

ordinary share ordinary share  HK$'000 HK$'000

Final dividend in
respect of the
previous year 6.074 5.541 89,992 82,095

12. CASH AND SHORT TERM PLACEMENTS
30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Cash on hand 144,775 147,797
Placements with banks and financial institutions 943,710 655,710
Money at call and short notice 4,468,518 3,177,762

5,557,003 3,981,269

Over 90% (2014: over 90%) of the placements wepmosited with banks and financial
institutions rated with a grading of Baa2 or abbesed on the credit rating of an external
credit agency, Moody’s.

There were no overdue or rescheduled placementsbariks and financial institutions and
no impairment allowances for such placements aaogisd

13. PLACEMENTS WITH BANKS AND FINANCIAL INSTITUTIONS MA TURING
AFTER ONE MONTH BUT NOT MORE THAN TWELVE MONTHS
30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Placements with banks and financial institutions 1,840,318 927,219

Over 90% (2014: over 90%) of the placements weposieed with banks and financial
institutions rated with a grading of Baa2 or abbased on the credit rating of an external
credit agency, Moody’s.

There were no overdue or rescheduled placementtsbaitks and financial institutions and
no impairment allowances for such placements aaugisd
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES
30 June 31 December

2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000
Loans and advances to customers 29,051,922 28,421,886
Trade bills 34,146 39,935
Loans and advances, and trade bills 29,086,068 28,461,821
Accrued interest 73,606 75,506
29,159,674 28,537,327
Other receivables 820 851
Gross loans and advances
and receivables 29,160,494 28,538,178
Less: Impairment allowances for loans and advances
and receivables
- individually assessed (83,348) (85,745)
- collectively assessed (20,807) (18,923)
(104,155) (104,668)
Loans and advances and receivables 29,056,339 28,433,510

Over 90% (2014: over 90%) of the loans and advarmces receivables were unrated
exposures. Over 90% (2014: over 90%) of the colhfer the secured loans and advances
and receivables were customer deposits, propelisesg shares, taxi licences, public light
bus licences and vehicles.
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)
Loans and advances and receivables are summasisellioavs:

30 June 31 December

2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000

Neither past due nor impaired loans and advanags an
28,673,991 28,045,605

receivables
Past due but not impaired loans and advances and

receivables 354,176 354,930
Individually impaired loans and advances 130,029 135,391
Individually impaired receivables 2,298 2,252
Gross loans and advances and receivables 29,160,494 28,538,178

About 63% (2014: 65%) of “Neither past due nor imgeé loans and advances and
receivables” were property mortgage loans and jirehase loans secured by properties,
taxi licences, public light bus licences and vedscl
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)

(@) (i) Ageing analysis of overdue and ppaired loans and advances

30 June 2015

31 December 2014

(Unaudited) (Audited)
Percentage Percentage
of total of total
Gross loans and Gross loans and
amount advances amount  advances
HK$'000 % HK$'000 %
Loans and advances
overdue for:
Six months or less but
over three months 65,895 0.23 69,841 0.25
One year or less but
over six months 3,801 0.01 8,162 0.03
Over one year 13,085 0.05 21,004 0.07
Loans and advances
overdue for more
than three months 82,781 0.29 99,007 0.35
Rescheduled loans and
advances overdue
for three months or less 29,519 0.10 31,338 0.11
Impaired loans and
advances overdue
for three months or less 17,729 0.06 5,046 0.02
Total overdue and
impaired loans and
advances 130,029 0.45 135,391 0.48
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)
(a) (i) Ageing analysis of overdue and impaired ®&de bills, accrued interest and other
receivables

30 June 31 December

2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000
Trade bills, accrued interest
and other receivables overdue for:
Six months or less but
over three months 124 115
One year or less but
over six months 78 447
Over one year 2,012 1,655
Trade bills, accrued interest
and other receivables overdue
for more than three months 2,214 2,217
Impaired trade bills, accrued interest
and other receivable overdue
for three months or less 84 35
Total overdue and impaired
trade bills, accrued interest
and other receivables 2,298 2,252

Impaired loans and advances and receivables areidodlly determined to be
impaired after considering the overdue ageing amand other qualitative factors
such as bankruptcy proceedings and individual walyrarrangements.
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)
(b) Geographical analysis of overdue dnimpaired loans and advances and
receivables, and individual impairment allowances

30 June 2015 31 December 2014
(Unaudited) (Audited)
Mainland Mainland
Hong Kong China Total Hong Kong China Total
HK$'000  HK$'000 HK$'000 HK$'000 HK$'000  HK$'000

(i) Analysis of overdue loans and advances and reigables

Loans and advances and
receivables overdue for
more than three months 72,391 12,604 84,995 89,034 12,190 101,224

Individual impairment
allowances 51,937 9,488 61,425 57,426 5,545 62,971

Current market value and fair
value of collateral 18,325 45,582

(i) Analysis of impaired loans and advances and czivables

Impaired loans and advances
and receivables 119,683 12,644 132,327 125,392 12,251 137,643

Individual impairment
allowances 73,821 9,527 83,348 80,139 5,606 85,745

Current market value and fair
value of collateral 45,799 47,988

Over 90% (2014: over 90%) of the Group’s gross $oamd advances and receivables
are derived from operations carried out in Hong ¢ofsccordingly, no geographical
segment information of gross loans and advancesem&ivables is presented herein
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)

(c) The value of collateral held in respect of theverdue loans and advances and the
split between the portion of the overdue loans an@dvances covered by credit
]prlcl)tection (covered portion) and the remaining porton (uncovered portion) are as
ollows:

30 June 31 December

2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000

Current market value and fair value of collateral

held against the covered portion of

overdue loans and advances 18,325 45,582
Covered portion of overdue loans and advances 8,152 15,552
Uncovered portion of overdue loans and advances 74,629 83,455

The assets taken as collateral should satisffotlmving criteria:

The market value of the asset is readily deterndnals can be reasonably
established and verified.

The asset is marketable and there exists a read#ljable secondary market for
disposal of the asset.

The Group’s right to repossess the asset is legaljorceable without
impediment.

The Group is able to secure control over the absetessary.

The main types of guarantors for credit risk mitig@a are as follows:

Central governments with a grading of AaZbove
Unrated public sector enterprises

Banks with a grading of Baa2 or above

Unrated corporations

Individual shareholders and directors of cogbe customers

(d) Repossessed assets
There was no repossessed assets of the GrouB@aslahe 2015 (31 December 2014:
HK$25,730,000).
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)
(e) Past due but not impaired loans and advancesd receivables

30 June 2015 31 December 2014
(Unaudited) (Audited)
Percentage Percentage
of total of total
Gross loans and Gross loans and
amount advances  amount advances
HK$'000 % HK$'000 %
Loans and advances overdue
for three months or less 353,213 1.22 354,117 1.25
Trade bills, accrued
interest and other
receivables overdue for
three months or less 963 813
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NOTES TO INTERIM FINANCIAL STATEMENTS

14. LOANS AND ADVANCES AND RECEIVABLES (Continued)
() Movements in impairment losses and allowancesn loans and advances and

receivables
30 June 2015
(Unaudited)
Individual Collective
impairment  impairment
allowances allowances Total
HK$'000 HK$'000 HK$'000

At 1 January 2015 85,745 18,923 104,668
Amounts written off (201,004) - (201,004)

Impairment losses and allowances
charged to the consolidated
income statement 204,280 5,529 209,809

Impairment losses and allowances
released to the consolidated

income statement (81,825) (3,646) (85,471
Net charge of impairment
losses and allowances 122,455 1,883 124,338
Loans and advances and receivables
recovered 76,131 - 76,131
Exchange difference 21 1 22
At 30 June 2015 83,348 20,807 104,155
Deducted from:
Loans and advances 81,821 20,737 102,558
Trade bills, accrued interest and
other receivables 1,527 70 1,597
83,348 20,807 104,155
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14. LOANS AND ADVANCES AND RECEIVABLES (Continued)
() Movements in impairment losses and allowancesn loans and advances and

receivables(Continued)
31 December 2014
(Audited)
Individual Collective
impairment impairment
allowances allowances Total
HK$'000 HK$'000 HK$'000
At 1 January 2014 119,165 20,877 140,042
Amounts written off (422,452) - (422,452)

Impairment losses and allowances
charged to the consolidated
iIncome statement 403,719 1,269 404,988

Impairment losses and allowances
released to the consolidated

income statement (180,676) (3,206) (183,882)
Net charge/(release) of impairment

losses and allowances 223,043 (1,937) 221,106
Loans and advances and receivables

recovered 166,502 - 166,502
Exchange difference (513) a7) (530)
At 31 December 2014 85,745 18,923 104,668
Deducted from:

Loans and advances 84,852 18,897 103,749

Trade bills, accrued interest and

other receivables 893 26 919
85,745 18,923 104,668
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14. LOANS AND ADVANCES AND RECEIVABLES (Continued)

(g) Finance lease receivables

Included in loans and advances and receivables veemivables in respect of assets

leased under finance leases as set out below:

30 June 2015

31 December 2014

(Unaudited) (Audited)
Present Present
value of value of
Minimum minimum Minimum minimum
lease lease lease lease
payments payments payments payments
HK$'000 HK$'000 HK$'000 HK$'000
Amounts receivable under
finance leases:
Within one year 346,858 263,777 379,228 283,853
In the second to
fifth years, inclusive 995,272 732,627 1,128,029 821,638
Over five years 3,320,153 2,778,915 3,903,323 3,261,827
4,662,283 3,775,319 5,410,580 4,367,318
Less: Unearned finance
income (886,964) (1,043,262)
Present value of
minimum lease
payments receivable 3,775,319 4,367,318

The Group has entered into finance lease arrangsnvath customers in respect of

motor vehicles and equipment. The terms of thenftedeases entered into range from 1
to 25 years.
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15. AVAILABLE-FOR-SALE FINANCIAL ASSETS

30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Unlisted equity investments in corporate entity,
at fair value:
At the beginning and at the end
of the period/year 6,804 6,804

The unlisted investments issued by corporate eatiéymeasured at fair value based on the

present value of cash flows over a period of 10s/ea

16. HELD-TO-MATURITY INVESTMENTS

30 June 31 Decembe
2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000
Certificates of deposit held 2,574,989 2,361,458
Treasury bills and government bonds
(including Exchange Fund Bills) 1,825,339 1,816,022
Other debt securities 931,537 774,228
5,331,865 4,951,708
Listed or unlisted:
- Listed in Hong Kong 1,391,085 1,155,047
- Listed outside Hong Kong 61,694 98,791
- Unlisted 3,879,086 3,697,870
5,331,865 4,951,708
Analysed by types of issuers:
- Central governments 1,825,339 1,816,022
- Banks and other financial institutions 3,506,526 3,135,686
5,331,865 4,951,708

There were no impairment allowances made agairidttbematurity investments as at 30
June 2015 and 31 December 2014. There were no namiernm impairment allowances for

the period ended 30 June 2015 and for the yeadesti®ecember 2014.

There were neither impaired nor overdue held-todnitgt investments as at 30 June 2015

and 31 December 2014.

All exposures attributed to the held-to-maturityestments were rated with a grading of A3
or above based on the credit rating of an extemr&lit agency, Moody'’s, as at 30 June 2015

and 31 December 2014.
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17. OTHER ASSETS AND OTHER LIABILITIES
Other assets

30 June 31 December
2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000

Interest receivables from financial institutions 15,100 16,724
Other debtors, deposits and prepayments 166,890 114,259

Net amount of accounts receivable from Hong Kong
Securities Clearing Company Limited (“HKSCC”) 32,208 33,193
214,198 164,176

There were no other overdue or rescheduled ass®lsno impairment allowances for such
other assets accordingly.

Other liabilities

30 June 31 December
2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000

Interest payable 103,142 103,589
Creditors, accruals and other payables 330,233 250,837
Net amount of accounts payable to HKSCC 71,375 19,133

504,750 373,559
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18. INTANGIBLE ASSETS

30 June 31 December
2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000
Cost:
At the beginning and at the end of the period/year 1,923 1,923
Accumulated impairment:
At the beginning and at the end of the period/year 1,205 1,205
Net carrying amount:
At the beginning and at the end of the period/year 718 718

Intangible assets represent trading rights helthbyGroup. The trading rights are retained
for stock trading and stockbroking activities, drale indefinite useful lives as the trading
rights have no expiry date. They comprise fivetau(2014: five units) of Stock Exchange
Trading Right and one unit (2014: one unit) of FatuExchange Trading Right in Hong

Kong Exchanges and Clearing Limited.
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19. PROPERTY AND EQUIPMENT

Leasehold
improvement,
furniture,
fixtures,
equipment and
Buildings  motor vehicles Total
(Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000
Cost:
At 1 January 2015 17,745 209,725 227,470
Additions - 7,563 7,563
Disposals/write-off - (3,077) (3,077)
At 30 June 2015 17,745 214,211 231,956
Accumulated depreciation:
At 1 January 2015 6,086 153,975 160,061
Provided during the period 193 8,297 8,490
Disposals/write-off - (3,032) (3,032)
Exchange difference 3 - 3
At 30 June 2015 6,282 159,240 165,522
Net carrying amount:
At 30 June 2015 11,463 54,971 66,434
At 31 December 2014 (Audited) 11,659 55,750 469,
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19. PROPERTY AND EQUIPMENT (Continued)

Leasehold
improvement,
furniture,
fixtures,
equipment and
Buildings  motor vehicles Total
(Audited) (Audited) (Audited)
HK$'000 HK$'000 HK$'000
Cost:
At 1 January 2014 17,090 191,117 208,207
Additions - 19,926 19,926
Transfer from investment
properties 655 - 655
Disposals/write-off - (1,318) (1,318)
At 31 December 2014 17,745 209,725 227,470
Accumulated depreciation:
At 1 January 2014 5,705 137,238 142,943
Provided during the year 415 17,925 18,340
Disposals/write-off - (1,188) (1,188)
Exchange difference (34) - (34)
At 31 December 2014 6,086 153,975 160,061
Net carrying amount:
At 31 December 2014 11,659 55,750 67,409
At 31 December 2013 11,385 53,879 65,264

There were no impairment allowances made agairestatbove items of property and
equipment for the period ended 30 June 2015 anthéoyear ended 31 December 2014.
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20. LAND HELD UNDER FINANCE LEASES

HK$'000
Cost:
At 1 January 2014 (Audited) 137,196
Transfer from investment properties 6,425
At 31 December 2014, 1 January 2015 (Audited) and
30 June 2015 (Unaudited) 143,621
Accumulated depreciation and impairment:
At 1 January 2014 35,724
Depreciation provided during the year 3,276
At 31 December 2014 and 1 January 2015 (Audited) 39,000
Depreciation provided during the period 1,721
At 30 June 2015 (Unaudited) 40,721
Net carrying amount:
At 30 June 2015 (Unaudited) 102,900
At 31 December 2014 (Audited) 104,621

Land leases are stated at the recoverable amobjgcsto an impairment test pursuant to
HKAS 36, which is based on the higher of fair vakegs costs to sell and value in use.
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NOTES TO INTERIM FINANCIAL STATEMENTS

21.

INVESTMENT PROPERTIES
30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Carrying amount at the beginning of the period/year 61,263 65,543

Transfer to property and equipment - (655)

Transfer to land held under finance leases - (6,425)
Changes in fair value recognised in consolidated

income statement 2,782 2,800

Carrying amount at the end of the period/year 64,045 61,263

The Group’s investment properties are situated amgiKong and are held under medium
term leases in Hong Kong.

All investment properties were classified under éle¥® in the fair value hierarchy. During
the period, there were no transfers of fair valleasurements between Level 1 and Level 2
and no transfer into or out of Level 3 (31 Decen2@&t4: Nil). The Group has assessed that
the highest and best use of its properties didliffer from their existing use.

At 30 June 2015, investment properties were redahceording to the revaluation reports
issued by C S Surveyors Limited, a firm of indepamdprofessionally qualified valuers.
Finance and Control Department has discussions whth valuer on the valuation
methodology and valuation results twice a year wihenvaluation is performed for interim
and annual financial reporting.
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21. INVESTMENT PROPERTIES (Continued)
The fair value of investment properties locatedHong Kong is determined using market
comparison approach by reference to recent sales pf comparable properties on a price
per square metre basis. Below is a summary of igr@fisant inputs to the valuation of
investment properties:

30 June 2015 31 December 2014
(Unaudited) (Audited)
Weighted Weighted
Range average Range average
HK$72,000 to HK$70,000 to
Price per square metre HK$489,000 HK$229,000 HK$461,000 HK$215,000

A significant increase/decrease in the price perasg metre would result in a significant
increase/decrease in the fair value of the investimeperties.

The investment properties held by the Group areieler operating leases from which the
Group earns rental income. Details of future anmeiadal receivables under operating leases
are included in note 26(a) to the interim finansi@tements.

22. CUSTOMER DEPOSITS AT AMORTISED COST
30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Demand deposits and current accounts 3,385,683 3,075,760
Savings deposits 5,112,788 4,261,031
Time, call and notice deposits 26,601,891 24,318,695

35,100,362 31,655,486
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23. SHARE CAPITAL
30 June 31 December
2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000

Issued and fully paid:
14,816,000 (2014: 14,816,000) ordinary shares 2,854,045 2,854,045

A summary of movements in the Bank’s share cagiaihg the period is shown as follows:

Share
capital
HK$'000
As at 1 January 2014 (Audited) 1,481,600
Transition to no-par value regime on 3 March 201at€) 1,372,445
As at 31 December 2014, 1 January 2015 (Audited) an
2,854,045

30 June 2015 (Unaudited)

Note:

In accordance with the transitional provisions et in section 37 of Schedule 11 to the
Hong Kong Companies Ordinance (Cap.622), any amstantding to the credit of the share
premium account has become part of the Bank’s stagpial on 3 March 2014.
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24. RESERVES

Other
statutory
capital Other reserves
reserves Group
- Share reconstruction Capital  Regulatory Retained Translation
premium reserve reserve reserve profits reserve ofal
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January 2014 1,372,445 3,065 17,660 410,1451,523,206 84,732 3,411,253
Transition to no-par value regime
on 3 March 2014 (note 23) (1,372,445) - - - - - (1,372,445)
Profit for the year - - - - 354,286 - 354,286
Other comprehensive income - - - - - (16,579) ,%18)
Transfer from retained profits - - - 28,790 28y9
Dividends paid in respect of
previous year - - - - (82,095) - (82,095)
Dividends paid in respect of
current year - - - - (114,661) - (114,661)
At 31 December 2014 and
1 January 2015 (Audited) - 3,065 17,660 438,935 1,651,946 68,153 2,179,759
Profit for the period - - - - 194,803 - 194,803
Other comprehensive income - - - - - (170) (170)
Transfer from retained profits - - - 15,620 (15,620)
Dividends paid in respect of
previous year - - - - (89,992) - (89,992)
At 30 June 2015 (Unaudited) - 3,065 17,660 454,555 1,741,137 67,983 2,284,400

Note:

The regulatory reserve is maintained to satisfy ghevisions of the Hong Kong Banking
Ordinance for prudential supervision purpose. disvineld as a buffer of capital to absorb
potential financial losses in excess of the acdagnstandards’ requirements pursuant to
HKMA'’s guideline.
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25. OFF-BALANCE SHEET EXPOSURE
(a) Contingent liabilities, commitments and derivaives

The following is a summary of the contract@mhount of each significant class of

contingent liabilities, commitments and derivativadsthe Group outstanding at the end
of the reporting period:

30 June 2015

(Unaudited)
Credit Credit risk- Positive Negative
Contractual  equivalent weighted fair value- fair vdue-
amount amount amount assets liabilities
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Direct credit substitutes 209,516 209,516 83,108 - -
Transaction-related contingencies 10,747 5,374 871 - -
Trade-related contingencies 31,549 6,309 4,901 - -
Forward forward deposits placed 231,844 231,844 46,369 - -
Forward asset purchases 227 227 45 - -
483,883 453,270 135,294 - -
Derivatives held for trading :
Foreign exchange rate contracts 2,622,609 17,641 17 1,791 7,654
Other commitments with an
original maturity of:
Not more than one year - - - - -
More than one year 6,667 3,333 3,333 - -
Other commitments which are
unconditionally cancellable or
which provide for automatic
cancellation due to deterioration of
creditworthiness of
the counterparties 4,017,748 - - -
7,130,907 474,244 138,644 1,791 7,654

Capital commitments contracted for,
but not provided in the consolidated
statement of financial position 6,050
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25. OFF-BALANCE SHEET EXPOSURE (Continued)

(a) Contingent liabilities, commitments and derivativegContinued)
31 December 2014

(Audited)
Credit Credit risk- Positive Negative
Contractual equivalent weighted fair value- failuea
amount amount amount assets liabilities
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Direct credit substitutes 227,329 227,329 98,883 - -
Transaction-related contingencies 14,923 7,462 132 - -
Trade-related contingencies 39,393 7,878 7,661 - -
Forward forward deposits placed 253,079 253,079 50,616 - -
Forward asset purchases 513 513 103 -
535,237 496,261 159,997 - -
Derivatives held for trading :
Foreign exchange rate contracts 665,872 4616, 151 2,170 5,994
Other commitments with an
original maturity of:
Not more than one year - - - - -
More than one year - - - - -
Other commitments which are
unconditionally cancellable or
which provide for automatic
cancellation due to deterioration of
creditworthiness of
the counterparties 4,406,010 - - - -
5,607,119 502,722 160,148 2,170 5,994

Capital commitments contracted for,
but not provided in the consolidated
statement of financial position 6,302
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25. OFF-BALANCE SHEET EXPOSURE (Continued)

(a) Contingent liabilities, commitments and derivaives (Continued)
The Group had not entered into any bilateral ngtimangements and accordingly the
above amounts are shown on a gross basis. Thet aiskliweighted amounts are
calculated in accordance with the Capital Rulesguidelines issued by the HKMA. The
amounts calculated are dependent upon the stattiee afounterparty and the maturity
characteristics. The risk weights used range frémt0 100% for contingent liabilities,
commitments and derivatives.

At 30 June 2015 and 31 December 2014, the Group nwadnaterial outstanding
contingent liabilities and commitments save asldssd above.

(b) Derivative financial instruments
The Group uses the following derivative financratruments:

Currency forwards represent commitments to purcf@assgn and domestic currencies,

including undelivered spot transactions. Foreigmency and interest rate futures are
contractual obligations to receive or pay a net@mdased on changes in currency rates
or interest rates, or to buy or sell a foreign enay or a financial instrument on a future

date at a specified price, established in an osgahnfinancial market. The credit risk is

negligible, as changes in the futures contractevate settled daily with the exchange.

Forward rate agreements are individually negotiatéerest rate futures that call for a

cash settlement at a future date for the differdrate/een a contracted rate of interest and
the current market rate, based on a notional gpai@mount.

Interest rate swaps are commitments to exchangesenh®f cash flows for another.
Swaps result in an exchange of interest rateseffample, fixed rate or floating rate). No
exchange of principal takes place. The Group’sitregk represents the potential cost to
replace the swap contracts if counterparties ¢apdrform their obligations. This risk is
monitored on an ongoing basis with reference tactiveent fair value, a proportion of the
notional amount of the contracts and the liquidifythe market. To control the level of
credit risk taken, the Group assesses counterparsiag the same techniques as used for
its lending activities.

The notional amounts of certain types of finandi@truments provide a basis for
comparison with instruments recognised in the clisesied statement of financial
position but do not necessarily indicate the amewhtfuture cash flows involved or the
current fair value of the instruments and, themfalo not indicate the Group’s exposure
to credit or price risk. The derivative financiaktruments become favourable (assets) or
unfavourable (liabilities) as a result of fluctuats in market interest rates or foreign
exchange rates relative to their terms. The agtgegantractual or notional amount of
derivative financial instruments on hand, the ektém which the instruments are
favourable or unfavourable, and thus the aggretmtevalues of derivative financial
assets and liabilities, can fluctuate significarfithm time to time.
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26. OPERATING LEASE ARRANGEMENTS
(@) Aslessor

The Group leases their investment properiresnote 21 under operating lease
arrangements, and the terms of the leases rangelfto 5 years.

At 30 June 2015 and 31 December 2014, the Grouptdtatl future minimum lease
rental receivables under non-cancellable operdgiases falling due as follows:

30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Within one year 3,377 1,995
In the second to fifth years, inclusive 3,134 2,062
6,511 4,057

(b) Aslessee

The Group has entered into non-cancellable operaléase arrangements with
landlords, and the terms of the leases range frémblyears.

At 30 June 2015 and 31 December 2014, the Grouptdtatifuture minimum lease
rental payables under non-cancellable operatirgeketalling due as follows:

30 June 31 December

2015 2014

(Unaudited) (Audited)

HK$'000 HK$'000

Within one year 99,021 62,603
In the second to fifth years, inclusive 85,323 39,569
184,344 102,172

50
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27. FAIR VALUE OF FINANCIAL INSTRUMENTS
(a) Financial assets and financial liabilities notarried at fair value
The following describes the methodologies and apsioms used to determine fair
values of financial instruments which are not eafrat fair value in the interim financial
statements.

Liquid or/and very short term and variable rate financial instruments

Liquid or/and very short term and variable rateafioial instruments include loans and
advances and receivables, held-to-maturity investsneustomer deposits, certificates of
deposit issued and unsecured bank loans. As thesacial instruments are liquid or
having a short term maturity or at variable ratee tarrying amounts are reasonable
approximations of their fair values. In the casdoains and unquoted debt securities, their
fair values do not reflect changes in their cregiiality as the impact of credit risk is
recognised separately by deducting the amounteoiintipairment allowances.

Fixed rate financial instruments

Fixed rate financial instruments include placememts banks and financial institutions,
loans and advances and receivables, held-to-matovéstments, deposits from banks and
other financial institutions, customer deposits aedificates of deposit issued. The fair
values of these fixed rate financial instrumentsied at amortised cost are based on
prevailing money-market interest rates or curratgrest rates offered for similar financial
instruments appropriate for the remaining term sumty. The carrying amounts of such
financial instruments are not materially differémm their fair values.

(b) Financial assets and financial liabtiles carried at fair value
The following table shows an analysis of finanamstruments carried at fair value by level
of the fair value hierarchy:

30 June 2015
(Unaudited)
Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$'000 HK$'000

Financial assets:

Derivative financial instruments - 1,791 - 1,791
Available-for-sale financial assets - - 6,804 6,804
- 1,791 6,804 8,595

Financial liabilities:
Derivative financial instruments - 7,654 - 7,654
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27.

FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)
(b) Financial assets and financial liabilies carried at fair value (Continued)

31 December 2014
(Audited)
Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$'000 HK$'000

Financial assets:

Derivative financial instruments - 2,170 - 2,170
Available-for-sale financial assets - - 6,804 6,804
- 2,170 6,804 8,974

Financial liabilities:
Derivative financial instruments - 5,994 - 5,994

Level 2 financial instruments comprise forward fgreexchange contracts and currency
swaps. These instruments have been measured abfag based on the forward foreign
exchange rates that are quoted in an active mafteB0 June 2015, the effects of
discounting were considered insignificant for thewél 2 financial instruments.

Level 3 financial instruments are measured at\Value based on the present value cash
flows over a period of 10 years.

For financial instruments measured at fair valuegacurring basis, the Group determines
whether transfer has occurred between levels imigrarchy by reassessing categorisation
(based on thiowestlevel input that is significant to the faraluemeasuremerdasawhole)

at the end of each reporting period. Finance andrGloDepartment performs the valuation
of financial instruments required for financial ogfing purposes, including Level 3 fair
values, at the end of each reporting period. Thgachdue to changes in fair value of the
Level 3 financial instruments is insignificant teetGroup.

For the period ended 30 June 2015 and for the greded 31 December 2014, there were
no transfers amongst Level 1, Level 2 and Level Be fair value hierarchy.

For the period ended 30 June 2015 and for the gre@ded 31 December 2014, there were
no issues and settlements related to the Levela®éial instruments.

There was no gain or loss and no OCI reported enctinsolidated income statement and
consolidated statement of comprehensive incomeecotisgly related to the Level 3
financial instruments for the period ended 30 J2045 and for the year ended 31
December 2014.

For fair value measurement at Level 3, changing onanore of the inputs to the
reasonably possible alternative assumptions woatdchange the fair value significantly.
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28. MATURITY ANALYSIS OF FINANCIALASSETS AND FIN ANCIAL LIABILITIES
The table below shows an analysis of financial tassed financial liabilities analysed by principal
according to the period that they are expectectebovered or settled.

30 June 2015

(Unaudited)
Over Over Over
1 month 3 months 1 year Repayable
but not but not but not within an
Repayable Upto more than more than more than Gar indefinite
on demand 1 month 3 months 12 months 5 years 5 ysar period Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$ '000 HK$'000
Financial assets:
Cash and short term placements 1,088,485 4,468,518 - - - - - 5,557,003
Placements with banks and
financial institutions maturing
after one month but not more
than twelve months - - 1,189,790 650,528 - - - 1,840,318
Loans and advances and
receivables (gross) 985,961 1,924,958 1,767,454 3,350,190 6,243,556 7884182 100,193 29,160,494
Available-for-sale financial assets - - - - - - 6,804 6,804
Held-to-maturity investments - 761,864 725,810 2,770,332 1,073,859 - 5,331,865
Other assets 172 140,048 5,925 7,058 - - 60,995 214,198
Foreign exchange contracts (gross) - 2,086,286 303,341 232,982 - - - 2,622,609
Total financial assets 2,074,618 9,381,674 3,992,320 7,011,090 7,317,415 4,788,182 167,992 44,733,291
Financial liabilities:
Deposits and balances of
banks and other financial
institutions at amortised cost 37,839 227,780 150,000 100,000 - - - 515,619
Customer deposits at amortised cost 8,517,166 11,317,894 9,904,589 5,112,017 248,696 - - 35,100,362
Certificates of deposit issued
at amortised cost - - 697,629 499,850 - - - 1,197,479
Other liabilities 834 220,879 34,396 38,342 10,788 - 199,511 504,750
Foreign exchange contracts (gross) - 2,090,333 303,302 234,837 - - - 2,628,472
Total financial liabilities 8,555,839 13,856,886 11,089,916 5,985,046 259,484 - 199,511 39,946,682
Net liquidity gap (6,481,221) (4,475,212) (7,097,596) 1,026,044 7,957 14,788,182 (31,519) 4,786,609
31 December 2014
(Audited)
Over Over Over
1 month 3 months 1 year Repayable
but not but not but not within an
Repayable Up to more than more than more than r Ove indefinite
on demand 1 month 3 months 12 months 5 years Syear period Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$00 HK$'000
Financial assets:
Cash and short term placements 803,507 3,177,762 - - - - 3,981,269
Placements with banks and
financial institutions maturing
after one month but not more
than twelve months - - 346,573 580,646 - - 7,929
Loans and advances and
receivables (gross) 612,411 1,677,574 1,569,560 68309 6,401,940 14,700,519 108,165 28,538,178
Available-for-sale financial assets - - - - - - ®48 6,804
Held-to-maturity investments - 633,829 478,357 3,486 1,054,036 - - 4,951,708
Other assets 154 98,241 5,317 8,908 - - 51,556 164,176
Foreign exchange contracts (gross) - 661,182 4,690 - - - - 665,872
Total financial assets 1,416,072 6,248,588 2,404,49 6,843,049 7,455,976 14,700,519 166,525 39,235,226
Financial liabilities:
Deposits and balances of
banks and other financial
institutions at amortised cost 37,173 327,892 50,000 100,000 - - - 515,065
Customer deposits at amortised cost 7,342,021 B34 10,969,078 2,724,462 502,271 - - 31,655,486
Certificates of deposit issued
at amortised cost - - 409,980 953,514 - - 363494
Other liabilities 239 132,473 32,443 34,310 12,723 - 161,371 373,559
Foreign exchange contracts (gross) - 665,020 4,676 - - - - 669,696
Total financial liabilities 7,379,433 11,243,039 ,466,177 3,812,286 514,994 - 161,371 34,577,300
Net liquidity gap (5,963,361) (4,994,451) (9,068 3,030,763 6,940,982 14,700,519 5,154 4,657,926
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES

The Group’s principal financial liabilities, othéihan derivatives, comprise certificates of
deposit issued and cash and short term deposits. nidin purpose of these financial
liabilities is to raise finance for the Group’s ogigons. The Group has various financial
assets such as trade bills, held-to-maturity imaests, loans and advances and receivables,
available-for-sale financial assets and financiede#s at fair value through profit or loss,
which arise directly from its operations.

The Group also enters into derivative transactioamduding principally forward currency
contracts held for trading. The purpose is to manaigmitigate currency risk arising from
the Group’s operations.

The main risks arising from the Group’s financiastruments are interest rate risk, market
risk, credit risk, liquidity risk and operationatk. The respective Boards of the Bank and
Public Finance review and approve policies for ngamg each of these risks and they are
summarised below.

Risk management

The Group’s business activities comprise retail anthmercial banking services. These
activities expose the Group to a variety of finahcisks, mainly interest rate risk, market
risk, credit risk, liquidity risk and operationask.

The Group’s financial risk management is underpinhg the Group’s risk appetite and is
subject to the respective Boards’ oversight, thiodige Risk Management Committees
("RMCs") of the Bank and Public Finance, which @&eard Committees overseeing the
establishment of enterprise-wide risk managemelfitips and processes. The RMCs are
assisted by the specific risk oversight committeeduding the Assets and Liabilities
Management Committee (“ALCO”), Operational Risk Mgement Committee (“ORMC”),
Credit Committee, Credit Risk Management Commiteeg] Anti-Money Laundering and
Counter-terrorist Financing and Compliance Commaittey equivalent committees with
similar functions of the Bank and Public Finance.

The Group has established systems, policies antb@uoes for the control and monitoring
of interest rate risk, market risk, credit riskquidity risk and operational risk, which are
approved and endorsed by the respective Boardsreanewed regularly by the Group’s

management, and other designated committees orirvgordgroups. Material risks are

identified and assessed by designated committed¥eraworking groups before the launch
of new products or business activities, and areitoi@d, documented and controlled against
applicable risk limits after the introduction ofng@roducts or services or implementation of
new business activities. Internal auditors of th&nlB and Public Finance also perform
regular audits to ensure compliance with the pediéind procedures.

Interest rate risk management

Interest rate risk is the risk that the Group’sippms may be adversely affected by a change
of market interest rates. The Group’s interest rak arises primarily from the timing
difference in the maturity and the repricing of Bmup’s interest-bearing assets, liabilities
and off-balance sheet commitments. The primaryabje of interest rate risk management
is to limit the potential adverse effects of ins#reate movements in net interest income by
closely monitoring the net repricing gap of the (s assets and liabilities. Interest rate risk
is daily managed by the Group’s Treasury Departraet monitored and measured by the
respective ALCOs of the Bank and Public Financeragjdimits approved by the respective
Boards.
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29. FINANCIAL RISK MANAGEMENT OBJECTIVES AND PO LICIES (Continued)
Market risk management
(@) Currency risk

(b)

Currency risk is the risk that the hiotdof foreign currencies will affect the Group’s
position as a result of a change in foreign curyeekchange rates. The Group’s
foreign exchange risk positions arise from foreigwchange dealing, commercial
banking operations and structural foreign curreaggosures. All foreign exchange
positions are managed by the Group’s Treasury Degat within limits approved by

the Board.

The Group has limited foreign currency risk as @mup’s assets and liabilities are
mainly denominated in Hong Kong dollars (“HKD”), led States dollars (“USD”)
and Australian dollars (“AUD”) except for net sttual position of Renminbi (“RMB”)
denominated operating capital.

At 30 June 2015, if RMB had strengthened or weattdne 100 basis points against
HKD with all other variables held constant, the G equity would have increased or
decreased by HK$6 million (31 December 2014: HK$Bion) mainly as a result of
foreign exchange impact arising from net structyasition of RMB denominated
operating capital.

Price risk
Price risk is the risk to the Group’s eags and capital due to changes in the prices of
securities, including debt securities and equities.

The Group monitors price risk principally by lisiestablished for transactions and
open positions. These limits are reviewed and amu by the Board and are
monitored on a daily basis.

The Group did not actively trade in financial nusbhents and in the opinion of the
Directors, the price risk related to trading a¢t®és to which the Group was exposed
was not material. Accordingly, no quantitative kedrrisk disclosures for price risk
have been made.
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Credit risk management

Credit risk is the risk that a customer or couraepin a transaction may default. It arises
from the lending, trade finance, treasury and otlogivities undertaken by the Group.

The Group has a credit risk management procese&sume, monitor and control credit risk.
Its Credit Policy Manual defines the credit extensand measurement criteria, the credit
review, approval and monitoring processes, andldbe classification and provisioning
systems. It has a hierarchy of credit authorityclwtapproves credit in compliance with the
Group’s credit policy. Credit risk exposures areasged and monitored against credit limits
and other control limits (such as connected exmssuarge exposures and risk concentration
limits set by the Credit Risk Management Commiteaed approved by the Board).
Segregation of duties in key credit functions ipiace to ensure separate credit control and
monitoring. Management and recovery of problenditseare handled by an independent
work-out team.

The Group manages its credit risk within a condergaframework. Its credit policy is
regularly revised, taking into account factors swsh prevailing business and economic
conditions, regulatory requirements and its capéaburces. Its policy on connected lending
exposures defines and states connected parti¢stosyaand applicable connected lending
limits, types of connected transactions, the takihgollateral, the capital adequacy treatment,
and detailed procedures and controls for monitocimgnected lending exposures. In general,
interest rates and other terms and conditions applto connected lending should not be
more favourable than those loans offered to nomeocted borrowers under similar
circumstances. The terms and conditions shouldebermhined on normal commercial terms
at arm’s length and in the ordinary course of bessnof the Group.

Credit and compliance audits are periodically cated by Internal Audit Department to
evaluate the effectiveness of the credit revievpreyal and monitoring processes and to
ensure that the established credit policies andgalares are complied with.

Compliance Department conducts compliance teselact®d business units on identified
high risk areas for adherence to regulatory andatip@mal requirements and credit policies.

Credit Committees of the Bank and Public Financenitoo the quality of financial assets
which are neither past due nor impaired by findnp&formance indicators (such as the
loan-to-value ratio, debts servicing ratio, finaicsoundness of borrowers and personal
guarantees) through meeting discussions, managemfmtation systems and reports.
Loan borrowers subject to legal proceedings, negatomments from other counterparties
and rescheduled arrangements are put under watstoli under the “special mention” grade
for management oversight.

Credit Committees of the Bank and Public Finans® ahonitor the quality of past due or
impaired financial assets by internal grading casipg “substandard”, “doubtful” and
“loss” accounts through the same meeting discussimanagement information systems and
reports. Impaired financial assets include thodgjest to personal bankruptcy petitions,
corporate winding-up and rescheduled arrangements.
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Credit risk management(Continued)

Credit Risk Management Committee is responsible dstablishing the framework for
identifying, measuring, monitoring and controlliige credit risk of existing and new
products, and approving credit risk managementigsliand credit risk tolerance limits as
and when necessary.

The Group mitigates credit risk by credit protestiprovided by guarantors and by loan
collateral such as customer deposits, properiiggdl shares, taxi licences, public light bus
licences and vehicles.

The “Neither past due nor impaired loans and adessand receivables” are shown in note
14 to the interim financial statements.

Loans and advances and receivables that were npakedue nor impaired were related to a
large number of diversified customers for whom ¢heas no recent history of default.

Liquidity risk management

Liquidity risk is the risk that the Group cannotehés current obligations. Major sources of
liquidity risk of the Group are the early or unegga withdrawals of deposits in cash
outflow and the delay in cash inflow from loan regmeents. To manage liquidity risk, the
Group has established a liquidity risk managemearhéwork which incorporates liquidity
risk related policies and procedures, risk relatedrics and tools, risk related assumptions,
and the manner of reporting significant matterse Thajor objectives of liquidity risk
management framework are to identify, measure amdral liquidity risk exposures with
proper implementation of funding strategies andhwiporting of significant risk related
matters to management. Liquidity risk related pelcare reviewed by senior management
and dedicated committees, and significant changesuch policies are approved by the
respective Boards of the Bank and Public Finanasoormittees delegated by the respective
Boards. The respective Boards are responsiblextncising management oversight over the
liquidity risk management framework of the respeettompanies.

ALCOs of the Bank and Public Finance monitor tlagiillity position as part of the ongoing
management of assets and liabilities, and setiggetr limits to monitor liquidity risk. They
also closely monitor the liquidity of the subsidkgr on a periodic basis to ensure that the
liquidity structure of the subsidiaries’ assetgbllities and commitments can meet their
funding needs, and that internal liquidity trigd¢jerits are complied with.

Treasury Department of the Bank and a dedicatecarttepnt of Public Finance are
responsible for carrying out the strategies anitigsl approved by the dedicated committees
and the respective Boards, and to develop operdtpmocedures and controls to ensure the
compliance with the aforesaid policies and to misemoperational disruptions in case of a
liquidity crisis.
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Liquidity risk management (Continued)

Risk Management Department of the Bank and a dediaepartment of Public Finance are
responsible for day-to-day monitoring of liquidityaintenance ratio, loans to deposits ratios,
concentration related ratios and other liquidisknielated ratios coupled with the use of cash
flow projections, maturity ladder, stress-testingtnodologies and other applicable risk
assessment tools and metrics to detect early wasignals and identify vulnerabilities to
potential liquidity risk on forward-looking basidstiv the objective of ensuring different types
of liquidity risks of the Group are appropriatetientified, measured, assessed and reported.
Risk Management Department of the Bank and thecdesti department of Public Finance
carry out analysis based on risk-based MIS repstus)marise the data from those reports
and present the key information to the respectik€®s on a regular (at least monthly) basis.
In case of significant issues, such as serioust lencesses or breaches or early warning
signals of potential severe impact on the Bank wbliP Finance are identified from the
aforesaid MIS reports or market information obtdinkkom Treasury Department and
business units, a designated ALCO member will coava meeting (involving senior
management members) to discuss risk related maésteds propose actions to ALCO
whenever necessary. A high level summary of ligyidisk performance of the Bank or
Public Finance will be presented by the respect\&Os to their Risk Management
Committees and the Boards.

The examples of liquidity risk related metrics ¢dietBank and Public Finance include
internal trigger point of liquidity maintenance icatwhich is higher than the statutory
liquidity maintenance ratio; cash flow mismatchesder normal and different stressed
scenarios; concentration related limits of depoaitd other funding sources, and maturity
profile of major assets and liabilities (includiag-and-off-balance sheet items).

The funding strategies of the Group are to (i) diifg funding sources for containing
liquidity risk exposures, (i) minimise disruptiodsie to operational issues such as transfer of
liquidity across group entities, (iii) ensure coggency funding is available to the Group; and
(iv) maintain sufficient liquidity cushion to meefritical liquidity needs such as loan
commitments and deposits’ withdrawals in stresse@tsons. For illustration, concentration
limits of funding sources such as intra-group fungdlimits are set to reduce reliance on
single source of funding.

Contingency funding plan is formulated to addragsidity needs under different stages
including the mechanism for the detection of earéyning signals of potential crisis at early
stage and obtaining of emergent funding in bankseenario at later stage. Designated roles
and responsibilities of Crisis Management Teamadepents and business units and their
emergency contact information are documented glearlthe contingency funding plan
policy as part of business continuity planning, andtingency funding measures are in place
to set priorities of funding arrangements with deuparties, to set procedures for intraday
liquidity risk management and intragroup fundingsort, to manage media relationship and
to communicate with internal and external partieand) a liquidity crisis. The stress-testing
results are updated and reported to senior manageragularly and the results such as
survival period for positive cashflow mismatches ased in contingency funding planning.
Standby facilities and liquid assets are maintaiteegrovide liquidity to meet unexpected
and material cash outflows in stressed situations.
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Liquidity risk management (Continued)

The Group maintains sufficient liquidity cushionngoarising mainly bills, notes or bonds
issued by eligible central governments in total antoot less than HK$1 billion to address
critical and emergent liquidity needs on intradagib and over other different time horizons.
The Group is not subject to particular collaterahagements or requirements in contracts if
there is a credit rating downgrade of entities withe Group.

Apart from cash flow projections under normal scento manage liquidity under different
time horizons, different stressed scenarios sudhssution-specific scenario, market crisis
scenario and the combination of such scenarios asgumptions are set and reviewed by
dedicated committees and approved by the respeBtaeds. For instance, under institution-
specific scenario, loan repayments from some cust®rare assumed to be delayed. The
projected cash inflow would be reduced by the armadirollover of banking facilities by
some corporate customers or reduced by the amdustail loan delinquencies. Regarding
cash outflow projection, part of undrawn bankinglfaes are not to be utilised by borrowers
or honoured by the Group. Core deposits ratio walddrease as there would be early
withdrawals of some fixed deposits before contralctoaturity dates or there would be fewer
renewals of fixed deposits on the contractual nigtdates. In market crisis scenario, some
undrawn banking facilities are not to be honoredorupdrawdown as some bank
counterparties will not have sufficient liquidity thonor their obligations in market. The
Group may pledge or liquidate its liquid assetshsas debt securities (including but not
limited to bills, notes or bonds issued by eligibEntral governments) to secure funding to
address potential liquidity crisis. Liquidity steetests are conducted regularly (at least
monthly) and the results are utilised for part ohtingency funding plan or for providing
insights to management about the latest liquiditifoon of the Group.

Operational risk management
Operational risk is defined as the risk of lossulesy from inadequate or failed internal
processes, human and system errors or from exteveals.

The Group has an operational risk management famatn place to identify, measure,
monitor and control operational risk. Its OperasibiRisk Management Policy Manual
defines the responsibilities of various committdrssiness units and supporting departments,
and highlights key operational risk factors andegaties with loss event types to facilitate
the measurement and assessment of operationalansktheir potential impact. Operational
risk exposures are monitored by appropriate keyindicators for tracking and escalation to
management for providing early warning signals ntreéased operational risk or a
breakdown in operational risk management. Regylaragional risk management reports are
received and consolidated from various partiesrapdrted to the ORMC for the monitoring
and control of operational risk.
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Capital management

Capital of the Group for regulatory and risk mamaget purposes includes share capital,
reserves, retained profits, regulatory reserve sutabrdinated debts, if any. Finance and
Control Department is responsible for monitoring #mount of the capital base and capital
adequacy ratios against trigger limits and for esijposures and ensuring compliance with
relevant statutory limits, taking into account mesis growth, dividend payout and other
relevant factors.

The Group’s policy is to maintain a strong capltake to support the development of the
Group’s businesses and to meet the statutory tagieguacy ratio and other regulatory
capital requirements. Capital is allocated to aasi business activities of the Group
depending on the risks taken by each businessidativiand in accordance with the

requirements of relevant regulatory bodies, takitig account current and future activities
within a time frame of 3 years.

Capital adequacy ratios

The consolidated capital adequacy ratios of theu@m@re computed in accordance with the
provisions of the Banking (Amendment) Ordinance 2Q&lating to Basel Il capital
standards and the amended Capital Rules. The Grasipdopted the standardised approach
for the calculation of credit risk-weighted expassirand market risk-weighted exposures.
The Group has adopted basic indicator approachtl@dstandardised approach for the
calculation of operational risk-weighted exposurals the Bank and Public Finance
respectively.

30 June 2015 31 December 2014

(Unaudited) (Audited)
Consolidated CET1 Capital Ratio 16.3% 16.7%
Consolidated Tier 1 Capital Ratio 16.3% 16.7%
Consolidated Total Capital Ratio 17.5% 17.9%

The above capital ratios are higher than the miminoapital ratios required by the HKMA.
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29. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLI CIES (Continued)
Capital disclosures
The components of capital base include the fafigvitems:
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Group
30 June 31 December
2015 2014
(Unaudited) (Audited)
HK$'000 HK$'000
CET1 capital instruments 2,854,045 2,854,045
Retained earnings 1,639,439 1,555,030
Disclosed reserves 526,198 510,748
CET1 capital before deduction 5,019,682 4,919,823
Deduct:
Cumulative fair value gains arising from the
revaluation of land and buildings (covering
both own-use and investment properties) (27,122) (24,339)
Regulatory reserve for general banking risk (454,555) (438,935)
Goodwill (242,342) (242,342)
Deferred tax assets in excess of deferreddatities (17,039) (17,517)
CET1 capital after deduction 4,278,624 4,196,690
Additional Tier 1 capital - -
Tier 1 capital after deductions 4,278,624 4,196,690
Reserve attributable to fair value gains 12,205 10,953
Regulatory reserve for general banking risk 272,867 261,414
Collective provisions 20,808 18,923
293,675 280,337
Tier 2 capital 305,880 291,290
Capital base 4,584,504 4,487,980




NOTES TO INTERIM FINANCIAL STATEMENTS

29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Capital conservation buffer (“CCB”)

The Group will be subject to the 2.5% CCB ratiob® phased-in from 2016. The Group
reserved a capital buffer for the future implem&ataof CCB ratio for which the applicable
CCB ratio will become fully effective on 1 Janu&@19.

Countercyclical capital buffer (“CCyB”)
The CCyB ratio is an additional layer of CET1 Cabpwhich takes effect as an extension of
the Basel Ill Capital Conservation Buffer.

The Group reserved a capital buffer for the fuionplementation of CCyB ratio, inclusive of
CCyB ratio of 0.625% to Hong Kong exposures thatide applied from 1 January 2016.

Principal subsidiaries and basis of consolidation
The basis of consolidation for financial accountmgposes is in accordance with HKFRSs,
as described in note 2 to the financial statements.

The basis of consolidation for regulatory purpogeslifferent from that for accounting
purposes. Subsidiaries included in the consobdafior regulatory purposes are specified in
a notice from the HKMA in accordance with sectid@(3B) of the Capital Rules.

The subsidiaries not included in the computatiothefconsolidated capital adequacy ratio of
the Group are Public Bank (Nominees) Limited, Rulhivestments Limited (in members’
voluntary liquidation), Public Realty Limited (in @embers’ voluntary liquidation), Public
Credit Limited, Public Futures Limited, Public PlaciSecurities Limited, Public Financial
Securities Limited, Public Financial Limited, Pub®ecurities Limited and Public Securities
(Nominees) Limited. Deductions from the capitaldawxluded investments in the aforesaid
subsidiaries and other exposures.

Capital instruments

To comply with the BDR, the Group will present ¢ information relating to the disclosure
of regulatory capital instruments and the recoatidn to the Group’s published interim
financial statements under “Regulatory Disclosuresection on its website:
www.publicbank.com.hlon or before 30 September 2015.

The disclosure will include the following informati:

. A description of the main features and full terms @onditions of the Group’s capital
instruments;

. A detailed breakdown of the Group’s CETlitdpAdditional Tier 1 capital, Tier 2
capital and regulatory deductions, using the stahdaclosure template as specified
by the HKMA; and

. A full reconciliation between the Group’s accougtiand regulatory balance sheets,
using the standard disclosure template as spedifigde HKMA.
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29.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POL ICIES (Continued)

Capital instruments (Continued)
The following is a summary of the Group’s CET1 ¢alpnstruments:

30 June 31 December

2015 2014
(Unaudited) (Audited)
Note HK$'000 HK$'000

CET1 capital instruments issued by the Bank
Ordinary shares:
14,816,000 issued and fully paid ordinary shares 23 2,854,045 2,854,045

Leverage ratio

The leverage ratio is introduced into the Basefrimework as a non-risk-based backstop
limit to supplement risk-based capital requiremernitsaims to constraining the build-up of

excess leverage in the banking sector, and intinduadditional safeguards against model
risk and measurement errors. The ratio is a voloas=d measure calculated as Basel I
Tier 1 capital divided by total On-balance sheetl &if-balance sheet exposures with
reference to the Completion Instructions of the ifarly Template on Leverage Ratio.

30 June
2015
(Unaudited)

Consolidated leverage ratio 10.0%

The disclosure on leverage ratio is effective siBtéMarch 2015 and the relevant disclosures
can be viewed in the “Regulatory Disclosures” settion the Group’s website:
www.publicbank.com.hlon or before 30 September 2015.

Comparative figures are not required as this iditeeyear of disclosure.
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

ADVANCES TO CUSTOMERS BY INDUSTRY SECTORS

Gross and impaired loans and advances to customgrgjrment allowances, impaired loans and
advances written off and collateral are analysedifgustry sectors pursuant to the HKMA'S
guidelines as follows

30 June 2015

New Loans and
impairment Percentage advance:
allowances Amount of of gross Impaired overdue
Gross Collective Individual charged to impaired loans advances loans  for more
loansand  impairment impairment income and advances covered by and than three
advances allowances  allowances statement written off Collateral collateral advances months
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 % HK$'000 HK$'000
Loans and advances for use in
Hong Kong
Manufacturing 762,333 224 297 346 107 738,281 96.8 1,469 1,17
Building and construction, property
development and investment
Property development 339,644 95 - - - 339,376 99.9 - -
Property investment 6,154,278 1,722 - - - 5,946,461 96.6 9,260 -
Civil engineering works 132,633 45 142 142 - 42,770 32.2 580 58C
Electricity and gas 606 - - - - 606 100.0 - -
Recreational activities 12,476 3 - - - 12,379 99.2 - -
Information technology 13,440 4 - - - 4,915 36.6 - -
Wholesale and retail trade 207,989 101 506 610 502 187,486 90.1 859 85¢
Transport and transport equipment 3,750,485 936 2,584 2,633 - 3,718,749 99.2 2,610 2,58¢
Hotels, boarding houses and catering 145,527 41 - - - 131,999 90.7 - -
Financial concerns 404,914 113 - - - 193,626 47.8 - -
Stockbrokers
Margin lending 748,775 209 - 63 - 517,423 69.1 - -
Others - - - - - - - - -
Non-stockbroking companies and
individuals for the purchase of
shares
Margin lending 92,539 26 - - - 56,619 61.2 - -
Others 82,919 23 - - - 81,119 97.8 - -
Professional and private individuals
Loans for the purchase of flats
covered by the guarantees issued
by the Housing Authority under
the Home Ownership Scheme,
Private Sector Participation
Scheme and Tenant Purchase
Scheme 85,162 24 - - - 85,162 100.0 - -
Loans for the purchase of other
residential properties 8,404,095 2,212 - 71 - 8,404,095 100.0 2,352 2,352
Loans for credit card advances 11,778 3 113 148 36 - - 113 95
Loans for other business purposes 23,377 7 - - - 23,377 100.0 - -
Loans for other private purposes 3,955,646 13,139 69,181 199,940 199,249 274,004 6.9 97,373 64,497
Trade finance 1,029,345 288 - 94 183 947,894 92.1 4,734 -
Other loans and advances 93,663 26 - - - 87,237 93.1 - -
Sub-total 26,451,624 19,241 72,823 204,047 200,077 21,793,578 82.4 119,350 72,14(
Loans and advances for use outside
Hong Kong 2,600,298 1,496 8,998 4,953 850 2,441,560 93.9 10,679 10,64:
Total loans and advances (excluding
trade bills and other receivables) 29,051,922 20,737 81,821 209,000 200,927 24,235,138 83.4 130,029 82,78
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

ADVANCES TO CUSTOMERS BY INDUSTRY SECTORS (Continued)

31 December 2014

New Loans and
impairment Percentage advances
allowances Amount of of gross Impaired overdut

Gross Collective Individual charged to impaired loans advances loans  for more
loans and impairment  impairment income  and advances covered by and than thre
advances allowances allowances statement written off Collateral collateral advances months
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 % HK$'000 HK$'000

Loans and advances for use in
Hong Kong
Manufacturing 597,767 244 58 104 78 570,318 954 378 378
Building and construction, property
development and investment
Property development 362,320 142 - - - 340331 939 - -
Property investment 6,230,289 2,443 - 209 - 5,876317 943 3,351 3,351
Civil engineering works 116,439 55 - 624 61€ 26125 224 - -
Electricity and gas 728 - - - - 728 1000 - -
Recreational activities 12,102 5 - 4 - 11,97« 989 - -
Information technology 33,761 13 - 1 - 5,28¢€ 15.7 - -
Wholesale and retail trade 214,461 110 403 489 54 194501 907 1,723 1,723
Transport and transport equipment 4,341,459 1,473 65 284 16& 4,29871z 990 289 22¢
Hotels, boarding houses and catering 115,411 45 - 23 - 9986C 865 - -
Financial concerns 383,092 150 - 31 - 177662 464 - -
Stockbrokers
Margin lending 371,672 146 - 93 - 210,778 56.7 - -
Others 5,000 2 - 2 - - - - -
Non-stockbroking companies and
individuals for the purchase of
shares
Margin lending 93,840 37 - 27 - 5901¢ 62.¢ - -
Others 79,695 31 - - - 7691€ 96.5 - -
Professional and private individuals
Loans for the purchase of flats
covered by the guarantees issued
by the Housing Authority under
the Home Ownership Scheme,
Private Sector Participation
Scheme and Tenant Purchase
Scheme 93,721 37 - - - 93,721 100.( - -
Loans for the purchase of other
residential properties 8,081,223 2,883 - 496 - 8,08122& 1000 3,35¢ 2,352
Loans for credit card advances 12,940 5 - 232 32¢ - - - -
Loans for other business purposes 22,310 9 - 3 - 2231C 1000 - -
Loans for other private purposes 3,865,855 8,937 74,381 395,997 410,571 239, 57 105,78¢< 7053C
Trade finance 1,029,935 404 5,033 2,633 - 78168¢ 75.¢ 10,066 10,066
Other loans and advances 91,882 36 - 2 - 83577 910 - -
Sub-total 26,155,902 17,207 79,940 401,254 411,812 219430, 812 12495C 88624
Loans and advances for use outside
Hong Kong 2,265,984 1,690 4,912 3,340 10294 2,09842¢ 926 10441 10,33
Total loans and advances (excluding
trade bills and other receivables) 28,421,886 18,897 84,852 404,594 4220€  23,32933¢ 82.1 135391 99007

The advances to customers are classified by ingssittors based on the industry in which the
granted loans are used. In those cases where team®t be classified with reasonable certainty,
they are classified according to the known prinicgeivities of the borrowers or by reference te th
assets financed according to the loan documentation
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

NON-BANK MAINLAND CHINA EXPOSURES

The following table illustrates the disclosure reegd to be made in respect of the Group’s

Mainland China exposures to non-bank counterparties

On-balance  Off-balance
sheet sheet
Types of counterparties exposure exposure Total
HK$'million HK$'million HK$'million

As at 30 June 2015
Central government, central government-owned estiind their

subsidiaries and joint ventures (“JVs”) 254 - 254
People’s Republic of China (“PRC") nationals resglin

Mainland China or other entities incorporated iaiMand

China and their subsidiaries and JVs 1,671 185 1,856
PRC nationals residing outside Mainland China dities

incorporated outside Mainland China where theitied

granted for use in Mainland China 20 - 20
Total 1,945 185 2,130
Total assets after provision 42,524
On-balance sheet exposures as percentage of $sttka 4.57%

On-balance  Off-balance
sheet sheet
Types of counterparties exposure exposure Total
HK$'million  HKS$'million HK$'million

As at 31 December 2014
Central government, central government-owned estiind their

subsidiaries and JVs 344 - 344
PRC nationals residing in Mainland China or othities

incorporated in Mainland China and their subsidaand JVs 1,390 201 1,591
PRC nationals residing outside Mainland China ¢ities

incorporated outside Mainland China where theitisd

granted for use in Mainland China 19 - 19
Total 1,753 201 1,954
Total assets after provision 38,987
On-balance sheet exposures as percentage of $stka 4.50%

Note:

The analysis of non-bank Mainland China exposusedisclosed with reference to the BDR and
Completion Instruction for the HKMA Return of Maarid Activities.
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

INTERNATIONAL CLAIMS

The HKMA Return of External Positions — Cross Baor@#aims was replaced by the Return of
International Banking Statistics in 2015.

Due to the changes in computation basis, the iatemmal claims for 2015 are not directly
comparable to the cross-border claims of 2014.

The information of international claims disclosep@sures to foreign counterparties on which the
ultimate risk lies, and is derived according to tbeation of the counterparties after taking into
account any recognised risk transfer. In geneedpgnised risk transfer from one country to
another is recognised if the claims against a @patty are guaranteed by another party in a
different country or if the claims are on an ovassbranch of a bank whose head office is located
in a different country.

The following tables illustrate claims on individueountries or areas taking into account the
recognised risk transfer, amounting to 10% or nodite aggregate international claims.

Non-
Non-bank financial
Official financial private
Banks sector institutions # sector # Total

HK$’'million HK$'million HK$'million HK$’'million HK$  ’million

As at 30 June 2015

1. Developed countries* 2,971 475 - 63 3,509
2. Offshore centres, 1,314 2 58 2,108 3,482
of which

- Hong Kong 572 2 58 1,736 2,368

3. Developing
Asia-Pacific, 3,657 556 93 1,823 6,129

of which
- China 1,658 556 93 1,753 4,060

CROSS-BORDER CLAIMS

Banks
and other Public
financial sector
institutions entities Others Total

HK$'million HK$'million HK$'million HK$ million

As at 31 December 2014

1. Asia-Pacific excluding Hong Kong, 4,981 316 633 5,930
of which
- China 3,004 316 473 3,793
2. Western Europe* 1,266 - 263 1,529

# Non-bank private sector
* There were no exposures to the five “PIIGs” coi@st namely Portugal, Italy, Ireland, Greece andiisp

67



SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

CURRENCY RISK
Foreign currency exposures with a net position tvlsiecnstitutes not less than 10% of the total net
position in all foreign currencies of the Group assfollows:

Net
Spot Spot Forward Forward short Structural
assets liabilities purchases sales position asset

HK$'million HK$'million HK$million HK$million H K$'million HK$'million

As at 30 June 2015

RMB 644 680 - 2 (38) 625
Others 7,074 5,743 1,210 2,545 (4) -
7,718 6,423 1,210 2,547 (42) 625
Net
Spot Spot Forward Forward long/(short) Structural
assets liabilities purchases sales position |asset

HK$'million HK$'million HK$'million HK$'million H K$'million HK$'million

As at 31 December 2014

usb 4,186 3,583 65 587 81 -
RMB 478 582 - - (104) 623
AUD 977 1,083 120 17 3) -
Others 528 954 476 52 2 -

6,169 6,202 661 656 (28) 623
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

LIQUIDITY MAINTENANCE RATIO

With effect from 1 January 2015, the Group was ireguto comply with the liquidity maintenance
ratio requirement pursuant to section 97H of thelay Ordinance and the Banking (Liquidity)
Rules. The former liquidity ratio requirement waparseded after the implementation of liquidity
maintenance ratio in 2015.

Due to the changes in computation basis, the agdigqgdity maintenance ratio shown for 2015 is
not directly comparable to the average liquidityaaf 2014.

For the six months ended
30 June 2015

Consolidated average liquidity maintenance ratio 43.9%

The Group calculates the average liquidity mainteeaatio of each calendar month by reference
to positions of specified days approved by the HKldédrsuant to Rule 48(2) of the Banking
(Liquidity) Rules.

The average liquidity maintenance ratio is compuied consolidated basis using the arithmetic
mean of each calendar month’s average liquiditynteaance ratio as reported in the return
relating to the liquidity position submitted to tH&KMA.

LIQUIDITY RATIO

For the six months ended
30 June 2014

Consolidated average liquidity ratio 48.4%

The average liquidity ratio is computed on a cosdéd basis using the arithmetic mean of each
calendar month’s average liquidity ratio as repbitethe return relating to the liquidity position
submitted to the HKMA.
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BUSINESS PERFORMANCE

For the six months ended 30 June 2015, the Gratgrded a profit after tax of HK$194.8 million,
representing an increase of HK$23.8 million or ¥8.8s compared to the profit after tax of HK$171.0
million for the corresponding period in 2014. Theriease in earnings of the Group for the period
under review was from increase in net interestime@nd higher contribution from fee-based business
operations.

During the period under review, the Group’s totgkrest income increased by HK$38.3 million or
4.9% to HK$821.2 million, and total interest expenacreased by HK$4.1 million or 2.4% to
HK$178.9 million. Consequently, net interest in@nmcreased by HK$34.2 million or 5.6% to
HK$642.4 million in the period under review.

Other operating income from loan transactions, kdiaiking and other businesses of the Group
increased by HK$17.3 million or 17.8% to HK$114.8lion, mainly from higher contribution of the
Group’s stockbroking activities.

The Group’s operating expenses increased by HK$2dllbn or 5.6% to HK$399.6 million mainly
due to the increase in staff costs.

Impairment allowances for loans and advances aceivables increased by HK$6.5 million or 5.5%
to HK$124.3 million. Impaired loans to total loaradio improved by 0.03% to 0.45% as at 30 June
2015 from 0.48% as at 31 December 2014.

The Group’s total loans and advances (includingerhills) grew by HK$624.2 million or 2.2% to
HK$29.09 billion as at 30 June 2015 from HK$28.4#idm as at 31 December 2014. The Group’s
deposits from customers also grew by HK$3.44 billow 10.9% to HK$35.10 billion as at 30 June
2015 from HK$31.66 billion as at 31 December 20ldtal assets of the Group stood at HK$42.51
billion as at 30 June 2015.

By Order of the Board
Tan Sri Dato’ Sri Dr. Teh Hong Piow
Chairman

Hong Kong, 16 July 2015
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