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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 2016

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
2016 2015
(Unaudited) (Unaudited)
Notes HK$'000 HK$'000

Interest income 7 811,840 821,248
Interest expense 7 (148,255) (178,853)
NET INTEREST INCOME 663,585 642,395
Other operating income 8 96,445 114,152
OPERATING INCOME 760,030 756,547
Operating expenses 9 (397,298) (399,611)
Changes in fair value of investment properties (259) 2,782
OPERATING PROFIT BEFORE

IMPAIRMENT ALLOWANCES 362,473 359,718
Impairment allowances

for loans and advances and receivables 10 (122,645) (124,338)
PROFIT BEFORE TAX 239,828 235,380
Tax (41,754) (40,577)
PROFIT FOR THE PERIOD 198,074 194,803
ATTRIBUTABLE TO:
Owners of the Bank 198,074 194,803




CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE | NCOME

For the six months ended

30 June
2016 2015
(Unaudited) (Unaudited)
HK$'000 HK$'000
PROFIT FOR THE PERIOD 198,074 194,803
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 (16,026) (170)
TOTAL COMPREHENSIVE INCOME
FOR THE PERIOD 182,048 194,633
ATTRIBUTABLE TO:
Owners of the Bank 182,048 194,633




CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSIT ION

30 June 31 December

2016 2015
(Unaudited) (Audited)
Notes HK$'000 HK$'000
ASSETS
Cash and short term placements 13 4,906,524 3,927,210
Placements with banks and financial institutionsumag
after one month but not more than twelve months 14 1,497,333 1,018,133
Derivative financial instruments 28 2,605 3,864
Loans and advances and receivables 15 28,739,316 29,290,179
Available-for-sale financial assets 16 6,804 6,804
Held-to-maturity investments 17 5,321,454 5,342,872
Interest in a joint venture 1,892 1,892
Deferred tax assets 23,465 25,771
Intangible assets 19 718 718
Property and equipment 20 77,416 67,346
Land held under finance leases 21 106,285 101,178
Investment properties 22 104,066 63,137
Goodwill 242,342 242,342
Other assets 18 164,330 143,317
TOTAL ASSETS 41,194,550 40,234,763
EQUITY AND LIABILITIES
LIABILITIES
Deposits and balances of banks and
other financial institutions at amortised cost 956,425 984,093
Derivative financial instruments 28 745 588
Customer deposits at amortised cost 23 33,504,203 33,165,823
Certificates of deposit issued at amortised cost 1,072,869 499,977
Current tax payable 47,639 22,654
Deferred tax liabilities 8,038 7,420
Other liabilities 18 302,721 335,538
TOTAL LIABILITIES 35,892,640 35,016,093
EQUITY ATTRIBUTABLE TO OWNERS
OF THE BANK
Share capital 24 2,854,045 2,854,045
Reserves 25 2,447,865 2,364,625
TOTAL EQUITY 5,301,910 5,218,670
TOTAL EQUITY AND LIABILITIES 41,194,550 40,234,763




CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUI TY

For the six months ended

30 June

2016 2015
(Unaudited) (Unaudited)

Note HK$'000 HK$'000

TOTAL EQUITY

Balance at the beginning of the period 5,218,670 5,033,804
Profit for the period 198,074 194,803
Other comprehensive income in translation reserve (16,026) (170)
Total comprehensive income for the period 182,048 194,633
Dividends paid in respect of previous year 12(b) (98,808) (89,992)
Balance at the end of the period 5,301,910 5,138,445




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the six months ended

30 June
2016 2015
(Unaudited) (Unaudited)
Notes HK$'000 HK$'000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax 239,828 235,380
Adjustments for:
Dividend income from listed investments 8 (39) (28)
Dividend income from unlisted investments 8 (700) (800)
Depreciation of property and equipment and
land held under finance leases 9 10,653 10,211
Decrease/(increase) in fair value of
investment properties 259 (2,782)
Decrease in Impairment allowances for loarts an
advances and receivables (3,902) (491)
Net losses on disposal of property and equipme 7 20
Exchange differences (16,197) (192)
Profits tax paid (13,845) (15,936)
Operating profit before changes in operating asseads
liabilities 216,064 225,382
Decrease/(increase) in operating assets:
Decrease/(increase) in placements with banéts an
financial institutions 25,168 (638,725)
Decrease in derivative financial instruments 1,259 379
Decrease/(increase) in loans and advances
and receivables 554,936 (622,316)
Increase in held-to-maturity investments (72,850)  (758,938)
Increase in other assets (21,013) (50,022)
487,500 (2,069,622)
Increase in operating liabilities:
(Decrease)/increase in deposits and balandesnids
and other financial institutions at amortisedtco (27,668) 554
Increase in customer deposits at amortised cost 338,380 3,444,876
Increase/(decrease) in certificates of depssited at
amortised cost 572,892 (166,015)
Increase in derivative financial instruments 157 1,660
(Decrease)/increase in other liabilities (32,817) 131,191
850,944 3,412,266
Net cash inflow from operating activities 1,554,508 1,568,026




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the six months ended

30 June
2016 2015
(Unaudited) (Unaudited)
Notes HK$’000 HK$'000
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment 20 (18,285) (7,563)
Exchange differences (9) 3
Purchases of investment properties 22 (48,731) -
Sales proceeds from disposal of property and eggripm - 25
Dividends received from listed investments 39 28
Dividends received from unlisted investments 700 800
Net cash outflow from investing activities (66,286) (6,707)
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid on shares (98,808) (89,992)
Net cash outflow from financing activities (98,808) (89,992)
NET INCREASE IN CASH AND
CASH EQUIVALENTS 1,389,414 1,471,327
CASH AND CASH EQUIVALENTS
AT THE BEGINNING OF THE PERIOD 4,226,308 4,615,182
CASH AND CASH EQUIVALENTS
AT THE END OF THE PERIOD 5,615,722 6,086,509
ANALYSIS OF BALANCES OF CASH AND
CASH EQUIVALENTS
Cash and short term placements repayable on demand 13 1,078,203 1,088,485
Money at call and short notice with an original ordy
within three months 13 3,828,321 4,468,518
Placements with banks and financial institutionthwi
an original maturity within three months 709,198 438,423
Held-to-maturity investments with an original mattyr
within three months - 91,083
5,615,722 6,086,509




NOTES TO INTERIM FINANCIAL STATEMENTS

1.

CORPORATE AND GROUP INFORMATION

The Bank is a limited liability company and its istgred office is located at 2/F, Public Bank

Centre, 120 Des Voeux Road Central, Central, Hongg< During the period, the Group’s

principal activities were the provision of a contprasive range of commercial and retail
banking, financial and related services.

The Bank is a wholly-owned subsidiary of Public &inial Holdings Limited. In the opinion
of the Directors, the ultimate holding company loé Bank is Public Bank Berhad, which is

incorporated in Malaysia.

Particulars of the Bank’s subsidiaries, which areorporated and operate in Hong Kong, are

as follows
Percentage
of equity
Issued attributable
ordinary to the Bank Principal
Name share capital Direct Indirect activities
HK$ % %

Public Financial Securities Limited 48,000,000 100 - Securities
brokerage

Public Bank (Nominees) Limited 100,000 100 - Provision of
nominee services

Public Credit Limited 5,000,000 100 - Dormant
Public Futures Limited 2 100 - Dormant
Public Pacific Securities Limited 12,000,000 100 - Dormant
Public Finance Limited 671,038,000 100 - Deposit-taking and

financing

Public Financial Limited 10,100,000 - 100 Investment

holding

Public Securities Limited 10,000,000 - 100 Securities
brokerage

Public Securities (Nominees) Limited 10,000 - 100 Provision of

nominee services



NOTES TO INTERIM FINANCIAL STATEMENTS

2.

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 2015 Annual
Report.

The interim financial statements have been prepareatcordance with the same accounting
policies adopted in the Group’s 2015 Annual Repexgept for the changes in accounting
policies as set out in note 5 below.

BASIS OF CONSOLIDATION
The interim condensed consolidated financial statéminclude the interim financial statements
of the Bank and its subsidiaries for the periodeeh80 June 2016.

A subsidiary is an entity (including a structuredity), directly or indirectly, controlled by the
Bank. Control is achieved when the Group is exppee has rights, to variable returns from its
involvement with the investee and has the abitityatfect those returns through its power over
the investee (i.e. existing rights that give theo@r the current ability to direct the relevant
activities of the investee).

When the Bank has, directly or indirectly, lessntl@amajority of the voting or similar rights of
an investee, the Group considers all relevant factscircumstances in assessing whether it has
power over an investee, including:

0] the contractual arrangement with the othdevwlders of the investee;
(i)  rights arising from other contractual arrangents; and
(i)  the Group’s voting rights and potentiaiting rights.

The interim financial statements of the subsid&eaees prepared for the same reporting period as
the Bank, using consistent accounting policies. fEselts of subsidiaries are consolidated from
the date on which the Group obtains control, andticoe to be consolidated until the date that
such control ceases.

Profit or loss and each component of other comprake 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 Imeesnof 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 #lezeents of control described above. A change
in the ownership interest of a subsidiary, withaubss of control, is accounted for as an equity
transaction.



NOTES TO INTERIM FINANCIAL STATEMENTS

3. BASIS OF CONSOLIDATION (Continued)

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 recordeddqnity; 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.

The subsidiaries consolidated for accounting pwe@se as follows:

30 June 2016 31 December 2015
Total assets  Total equity Total assets  Total equity

Name (Unaudited) (Unaudited) (Audited) (Audited) Principal activities

HK$ HK$ HK$ HK$
Public Financial Securities Limited 88,328,410 47,894,453 79,359,669 47,894,134 Securities brokerage
Public Bank (Nominees) Limited 100,000 100,000 100,000 100,000 Provision of nominee services
Public Credit Limited 2,471,985 2,471,985 2,471,985 2,471,985 Dormant
Public Futures Limited 1 1 1 1 Dormant
Public Pacific Securities Limited 4,724,546 4,724,546 4,625,458 4,625,458 Dormant
Public Finance Limited* 6,397,156,821 1,433,589,602 6,310,743,549 1,444,553,306 Deposittaking and financing
Public Financial Limited 10,101,371 10,101,371 10,101,371 10,101,371 Investment holding
Public Securities Limited 176,827,695 150,094,116 168,435,297 148,796,008 Securities brokerage
Public Securities (Nominees) Limited 1,125,066 1,110,914 1,108,963 1,093,561 Provision of nominee services

* The financial entity specified by the HKMA to forthe basis of consolidation for regulatory repagtpurpose in
respect of common equity tier 1 (“CET1") capitdioatier 1 capital ratio, total capital ratio, ¢&gb conservation
buffer (“CCB”) ratio, countercyclical capital buff¢‘CCyB”) ratio, leverage ratio and liquidity maanance ratio.
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NOTES TO INTERIM FINANCIAL STATEMENTS

4.

BASIS OF CAPITAL DISCLOSURES

The Group has complied with the capieduirements during the interim reporting period
related to capital base and the capital adequday 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 capis#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 Limited (“Public Finance”) for regulatomporting purpose.

There are no major restrictions or impedimentgshen 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(iF@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 CE&pital and is included in the capital base
pursuant to the HKMA capital requirements.

The Group has adopted the provisions of the Ban{@mgendment) Ordinance 2012 relating to
the Basel Il capital standards and the amendediBgr(Capital) Rules (the “Capital Rules”).
The Capital Rules outline the general requirementsegulatory capital adequacy ratios, the
components of eligible regulatory capital as welltlae levels of those ratios at which banking
institutions are required to operate. The CapitalleR have been developed based on
internationally-agreed standards on capital adeqpacmulgated by the Basel Committee on
Banking Supervision. Under the Capital Rules, thaeimum capital ratio requirements are
progressively increased during the period fromruday 2013 to 1 January 2019, and include a
phased introduction of a new CCB ratio of 2.5% rtlk@rmore, the leverage ratio that forms part
of Basel Il implementation is under parallel rumitJanuary 2017 and relevant information has
been submitted by the Bank and Public Finance #&gulatory monitoring since 2014
Additional capital requirements, including a new yBCratio ranging from 0% to 2.5%, have
been implemented since 1 January 2016. The CQy®rexquirement for 2016 is 0.625%.
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NOTES TO INTERIM FINANCIAL STATEMENTS

5.

ACCOUNTING POLICIES

Changes in accounting policies and disclosures

The Hong Kong Institute of Certified Public Accoants (the “HKICPA”) has issued a number
of revised Hong Kong Financial Reporting Stand4fe&FRSs”), which are generally effective
for accounting periods beginning on or after 1 d3apw016. The Group has adopted the
following revised standards for the first time the current period’s interim financial statements.

« Amendments to HKFRS 10 and Sale or Contribution of Assets between an
HKAS 28 (2011) Investor and its Associate or Joint \enture
« Amendments to HKFRS 10, Investment Entities: Applying the
HKFRS 12 and HKAS 28 (2011) Consolidation Exception
« Amendments to HKFRS 11 Accounting for Acquisitions of Interestsin
Joint Operations
« Amendments to HKAS 1 Disclosure Initiative

« Amendments to HKAS 16 and HKAS 38 Clarification of Acceptable Methods of
Depreciation and Amortisation
« Amendments to HKAS 16 and HKAS 41 Agriculture: Bearer Plants
« Amendments to HKAS 27 (2011) Equity Method in Separate Financial
Satements
« Annual Improvements 2012-2014 Cycle Amendments to a number of HKFRSs

Amendments to HKFRS 10 and HKAS 28 (2011) addrassingonsistency between the
requirements in HKFRS 10 and in HKAS 28 (2011) ealthg with the sale or contribution of
assets between an investor and its associate rdryenture. 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 businéss. a transaction involving assets that do not
constitute a business, a gain or loss resulting filwe 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 applied prospectarelydo not have any material impact on the
Group.

The narrow-scope amendments to HKFRS 10, HKFRS ri®2 HKAS 28 (2011) introduce
clarifications to the requirements when accountorgnvestment entities. The amendments also
provide relief in particular circumstances, whichl weduce the cost of applying the standards.
The amendments do not have any impact to the Group.

Amendments to HKFRS 11 require that an acquirearofnterest in a joint operation in which
the activity of the joint operation constitutes asimess must apply the relevant principles for
business combinations in HKFRS 3. The amendmésdsctarify that a previously held interest
in a joint operation is not re-measured on the mtgpn of an additional interest in the same
joint operation while joint control is retainedn &ddition, a scope exclusion has been added to
HKFRS 11 to specify that the amendments do notyapplen the parties sharing joint control,
including the reporting entity, are under commontoa of the same ultimate controlling party.
The amendments apply to both the acquisition ofitit@l interest in a joint operation and the
acquisition of any additional interests in the sgomet operation. The amendments do not have
any impact to the Group as there was no interegtigat in a joint operation during the period.

12



NOTES TO INTERIM FINANCIAL STATEMENTS

5.

ACCOUNTING POLICIES (Continued)

Changes in accounting policies and disclosuré€ontinued)
Amendments to HKAS 1 include narrow-focus improvetsen respect of the presentation and
disclosure in financial statements. The amendnmdatsgy:

(i) the materiality requirements in HKAS 1,

(i) that specific line items in the income staterhand the statement of financial position may
be disaggregated;

(iif) that entities have flexibility as to the omden which they present the notes to financial
statements; and

(iv) that the share of OCI of associates and jeamttures accounted for using the equity method
must be presented in aggregate as a single lime #ed classified between those items that
will or will not be subsequently reclassified tafit or loss.

Furthermore, the amendments clarify the requiresérdat apply when additional subtotals are
presented in the statement of financial positioth #a@ income statement. These amendments do
not have any impact on the Group.

Amendments to HKAS 16 and HKAS 38 clarify the piple 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 methamicha used to depreciate property, plant and
equipment and may only be used in very limitedwitstances to amortise intangible assets.
These amendments do not have any impact to thepGymen that the Group has not used a
revenue-based method to depreciate its assets.

The financial information relating to the year edd1 December 2015 that is included in the
2016 interim financial statements as comparatiferimation does not constitute the Bank's
statutory annual consolidated financial statemdatsthat year but is derived from those

financial statements. Further information relatinghese statutory financial statements required
to be disclosed in accordance with section 43G®fGompanies Ordinance is as follows:

The Bank has delivered the audited financial statémfor the year ended 31 December 2015 to
the Registrar of Companies as required by sect&#(3 of, and Part 3 of Schedule 6 to, the
Companies Ordinance. The Bank's external auditave reported on those financial statements.
The Independent Auditors' Report was unqualified;ribt include a reference to any matters to
which the auditors drew attention by way of emphasgithout qualifying their report; and did
not contain a statement under sections 406(2), 2 ®f((3) of the Companies Ordinance.

13



NOTES TO INTERIM FINANCIAL STATEMENTS

5.

ACCOUNTING POLICIES (Continued)

Issued but not yet effective HKFRSs

The Group has not applied the following new andsey HKFRSSs, that have been issued but are
not yet effective, in these interim financial stagnts.

« HKFRS9 Financial Instruments!
« HKFRS 15 Revenue from Contracts with Customers'
« HKFRS 16 Leases

Effective for annual periods beginning on or aftetanuary 2018
Effective for annual periods beginning on or aftetanuary 2019

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

In September 2014, the HKICPA issued the final iverof HKFRS 9, bringing together all
phases of the financial instruments project toaeplHKAS 39 and all previous versions of
HKFRS 9. The standard introduces new requiremémtsclassification and measurement,
impairment and hedge accounting. The Group exgedsopt HKFRS 9 from 1 January 2018.
The Group is currently assessing the impact ofstaadard upon adoption and expects that the
adoption of HKFRS 9 will have an impact on the sifisation and measurement of the Group’s
financial assets.

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

customers. Under HKFRS 15, revenue is recognisad amount that reflects the consideration
to which an entity expects to be entitled in exg®affor transferring goods or services to a
customer. The principles in HKFRS 15 provide a enstructured approach for measuring and
recognising revenue. The standard also introduwedsnsive qualitative and quantitative

disclosure requirements, including disaggregatioh total revenue, information about

performance obligations, changes in contract aaset liability account balances between
periods and key judgements and estimates. Thela@rwill supersede all current revenue
recognition requirements under HKFRSs. In Septeni@l5, the HKICPA issued an

amendment to HKFRS 15 regarding a one-year defefradhe mandatory effective date of

HKFRS 15 to 1 January 2018. The Group expectsoptaHKFRS 15 on 1 January 2018 and is
currently assessing the impact of HKFRS 15 uporptolo.

HKFRS 16 sets out the principles for the recognitimeasurement, presentation and disclosure
of leases. For lessee accounting, the standambintes a single lessee accounting model and
requires a lessee to recognise assets and liebifior all leases with a term of more than 12
months, unless the underlying asset is of low validessee is required to recognise a right-of-
use asset representing its right to use the undgrlgased asset and a lease liability representing
its obligation to make lease payments. For leasopunting, the standard substantially carries
forward the lessor accounting requirements in HKS Accordingly, a lessor continues to
classify its lease as operating leases or finarasels, and to account for these two types of
leases differently. The Group expects to adopt REFA6 on 1 January 2019 and is currently
assessing the impact of HKFRS 16 upon adoption.

14



NOTES TO INTERIM FINANCIAL STATEMENTS

6.

SEGMENT INFORMATION

Operating segment information

In accordance with the Group’s internal financeparting, 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 amdhricing 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 aniies) securities dealing and receipt of
commission income and the provision of authorisezhlth management products and
services; and

. other businesses segment comprise mainly thedatfimvestment properties.

15



NOTES TO INTERIM FINANCIAL STATEMENTS

6.

SEGMENT INFORMATION (Continued)

Operating segment information (Continued)

The following table discloses the revenue andiphofformation for operating segments for the
six months ended 30 June 2016 and 2015.

Wealth management

Retail and commercial services, stockbroking
banking businesses and securities management OtHausinesses Total
For the six months ended 30 JuneFor the six months ended 30 JuneFor the six months ended 30 JuneFor the six months ended 30 June
2016 2015 2016 2015 2016 2015 2016 2015
(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 663,581 642,388 4 7 - - 663,585 642,395
Other operating income:
Fees and commission income 72,112 74,027 14,126 28,893 - - 86,238 102,920
Others 5,747 7,156 7 (56) 4,453 4,132 10,207 11,232
Operating income 741,440 723,571 14,137 28,844 4,453 4,132 760,030 756,547
Profit before tax 233,075 216,567 3,444 12,878 3,309 5,935 239,828 235,380
Tax (41,754) (40,577)
Profit for the period 198,074 194,803
Other segment information
Depreciation of property and
equipment and land held under
finance leases (10,653) (10,211) - - - - (10,653) (10,211)
Changes in fair value of
investment properties - - - - (259) 2,782 (259) 2,782
Impairment allowances
for loans and advances
and receivables (122,645) (124,338) - - - - (122,645) (124,338)
Net losses on disposal of
property and equipment @ (20) - - - - ()] (20)
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NOTES TO INTERIM FINANCIAL STATEMENTS

6. SEGMENT INFORMATION (Continued)
Operating segment information (Continued)
The following table discloses certain assets amathiliies information regarding operating
segments as at 30 June 2016 and 31 December 2015.

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
2016 2015 2016 2015 2016 2015 2016 2015
(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 40,522,355 39,576,851 299,712 324,052 104,066 63,137 40,926,133 39,964,040
Intangible assets - - 718 718 - - 718 718
Goodwill 242,342 242,342 - - 242,342 242,342
Segment assets 40,764,697 39,819,193 300,430 324,770 104,066 63,137 41,169,193 40,207,100
Unallocated assets:
Interests in a joint venture 1,892 1,892
Deferred tax assets
and tax recoverable 23,465 25,771
Total assets 41,194,550 40,234,763
Segment liabilities 35,740,800 34,864,080 92,511 118,515 3,652 3,424 35,836,963 34,986,019
Unallocated liabilities:
Deferred tax liabilities
and tax payable 55,677 30,074
Total liabilities 35,892,640 35,016,093
Other segment information
Additions to non-current assets
— capital expenditure 67,016 17,137 - - - - 67,016 17,137
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NOTES TO INTERIM FINANCIAL STATEMENTS

6.

SEGMENT INFORMATION (Continued)

Geographical information

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

The following table discloses the segment revent@mation for geographical segments for
the six months ended 30 June 2016 and 2015.

For the six months ended

30 June
2016 2015
(Unaudited)  (Unaudited)
HK$'000 HK$'000

Segment revenue from external customers:

Hong Kong 721,551 716,204
Mainland China 38,479 40,343
760,030 756,547

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

The following table discloses the non-current asgs&brmation for geographical segments
as at 30 June 2016 and 31 December 2015.

30 June 31 December

2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000

Non-current assets:
Hong Kong 515,539 458,688
Mainland China 17,180 17,925
532,719 476,613

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 commontrol 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

7. INTEREST INCOME AND EXPENSE

For the six months ended

30 June
2016 2015
(Unaudited) (Unaudited)
HK$'000 HK$'000

Interest income from:
Loans and advances and receivables
Short term placements and placements with banks
Held-to-maturity investments

Interest expense on:
Deposits from banks and financial institutions
Deposits from customers
Bank loans

754,719 147,774

29,675 38,204
27,446 35,270
811,840 821,248
8,019 2,066
140,189 176,721
47 66
148,255 178,853

Interest income and interest expense for the simthsoended 30 June 2016, 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$811,840,000 and
HK$148,255,000 (2015: HK$821,248,000 and HK$178,883) respectively. Interest
income on the impaired loans and advances forixnmanths ended 30 June 2016 amounted

to HK$2,802,000 (2015: HK$1,947,000).
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NOTES TO INTERIM FINANCIAL STATEMENTS

8. OTHER OPERATING INCOME

For the six months ended

30 June
2016 2015
(Unaudited) (Unaudited)
HK$'000 HK$'000
Fees and commission income:
Retail and commercial banking 72,818 74,677
Wealth management services,
stockbroking and securities management 14,126 28,893
86,944 103,570
Less: Fees and commission expenses (706) (650)
Net fees and commission income 86,238 102,920
Gross rental income 4,481 4,153
Less: Direct operating expenses (28) (21)
Net rental income 4,453 4,132
Gains less losses arising from dealing in
foreign currencies 2,481 11,510
Net gains/(losses) on derivative financial instraise 1,860 (5,863
4,341 5,647
Dividend income from listed investments 39 28
Dividend income from unlisted investments 700 800
Net losses on disposal of property and equipment (7 (20)
Others 681 645
96,445 114,152

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 assets and finaniahllities designated at fair value through

profit or loss for the six months ended 30 June62éxid 2015.

All fees and commission income and expenses aaterklto 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

9. OPERATING EXPENSES

For the six months ended

30 June
2016 2015
(Unaudited) (Unaudited)
HK$'000 HK$'000
Staff costs:
Salaries and other staff costs 228,226 228,505
Pension contributions 10,372 10,583
Less: Forfeited contributions (10) -
Net contribution to retirement benefit schemes 10,362 10,583
238,588 239,088
Other operating expenses:
Operating lease rentals on leasehold buildings 31,587 30,932
Depreciation of property and equipment and
land held under finance leases 10,653 10,211
Administrative and general expenses 34,433 34,385
Others 82,037 84,995
Operating expenses before changes in fair value
of investment properties 397,298 399,611

At 30 June 2016 and 2015, the Group had no matenitdited contributions available to
reduce its contributions to the pension schemesiture years. The credits for the period
ended 30 June 2016 arose in respect of staff whtheeschemes during the period.
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NOTES TO INTERIM FINANCIAL STATEMENTS

10. IMPAIRMENT ALLOWANCES
For the six months ended

30 June
2016 2015
(Unaudited)  (Unaudited)
HK$'000 HK$'000
Net charge for/(write-back of) impairment lossed an
allowances:
- loans and advances 122,684 123,660
- trade bills, accrued interest and receivables (39) 678
122,645 124,338
Net charge for/(write-back of) impairment lossed an
allowances:
- individually assessed 123,877 122,455
- collectively assessed (1,232) 1,883
122,645 124,338
Of which:
- new impairment losses and allowances
(including any amount directly written off
during the period) 192,924 209,809
- releases and recoveries (70,279) (85,471)
Net charge to the consolidated income statement 122,645 124,338

There were no impairment allowances for foiahassets other than loans and advances and
receivables for the six months ended 30 June 20d&815.
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NOTES TO INTERIM FINANCIAL STATEMENTS

11.

TAX

For the six months ended
30 June
2016 2015
(Unaudited)  (Unaudited)
HK$'000 HK$'000

Current tax charge :
Hong Kong
Overseas

Deferred tax charge, net

33,820 33,954
5,010 6,145
2,924 478

41,754 40,577

Hong Kong profits tax has been provided at the 0&ts6.5% (2015: 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 legislationrpné¢ations and practices in respect thereof.

A reconciliation of the tax expense applicable tofip before tax using the statutory tax rates
for the jurisdictions in which the Bank, its subaries and a joint venture are domiciled to
the tax expense at the effective tax rates, anecanciliation of the applicable rates (i.e.
statutory tax rates) to the effective tax rates,aa follows:

For the six months ended 30 June 2016
(Unaudited)
Hong Kong Mainland China Total

HK$000 % HK$000 %  HK$000 %

Profit before tax

Tax at the applicable
tax rate

Estimated tax effect of
net expenses are not
deductible

Estimated tax losses from
previous periods utilised

Tax charge at the Group’s
effective rate

215,203 24,625 239,828

35,509 16.5 6,156 25.0 41,665 17.4

90 - 15 0.1 105 -

(16) - - (16) -

35,583 16.5 6,171 25.1 41,754 17.4
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NOTES TO INTERIM FINANCIAL STATEMENTS

11. TAX(Continued)
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 17.4
Estimated tax effect of

net (income)/expenses

that is/are not

(taxable)/deductible (410 (0.2) 19 0.1 (391 (0.2)
Estimated tax losses from
previous periods utilised D - - - D -

Tax charge at the Group’s
effective rate 34,28916.3 6,288 25.1 40,577 17.2

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

For the six months ended 30 June

2016 2015 2016 2015
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$ per HK$ per

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

Interim dividend 6.639 6.324 98,363 93,696

The interim dividend was declared after the intgpeniod and has not been recognised as
a liability at the end of the interim period.
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NOTES TO INTERIM FINANCIAL STATEMENTS

12.

13.

14.

DIVIDENDS (Continued)
(b) Dividends attributable to the previous financid year, approved and paid during
the interim period

For the six months ended 30 June

2016 2015 2016 2015
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$ per HK$ per

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

Final dividend in
respect of the
previous year 6.669 6.074 98,808 89,992

CASH AND SHORT TERM PLACEMENTS
30 June 31 December

2016 2015

(Unaudited) (Audited)

HK$'000 HK$'000

Cash on hand 143,070 158,304
Placements with banks and financial institutions 935,133 868,860
Money at call and short notice 3,828,321 2,900,046

4,906,524 3,927,210

Over 90% (2015: over 90%) of the placements wepmosited 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 placementsbariks and financial institutions and
no impairment allowances for such placements aaogisd

PLACEMENTS WITH BANKS AND FINANCIAL INSTITUT IONS MATURING
AFTER ONE MONTH BUT NOT MORE THAN TWELVE MONTHS
30 June 31 December

2016 2015

(Unaudited) (Audited)

HK$'000 HK$'000

Placements with banks and financial institutions 1,497,333 1,018,133

Over 90% (2015: 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

15. LOANS AND ADVANCES AND RECEIVABLES
30 June 31 December

2016 2015

(Unaudited) (Audited)

HK$'000 HK$'000

Loans and advances to customers 28,751,507 29,264,683
Trade bills 27,343 64,552
Loans and advances, and trade bills 28,778,850 29,329,235
Accrued interest 72,760 77,277
28,851,610 29,406,512

Other receivables 901 935
Gross loans and advances and receivables 28,852,511 29,407,447

Less: Impairment allowances for loans and advances
and receivables

- individually assessed (98,712) (101,543)

- collectively assessed (14,483) (15,725)
(113,195) (117,268)

Loans and advances and receivables 28,739,316 29,290,179

Over 90% (2015: over 90%) of the loans and advarces receivables were unrated
exposures. Over 90% (2015: 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

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

30 June 31 December

2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000

Neither past due nor impaired loans and advanags an
28,243,923 28,852,447

receivables
Past due but not impaired loans and advances and

receivables 445,578 384,841
Individually impaired loans and advances 160,094 167,393
Individually impaired receivables 2,916 2,766
Gross loans and advances and receivables 28,852,511 29,407,447

About 68% (2015: 66%) 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

15. LOANS AND ADVANCES AND RECEIVABLES (Continued)
(@) (i) Ageing analysis of overdue and ppaired loans and advances

30 June 2016 31 December 2015
(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 88,834 0.31 83,420 0.28
One year or less but
over six months 4,901 0.01 14,168 0.05
Over one year 10,979 0.04 11,050 0.04
Loans and advances
overdue for more
than three months 104,714 0.36 108,638 0.37
Rescheduled loans and
advances overdue
for three months or less 22,594 0.08 35,162 0.12
Impaired loans and
advances overdue
for three months or less 32,786 0.12 23,593 0.08
Total overdue and
impaired loans and
advances 160,094 0.56 167,393 0.57
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NOTES TO INTERIM FINANCIAL STATEMENTS

15. 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

2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000
Trade bills, accrued interest
and other receivables overdue for:
Six months or less but
over three months 425 251
One year or less but
over six months 167 384
Over one year 2,153 1,972
Trade bills, accrued interest
and other receivables overdue
for more than three months 2,745 2,607
Impaired trade bills, accrued interest
and other receivables overdue
for three months or less 171 159
Total overdue and impaired
trade bills, accrued interest
and other receivables 2,916 2,766

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

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

30 June 2016 31 December 2015
(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 94,827 12,632 107,459 98,497 12,748 111,245

Individual impairment
allowances 62,533 11,506 74,039 69,128 11,457 80,585

Current market value and fair
value of collateral 34,966 41,782

(i) Analysis of impaired loans and advances and czivables

Impaired loans and advances
and receivables 149,539 13,471 163,010 157,303 12,856 170,159

Individual impairment
allowances 87,206 11,506 98,712 89,978 11,565 101,543

Current market value and fair
value of collateral 104,806 100,854

Over 90% (2015: over 90%) of the Group’s gross $oamd advances and receivables
were derived from operations carried out in Hongnéo Accordingly, no
geographical segment information of gross loans aiwhnces and receivables is
presented herein
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NOTES TO INTERIM FINANCIAL STATEMENTS

15. 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

2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000

Current market value and fair value of collateral

held against the covered portion of

overdue loans and advances 34,966 41,782
Covered portion of overdue loans and advances 17,975 22,053
Uncovered portion of overdue loans and advances 86,739 86,585

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 readdyable 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 Aazlbove

- Unrated public sector enterprises

- Banks with a grading of Baa2 or above

- Unrated corporations

- Individual shareholders and directors of cogte customers

(d) Repossessed assets

At 30 June 2016, the total value of repossessedisasd the Group amounted to
HK$22,680,000 (31 December 2015: Nil).
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NOTES TO INTERIM FINANCIAL STATEMENTS

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

30 June 2016 31 December 2015
(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 444 151 1.54 383,544 1.31
Trade bills, accrued
interest and other
receivables overdue for
three months or less 1,427 1,297

32



NOTES TO INTERIM FINANCIAL STATEMENTS

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

receivables
30 June 2016
(Unaudited)
Individual Collective
impairment  impairment
allowances allowances Total
HK$'000 HK$'000 HK$'000
At 1 January 2016 101,543 15,725 117,268
Amounts written off (194,047) - (194,047)

Impairment losses and allowances
charged to the consolidated
income statement 192,869 55 192,924

Impairment losses and allowances
released to the consolidated

income statement (68,992) (1,287) (70,279
Net charge/(release) of impairment
losses and allowances 123,877 (1,232) 122,645
Loans and advances and receivables
recovered 67,500 - 67,500
Exchange difference (161) (10) (171)
At 30 June 2016 08,712 14,483 113,195
Deducted from:
Loans and advances 96,356 14,345 110,701
Trade bills, accrued interest and
other receivables 2,356 138 2,494
98,712 14,483 113,195
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NOTES TO INTERIM FINANCIAL STATEMENTS

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

31 December 2015

(Audited)
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 (391,515) - (391,515)

Impairment losses and allowances
charged to the consolidated
income statement 414,376 311 414,687

Impairment losses and allowances
released to the consolidated

income statement (154,469) (3,493) (157,962)
Net charge/(release) of impairment
losses and allowances 259,907 (3,182) 256,725
Loans and advances and receivables
recovered 148,005 - 148,005
Exchange difference (599) (16) (615)
At 31 December 2015 101,543 15,725 117,268
Deducted from:
Loans and advances 99,236 15,499 114,735
Trade bills, accrued interest and
other receivables 2,307 226 2,533
101,543 15,725 117,268
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NOTES TO INTERIM FINANCIAL STATEMENTS

15. LOANS AND ADVANCES AND RECEIVABLES (Continued)

(g) Finance lease receivables

Included in loans and advances and receivables reegivables in respect of assets
leased under finance leases as set out below:

30 June 2016 31 December 2015
(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 375,230 281,310 354,284 268,568
In the second to
fifth years, inclusive 1,099,127 797,087 1,022,499 749,935
Over five years 3,742,582 3,117,402 3,425,481 2,862,167
5,216,939 4,195,799 4,802,264 3,880,670
Less: Unearned finance
income (1,021,140) (921,594)
Present value of
minimum lease
payments receivable 4,195,799 3,880,670

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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NOTES TO INTERIM FINANCIAL STATEMENTS
16. AVAILABLE-FOR-SALE FINANCIAL ASSETS

30 June 31 December
2016 2015
(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

17. HELD-TO-MATURITY INVESTMENTS

30 June 31 Decembe
2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000
Certificates of deposit held 2,241,147 2,816,789
Treasury bills and government bonds
(including Exchange Fund Bills) 1,739,917 1,767,836
Other debt securities 1,340,390 758,247
5,321,454 5,342,872
Listed or unlisted:
- Listed in Hong Kong 1,528,361 1,557,815
- Listed outside Hong Kong 72,826 58,025
- Unlisted 3,720,267 3,727,032
5,321,454 5,342,872
Analysed by types of issuers:
- Central governments 1,739,917 1,767,836
- Banks and other financial institutions 3,581,537 3,575,036
5,321,454 5,342,872

There were no impairment allowances made agairidttbematurity investments as at 30
June 2016 and 31 December 2015. There were no namierm impairment allowances for
the period ended 30 June 2016 and for the yeadestd®ecember 2015.

There were neither impaired nor overdue held-todnitgt investments as at 30 June 2016
and 31 December 2015.

All exposures attributed to the held-to-maturityestments were rated with a grading of A3
or above based on the credit rating of an extemralit agency, Moody'’s, as at 30 June 2016
and 31 December 2015.
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18. OTHER ASSETS AND OTHER LIABILITIES
Other assets

30 June 31 December
2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000

Interest receivables from financial institutions 12,244 16,638
Other debtors, deposits and prepayments 127,709 104,755

Net amount of accounts receivable from Hong Kong
Securities Clearing Company Limited (“HKSCC”) 24,377 21,924
164,330 143,317

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

Other liabilities

30 June 31 December
2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000

Interest payable 70,819 92,262
Creditors, accruals and other payables 230,131 243,276
Net amount of accounts payable to HKSCC 1,771 -

302,721 335,538
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19. INTANGIBLE ASSETS

30 June 31 December
2016 2015
(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(2015: five units) of Stock Exchange
Trading Right and one unit (2015: one unit) of FatuExchange Trading Right in Hong

Kong Exchanges and Clearing Limited.
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20. PROPERTY AND EQUIPMENT

NOTES TO INTERIM FINANCIAL STATEMENTS

Leasehold

improvement,

furniture,
fixtures,

equipment and

Buildings motor vehicles Total
(Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000
Cost:
At 1 January 2016 17,745 223,663 241,408
Transfer from investment
properties 698 - 698
Additions - 18,285 18,285
Disposals/write-off - (1,848) (1,848)
At 30 June 2016 18,443 240,100 258,543
Accumulated depreciation:
At 1 January 2016 6,475 167,587 174,062
Provided during the period 206 8,709 8,915
Disposals/write-off - (1,841) (1,841)
Exchange difference (9) - (9)
At 30 June 2016 6,672 174,455 181,127
Net carrying amount:
At 30 June 2016 11,771 65,645 77,416
At 31 December 2015 (Audited) 11,270 56,076 67,346
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20. 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 2015 17,745 209,725 227,470
Additions - 17,137 17,137
Disposals/write-off - (3,199) (3,199)
At 31 December 2015 17,745 223,663 241,408
Accumulated depreciation:
At 1 January 2015 6,086 153,975 160,061
Provided during the year 453 16,757 17,210
Disposals/write-off - (3,145) (3,145)
Exchange difference (64) - (64)
At 31 December 2015 6,475 167,587 174,062
Net carrying amount:
At 31 December 2015 11,270 56,076 67,346
At 31 December 2014 11,659 55,750 67,409

There were no impairment allowances made agairestathove items of property and
equipment as at 30 June 2016 and 31 December 201ere were no movements in
impairment allowances for the period ended 30 JR0&6 and for the year ended 31
December 2015.
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21. LAND HELD UNDER FINANCE LEASES

HK$'000

Cost:

At 1 January 2015, 31 December 2015 and 1 Jandry @udited) 143,621

Transfer from investment properties 6,845

At 30 June 2016 (Unaudited) 150,466
Accumulated depreciation and impairment:

At 1 January 2015 39,000

Depreciation provided during the year 3,443

At 31 December 2015 and 1 January 2016 (Audited) 42,443

Depreciation provided during the period 1,738

At 30 June 2016 (Unaudited) 44,181
Net carrying amount:

At 30 June 2016 (Unaudited) 106,285

At 31 December 2015 (Audited) 101,178

Land leases are stated at the recoverable amobjgcsto an impairment test pursuant to
HKAS 36, which is based on the higher of fair valess costs to sell and value in use.
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22.

INVESTMENT PROPERTIES
30 June 31 December

2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000
Carrying amount at the beginning of the period/year 63,137 61,263
Transfer to property and equipment (698) -
Transfer to land held under finance leases (6,845) -
Additions 48,731 -
Changes in fair value recognised in consolidated
income statement (259) 1,874
Carrying amount at the end of the period/year 104,066 63,137

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@&t5: Nil). The Group has assessed that
the highest and best use of its properties didliffer from their existing use.

At 30 June 2016, 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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22. 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 2016 31 December 2015

(Unaudited) (Audited)
Weighted Weighted
Range average Range average
HK$ HK$ HK$ HK$
Price per square metre 73,000 to 72,000 to
472,000 345,000 474,000 221,000

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

The investment properties held by the Group aremeer operating leases from which the

Group earns rental income. Details of future anmelal receivables under operating leases
are included in note 27(a) to the interim finansi@tements.

23. CUSTOMER DEPOSITS AT AMORTISED COST

30 June 31 December
2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000
Demand deposits and current accounts 3,175,636 3,125,943
Savings deposits 5,145,157 5,143,268
Time, call and notice deposits 25,183,410 24,896,612
33,504,203 33,165,823
24. SHARE CAPITAL
30 June 31 December
2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000
Issued and fully paid:
14,816,000 (2015: 14,816,000) ordinary shares 2,854,045 2,854,045
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25.

RESERVES

Other reserves

Group
reconstruction Capital  Regulatory Retained  Translation
reserve reserve reserve profits reserve Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January 2015 3,065 17,660 438,935 1,651,946 68,153 2,179,759
Profit for the year - - - 394,526 - 394,526
Other comprehensive income - - - (25,971) (25,971)
Transfer from retained profits - 16,507 (16,507) - -
Dividends paid in respect of
previous year - - - (89,992) - (89,992)
Dividends paid in respect of
current year - - - (93,697) - (93,697)
At 31 December 2015 and
1 January 2016 (Audited) 3,065 17,660 455,442 1,846,276 42,182 2,364,625
Profit for the period - - - 198,074 - 198,074
Other comprehensive income - - - - (16,026) (16,026)
Transfer to retained profits - - (20,755) 20,755 - -
Dividends paid in respect of
previous year - - - (98,808) - (98,808)
At 30 June 2016 (Unaudited) 3,065 17,660 434,687 1,966,297 26,156 2,447,865

Note:

The regulatory reserve is maintained to satisfy ghevisions of the Hong Kong Banking
Ordinance for prudential supervision purpose. slheld as a buffer of capital to absorb
potential financial losses in excess of the acdagrgtandards’ requirements pursuant to the
HKMA'’s guideline.
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26. 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 2016

(Unaudited)
Credit Credit risk- Positive Negative
Contractual  equivalent weighted  fair value- fair value-
amount amount amount assets liabilities
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Direct credit substitutes 77,061 77,061 70,984 - -
Transaction-related contingencies 11,089 5,545 992 - -
Trade-related contingencies 50,534 10,106 8,767 - -
Forward forward deposits placed 473,205 473,205 94,641 - -
Forward asset purchases 433 433 87 - -
612,322 566,350 175,471 - -
Derivatives held for trading :
Foreign exchange rate contracts 683,295 9,439 1,893 2,605 745
Other commitments with an
original maturity of:
Not more than one year - - - - -
More than one year 4,000 2,000 2,000 - -
Other commitments which are
unconditionally cancellable or
which provide for automatic
cancellation due to deterioration of
creditworthiness of
the counterparties 2,884,093 - - - -
4,183,710 577,789 179,364 2,605 745
30 June 2016
(Unaudited)
Contractual
amount
HK$'000
Capital commitments contracted for, but not
provided in the consolidated statement of finanggaition 9,813
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26. OFF-BALANCE SHEET EXPOSURE (Continued)
(a) Contingent liabilities, commitments and derivativegContinued)

31 December 2015

(Audited)
Credit Credit risk- Positive Negative
Contractual  equivalent weighted  fair value- fair value-
amount amount amount assets liabilities
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Direct credit substitutes 171,846 171,846 89,632 - -
Transaction-related contingencies 14,363 7,181 1,649 - -
Trade-related contingencies 45,298 9,060 6,660 - -
Forward forward deposits placed - - - - -
Forward asset purchases 1,513 1,513 303 - -
233,020 189,600 98,244 - -
Derivatives held for trading :
Foreign exchange rate contracts 2,344,121 27,040 4,894 3,864 588
Other commitments with an
original maturity of:
Not more than one year - - - - -
More than one year 17,333 8,667 8,667 - -
Other commitments which are
unconditionally cancellable or
which provide for automatic
cancellation due to deterioration of
creditworthiness of
the counterparties 3,876,373 - - - -
6,470,847 225,307 111,805 3,864 588

31 December 2015

(Audited)
Contractual
amount
HK$'000
Capital commitments contracted for, but not
provided in the consolidated statement of finang@aition 17,031
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26. 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 2016 and 31 December 2015, 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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27. OPERATING LEASE ARRANGEMENTS
(@) Aslessor

The Group leases its investment propertiesnate 22 under operating lease
arrangements, and the terms of the leases rangelfto 5 years.

At 30 June 2016 and 31 December 2015, the Grouptdtatl future minimum lease
rental receivables under non-cancellable operdgiages falling due as follows:

30 June 31 December

2016 2015

(Unaudited) (Audited)

HK$'000 HK$'000

Within one year 2,624 2,875
In the second to fifth years, inclusive 965 1,891
3,589 4,766

(b) Aslessee

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

At 30 June 2016 and 31 December 2015, the Grouptdtatifuture minimum lease
rental payables under non-cancellable operatirgeketalling due as follows:

30 June 31 December

2016 2015

(Unaudited) (Audited)

HK$'000 HK$'000

Within one year 90,523 91,783
In the second to fifth years, inclusive 58,452 49,486
Over five years 335 382
149,310 141,651
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28. 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 earat 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 investspeustomer 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 amounteoiiniipairment allowances.

Fixed rate financial instruments

Fixed rate financial instruments include placememts banks and financial institutions,
loans and advances and receivables, held-to-matoviéstments, 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 #umty. The carrying amounts of such
financial instruments are not materially differémm their fair values.

(b) Financial assets and financial liabifies 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 2016
(Unaudited)
Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$'000 HK$'000

Financial assets:

Derivative financial instruments - 2,605 - 2,605
Available-for-sale financial assets - - 6,804 6,804
- 2,605 6,804 9,409

Financial liabilities:
Derivative financial instruments - 745 - 745

49



NOTES TO INTERIM FINANCIAL STATEMENTS

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

31 December 2015
(Audited)
Level 1 Level 2 Level 3 Total
HK$'000 HK$'000 HK$'000 HK$'000

Financial assets:

Derivative financial instruments - 3,864 - 3,864
Available-for-sale financial assets - - 6,804 6,804
- 3,864 6,804 10,668

Financial liabilities:
Derivative financial instruments - 588 - 588

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 2016, the effects of
discounting were considered insignificant for thewél 2 financial instruments.

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

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

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

For the period ended 30 June 2016 and the yeade3id®ecember 2015, there were no
transfers amongst Level 1, Level 2 and Level Jwanftair value hierarchy.

For the period ended 30 June 2016 and the yeade3id®ecember 2015, there were no
iIssues and settlements related to the Level 3diahmstruments.

There was no gain or loss and no OCI reported enctinsolidated income statement and
consolidated statement of comprehensive incomeecotisply related to the Level 3
financial instruments for the period ended 30 J2@&6 and the year ended 31 December
2015.

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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29. 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 2016

(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 Over indefinite
on demand 1 month 3 months 12 months 5 years 5 years 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 1,078,203 3,828,321 - - - - - 4,906,524
Placements with banks and
financial institutions maturing
after one month but not more
than twelve months - - 1,048,700 448,633 - - - 1,497,333
Loans and advances and
receivables (gross) 983,700 1,377,186 1,168,826 2,884,875 6,382,788 15,892,127 163,009 28,852,511
Available-for-sale financial assets - - - - - - 6,804 6,804
Held-to-maturity investments - 99,977 645,295 3,489,124 1,087,058 - - 5,321,454
Other assets 196 71,370 8,917 28,266 - - 55,581 164,330
Foreign exchange contracts (gross) - 456,785 226,510 - - - - 683,295
Total financial assets 2,062,099 5,833,639 3,098,248 6,850,898 7,469,846 15,892,127 225,394 41,432,251
Financial liabilities:
Deposits and balances of
banks and other financial
institutions at amortised cost 54,064 630,626 50,000 221,735 - - - 956,425
Customer deposits at amortised cost 8,346,234 8,808,519 11,056,934 5,283,887 8,629 - - 33,504,203
Certificates of deposit issued
at amortised cost - - - 1,072,869 - - - 1,072,869
Other liabilities 118 98,689 21,088 21,873 8,750 - 152,203 302,721
Foreign exchange contracts (gross) - 454,984 226,451 - - - - 681,435
Total financial liabilities 8,400,416 9,992,818 11,354,473 6,600,364 17,379 - 152,203 36,517,653
Net liquidity gap (6,338,317) (4,159,179) (8,256,225) 250,534 7,452,467 15,892,127 73,191 4,914,598
31 December 2015
(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 Over indefinite
on demand 1 month 3 months 12 months 5 years 5 years 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 1,027,164 2,900,046 - - - - - 3,927,210
Placements with banks and
financial institutions maturing
after one month but not more
than twelve months - - 444,339 573,794 - - - 1,018,133
Loans and advances and
receivables (gross) 965,259 1,704,689 1,793,036 3,093,102 6,356,996 15,324,206 170,159 29,407,447
Available-for-sale financial assets - - - - - - 6,804 6,804
Held-to-maturity investments - 204,276 792,086 3,313,255 1,033,255 - - 5,342,872
Other assets 72 55,780 6,457 33,707 - - 47,301 143,317
Foreign exchange contracts (gross) - 1,521,753 512,407 309,961 - - - 2,344,121
Total financial assets 1,992,495 6,386,544 3,548,325 7,323,819 7,390,251 15,324,206 224,264 42,189,904
Financial liabilities:
Deposits and balances of
banks and other financial
institutions at amortised cost 49,824 674,269 200,000 60,000 - - - 984,093
Customer deposits at amortised cost 8,285,703 8,947,867 10,517,342 5,396,063 18,848 - - 33,165,823
Certificates of deposit issued
at amortised cost - - 499,977 - - - - 499,977
Other liabilities 92 81,482 22,279 50,389 2,381 - 178,915 335,538
Foreign exchange contracts (gross) - 1,519,405 511,681 309,759 - - - 2,340,845
Total financial liabilities 8,335,619 11,223,023 11,751,279 5,816,211 21,229 - 178,915 37,326,276
Net liquidity gap (6,343,124)  (4,836,479) (8,202,954) 1,507,608 7,369,022 15,324,206 45,349 4,863,628
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30.

RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial liabilities, oth#van derivatives, comprise customer deposits
and certificates of deposit issued. The main pweprsthese financial liabilities is to raise
finance for the Group’s operations. The Group ha$ous financial assets such as cash and
short term placements, held-to-maturity investmeltdans and advances and receivables,
and available-for-sale financial assets, whicheadigectly from its operations.

The Group also enters into derivative transactioamduding principally forward currency
contracts held for trading. The purpose is to managmitigate 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 operationask.

The Group’s business activities comprise retail anchmercial banking services. These
activities expose the Group to a variety of rigksjnly interest rate risk, market risk, credit
risk, liquidity risk and operational risk. The respive Boards of the Bank and Public
Finance review and approve policies for managingheaf these risks and they are
summarised below.

Risk management structure

The Group’s risk management is underpinned by tleu®s risk appetite and is subject to
the respective Boards’ oversight, through the Rv&nagement Committees (“RMCs”) of
the Bank and Public Finance, which are Board Coteestoverseeing the establishment of
enterprise-wide risk management policies and psasesThe RMCs are assisted by the
specific risk oversight committees including theséis and Liabilities Management
Committee (“ALCQ”), Operational Risk Management Quoittee (“ORMC”), Credit
Committee, Credit Risk Management Committee (“CRMGind Anti-Money Laundering
and Counter-terrorist Financing and Compliance Cdtemor equivalent committees with
similar functions of the Bank and Public Finance.

The Group has established systems, policies arag@uoes for the control and monitoring of
interest rate risk, market risk, credit risk, lidily risk and operational risk, which are
approved and endorsed by the respective Boardsreanewed regularly by the Group’s
management, and other designated committees origorgroups. Material risks are
identified and assessed by designated committe®¥sramorking groups before the launch of
new products or business activities, and are mdiodocumented 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.
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30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Interest rate risk management

Interest rate risk is the risk that the Group’sipms may be adversely affected by a change
of market interest rates. The Group’s interest ik arises primarily from the timing
difference in the maturity and the repricing of Beoup’s interest-bearing assets, liabilities
and off-balance sheet commitments. The primaryabivje of interest rate risk management
is to limit the potential adverse effects of instreate movements in net interest income by
closely monitoring the net repricing gap of the '@ assets and liabilities. Interest rate risk
is daily managed by the Group’s Treasury Departraeat monitored and measured by the
respective ALCOs of the Bank and Public Financarsgdimits approved by the respective
Boards.

The relevant interest rate risk arises from repgaisk and basis risk.

Market risk management

(a) Currency risk
Currency risk is the risk that the holding of fgeicurrencies will affect the Group’s
position as a result of a change in foreign curyesxchange rates. The Group’s foreign
exchange risk positions arise from foreign exchawgaling, commercial banking
operations and structural foreign currency expasurl foreign exchange positions are
managed by the Group’s Treasury Department wiihiitd approved by the Board.

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

At 30 June 2016, if RMB had strengthened or weattdrye100 basis points against HKD
with all other variables held constant, the Grougdpiity would have increased or
decreased by HK$12 million (31 December 2015: HK$iBion) mainly as a result of

foreign exchange impact arising from net structyvakition of RMB denominated

operating capital.
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30. RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
Market risk management (Continued)
(a) Currency risk (Continued)

Foreign currency exposures with a net position tvigignstitutes not less than 10% of the
total net position in all foreign currencies of tBank are as follows:

Net
Spot Spot Forward Forward  long/(short) Structural
assets liabilities purchases sales position assets

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

At 30 June 2016

usbD 4,118 4,007 284 395 - -
RMB 574 548 - 1 25 1,164
AUD 941 948 11 6 ) -
Others 936 1,001 174 110 (1) -
6,569 6,504 469 512 22 1,164
Net
Spot Spot Forward Forward long/(short) Structural
assets liabilities purchases sales position assets

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

At 31 December 2015

usbD 4,855 3,467 477 1,863 2 -
RMB 662 642 1 2 19 590
AUD 858 943 236 153 2 -
Others 807 952 162 18 (1) -

7,182 6,004 876 2,036 18 590
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30. RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
Market risk management (Continued)
(b) Price risk
Price risk is the risk to the Group’s earnings aagdital due to changes in the prices of
securities, including debt securities and equities.

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

The Group did not actively trade in financial instrents and in the opinion of the
Directors, the price risk related to trading a¢igs to which the Group was exposed was
not material. Accordingly, no quantitative markesk disclosures for price risk have
been made.

Credit risk management
Credit risk is the risk that a customer or courdetypin a transaction may default. It arises
from the lending, trade finance, treasury and o#tetivities undertaken by the Group.

The Group has a credit risk management procesg&sune, monitor and control credit risk.
Its Credit Policy Manual defines the credit extensand measurement criteria, the credit
review, approval and monitoring processes, andldb@ classification and provisioning
systems. It has a hierarchy of credit authorityclrapproves credit in compliance with the
Group’s credit policy. Credit risk exposures areasweed and monitored against credit limits
and other control limits (such as connected exmssuarge exposures and risk concentration
limits approved by respective Boards or dedicatedrittees). Segregation of duties in key
credit functions is in place to ensure separatditoontrol and monitoring. Management
and recovery of problem credits are handled byhdependent work-out team.

The Group manages its credit risk within a condereaframework. 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
exposure defines and states connected partiesiastatand applicable connected lending
limits, types of connected transactions, the takofgcollateral, the capital adequacy
treatment, and detailed procedures and controls@writoring connected lending exposures.
In general, interest rates and other terms andittonsl applying to connected lending should
not be more favourable than those loans offeredotoconnected borrowers under similar
circumstances. The terms and conditions shouldebermiined on normal commercial terms
at arm’s length and in the ordinary course of bessnof the Group.

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

Compliance Department conducts compliance teselect®d business units on identified
high risk areas for adherence to regulatory andadip@al requirements and credit policies.
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30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Credit risk management(Continued)

Credit Committees of the Bank and Public Financenitoo the quality of financial assets
which are neither past due nor impaired by findnpgformance indicators (such as the
loan-to-value ratio, debts servicing ratio, finacsoundness of borrowers and personal
guarantees) through meeting discussions, managemfmiation systems and reports.
Loan borrowers subject to legal proceedings, negatomments from other counterparties
and rescheduled arrangements are put under watsloli 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 thodgjesti to personal bankruptcy petitions,
corporate winding-up and rescheduled arrangements.

CRMC of the Bank is responsible for establishing ftamework for identifying, measuring,
monitoring and controlling the credit risk of exms and new products. The Committee
reviews credit risk management policies and cresgit tolerance limits, and reports to the
RMC.

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

The “Neither past due nor impaired loans and adss@nd receivables” are shown in note
15 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 unegp 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 relateddrics 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 andrepg of significant risk related matters
to management. Liquidity risk related policies aexiewed by senior management and
dedicated committees, and significant changesch policies are approved by the Boards of
the Bank and Public Finance or committees delegatedhe respective Boards. The
respective Boards are responsible for exercisingagement oversight over the liquidity risk
management framework of the Group.
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30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Liquidity risk management (Continued)

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 trigdjerits are complied with.

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

Risk Management Departments of the Bank and P#aliance are responsible for day-to-
day monitoring of liquidity maintenance ratios, hgato deposits ratios, concentration risk
related ratios and other liquidity risk relatedioat coupled with the use of cash flow
projections, maturity ladder, stress-testing metihogies 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.
They also carry out analysis based on risk-base8l fdports, summarise the data from those
reports and present the key information to the eetspe ALCOs on a regular (at least
monthly) basis. In case of significant issues, sashserious limit excesses or breaches or
early warning signals of potential severe impacttenBank or Public Finance are identified
from the aforesaid MIS reports or market informatmbtained from Treasury Department
and business units, a designated ALCO member wilvene a meeting (involving senior
management members) to discuss risk related maésteds propose actions to ALCO
whenever necessary. A high level summary of liguidisk performance of the Bank or
Public Finance will be presented by the respe&i€0s to their RMCs 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 (includiog-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 caoggency funding is available to the Group; and
(iv) maintain sufficient liquidity cushion to meetritical liquidity needs such as loan
commitments and deposits’ withdrawals in stressetsons. For illustration, concentration
limits of funding sources such as intra-group fungdlimits are set to reduce reliance on
single source of funding.
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NOTES TO INTERIM FINANCIAL STATEMENTS

30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Liquidity risk management (Continued)

Contingency funding plan is formulated to addragsidlity needs under different stages
including the mechanism for the detection of eardyning signals of potential crisis at early
stage and obtaining of emergency funding in bamkscenario at later stage. Designated
roles and responsibilities of Crisis ManagementnTedepartments and business units and
their emergency contact information are documentedrly in the 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 intra-group fundingpgort, to manage media relationship
and to communicate with internal and external partiuring a liquidity crisis. The stress-
testing results are updated and reported to semmragement regularly and the results such
as survival period for positive cash flow mismathee used in contingency funding
planning. Standby facilities and liquid assets @ar@ntained to provide liquidity to meet
unexpected and material cash outflows in stressaations.

The Group maintains sufficient liquidity cushionngorising mainly bills, notes or bonds

issued by eligible central governments in total antonot less than HK$1.5 billion to

address critical and emergent liquidity needs @raday basis and over other different time
horizons. The Group is not subject to particulaiateral arrangements or requirements in
contracts if there is a credit rating downgrademities within the Group.

Apart from cash flow projections under normal seeng manage liquidity under different
time horizons, different stressed scenarios sudhstgution-specific scenario, market crisis
scenario and the combination of such scenarios aggumptions are set and reviewed by
dedicated committees and approved by the respd8tiaeds. For instance, under institution-
specific scenario, loan repayments from some custorare assumed to be delayed. The
projected cash inflow would be reduced by the arhadinollover of banking facilities by
some corporate customers or reduced by the amduatadl loan delinquencies. Regarding
cash outflow projection, part of undrawn bankingilites are not to be utilised by
borrowers or honoured by the Group. Core depoatte would decrease as there would be
early withdrawals of some fixed deposits beforet@mntual maturity dates or there would be
fewer renewals of fixed deposits on the contractoaturity dates. In market crisis scenario,
some undrawn banking facilities are not to be hedoupon drawdown as some bank
counterparties will not have sufficient liquiditg thonor their obligations in market. The
Group may pledge or liquidate its liquid assetshsas debt securities (including but not
limited to treasury bills or notes or bonds issbgdeligible central governments) to secure
funding to address potential liquidity crisis. Lidily stress-tests are conducted regularly (at
least monthly) and the results are utilised fort pafr contingency funding plan or for
providing insights to management about the latgatdity position of the Group.
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NOTES TO INTERIM FINANCIAL STATEMENTS

30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Liquidity risk management (Continued)

Liguidity maintenance ratio

The Group was required to comply with the liquiditgintenance ratio requirement pursuant
to section 97H of the Hong Kong Banking Ordinancd the Banking (Liquidity) Rules.

For the six months ended
30 June
2016 2015
(Unaudited) (Unaudited)

Consolidated average liquidity maintenance ratio 46.7% 43.9%

The Group calculates the average liquidity maimeeparatio of each calendar month by
reference to positions of specified days approwethe HKMA pursuant to Rule 48(2) of the
Banking (Liquidity) Rules.

The average liquidity maintenance ratio is compub@da consolidated basis using the
arithmetic mean of each calendar month’s averapgedity maintenance ratio as reported in
the return relating to the liquidity position sultted to the HKMA.

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 fumatn place to identify, measure,
monitor and control operational risk. Its OperatibiRisk Management Policy Manual
defines the responsibilities of various committdrsiness 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 otréased operational risk or a
breakdown in operational risk management. Regylaraiional 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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NOTES TO INTERIM FINANCIAL STATEMENTS

30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Capital management

Capital of the Group for regulatory and risk mamaget purposes includes share capital,
reserves, retained profits, regulatory reserve sutibrdinated 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 mess growth, dividend payout and other
relevant factors.

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

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

Capital adequacy ratios

The consolidated capital adequacy ratios of theu@@re computed in accordance with the
provisions of the Banking (Amendment) Ordinance 2Qelating 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 the basic indicator appraadhthe standardised approach for the
calculation of operational risk-weighted exposums the Bank and Public Finance,
respectively.

30 June 2016 31 December 2015

(Unaudited) (Audited)
Consolidated CET1 Capital Ratio 16.6% 16.8%
Consolidated Tier 1 Capital Ratio 16.6% 16.8%
Consolidated Total Capital Ratio 17.8% 18.0%

The above capital ratios are higher than the miminoapital ratios required by the HKMA.
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NOTES TO INTERIM FINANCIAL STATEMENTS

30. RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
Capital management(Continued)
Capital disclosures
The components of capital base include the fafigvitems:

30 June 31 December

2016 2015
(Unaudited) (Audited)
HK$'000 HK$'000
CET1 capital instruments 2,854,045 2,854,045
Retained earnings 1,858,457 1,740,072
Disclosed reserves 464,503 501,284
CET1 capital before deduction 5,177,005 5,095,401
Deduct:
Cumulative fair value gains arising from the
revaluation of land and buildings (covering
both own-use and investment properties) (25,955) (26,214)
Regulatory reserve for general banking risk (434,687) (455,442)
Goodwill (242,342) (242,342)
Deferred tax assets in excess of deferreddatities (14,125) (17,077)
CET1 capital after deduction 4,459,896 4,354,326
Additional Tier 1 capital - -
Tier 1 capital after deductions 4,459,896 4,354,326
Reserve attributable to fair value gains 11,680 11,796
Regulatory reserve for general banking risk 277,533 272,259
Collective provisions 14,483 15,725
292,016 287,984
Tier 2 capital 303,696 299,780
Capital base 4,763,592 4,654,106
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NOTES TO INTERIM FINANCIAL STATEMENTS

30. RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)
Capital management(Continued)
Capital conservation buffer (CCB)
The Group is subject to the 2.5% CCB ratio whicls baen phased-in from 2016. The
applicable CCB ratio effective from 1 January 206d®.625% The Group has reserved a
capital buffer for the implementation of CCB ratar which the applicable CCB ratio will
become fully effective on 1 January 2019.

Countercyclical capital buffer (CCyB)
The CCyB ratio is an additional layer of CET1 Capwhich takes effect as an extension of
the Basel Il CCB.

The Group has reserved a capital buffer for thelempntation of CCyB ratio, inclusive of
CCyB ratio of 0.625%, to the private sector cregkposures in Hong Kong that has been
applied since 1 January 2016.

The following table illustrates the geographicalkdkdown of risk-weighted amounts
(“RWA”) in relation to private sector credit expass:

As at 30 June 2016 (unaudited)

Applicable Total RWA used in
JCCyB ratio computation of CCyB CCyB

Jurisdiction (“J”) in effect CCyB ratio ratio amount
% HK$'000 % HK$'000
1. Hong Kong 0.625 17,863,65C
2. Mainland China 0.000 1,828,623
Total 19,692,273 0.567 111,648

Comparative figures are not required as this iditeeyear of disclosure.
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30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Capital management(Continued)
Leverage ratio

The leverage ratio is introduced into the Basefrimework as a non-risk-based backstop
limit to supplement risk-based capital requiremeritsaims 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 volbased measure calculated as Basel Il
Tier 1 capital divided by total On-balance sheetl @if-balance sheet exposures with
reference to the Completion Instruction of the @erdy Template on Leverage Ratio.

30 June 31 December

2016 2015

(Unaudited) (Audited)

HK$'000 HK$'000

Consolidated Tier 1 Capital 4,459,896 4,354,326
Consolidated Exposure Measure for Leverage Ratio 41,428,873 40,204,730
Consolidated Leverage Ratio 10.8% 10.8%

The disclosure on leverage ratio is effective siBtéarch 2015 and the relevant disclosures
can be viewed in the “Regulatory Disclosures” gmttion the Bank’s website:
www.publicbank.com.hlon or before 30 September 2016.
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30.

RISK MANAGEMENT OBJECTIVES AND POLICIES (Continued)

Capital management(Continued)
Principal subsidiaries and basis of consolidation

The basis of consolidation for financial accountmgposes is in accordance with HKFRSs,
as described in note 3 to the interim financialesteents.

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

The subsidiaries not included in the computatiomhef consolidated capital adequacy ratios
of the Group are Public Bank (Nominees) LimitedplRuCredit Limited, Public Futures
Limited, Public Pacific Securities Limited, Publi€inancial Securities Limited, Public
Financial Limited, Public Securities Limited andddfa Securities (Nominees) Limited.

Details of the Bank’s subsidiaries are set outaterl to the interim financial statements.

Capital instruments

To comply with the BDR, the Group will present ¢ information relating to the disclosure
of regulatory capital instruments and the recoatdn to the Group’s published interim
financial statements under “Regulatory Disclosuregction on the Bank’'s website:
www.publicbank.com.hlon or before 30 September 2016.

The disclosure will include the following informati:

. a description of the main features and full termd eonditions of the Group’s capital
instruments;

. a detailed breakdown of the Group’s CET1litehpAdditional Tier 1 capital, Tier 2
capital and regulatory deductions, using the stahdéclosure template as specified
by the HKMA; and

. a full reconciliation between the Group’s accougtend regulatory balance sheets,
using the standard disclosure template as spedifiegde HKMA.

The following is a summary of the Group’s CET1 talpnstruments:

30 June 31 December

2016 2015
(Unaudited) (Audited)
Note HK$'000 HK$'000
CET1 capital instruments issued by the Bank
Ordinary shares:
14,816,000 issued and fully paid ordinary share4 2,854,045 2,854,045

64



SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

(A) 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 2016

New Loans and
impairment Percentage advance:
allowances Amount of of gross overdue
Gross Collective  Individual charged to impaired loans advances Impaired for more
loans and  impairment  impairment income and advances covered by loans 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 416,786 118 163 - - 400,361 96.1 163 -
Building and construction, property
development and investment
Property development 145,756 29 - - - 144,543 99.2 - -
Property investment 6,239,409 1,235 10,604 1,348 - 6,046,250 96.9 19,216 521
Civil engineering works 143,212 48 - 2 133 52,064 36.4 - -
Electricity and gas 558 - - - - 558 100.0 - -
Recreational activities 26,510 5 - - - 26,354 99.4 - -
Information technology 4,149 1 - - - 4,149 100.0 - -
Wholesale and retail trade 257,318 82 - 59 613 232,875 90.5 - -
Transport and transport equipment 4,165,540 757 1,908 182 764 4,137,596 99.3 2,178 1,84¢
Hotels, boarding houses and catering 149,805 30 - - - 139,932 93.4 - -
Financial concerns 247,935 49 - - - 160,244 64.6 - -
Stockbrokers
Margin lending 418,980 83 - - - 243,195 58.0 - -
Others 2,301 - - - - 2,301 100.0 - -
Non-stockbroking companies and
individuals for the purchase of
shares
Margin lending 67,496 13 - - - 44,905 66.5 - -
Others 98,837 19 - - - 97,037 98.2 - -
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 72,397 14 - - - 72,397 100.0 - -
Loans for the purchase of other
residential properties 8,916,113 1,671 2,786 2,790 - 8,913,327 100.0 27,737 16,72
Loans for credit card advances 11,394 2 16 65 69 - - 59 28
Loans for other business purposes 24,164 5 - - - 24,164 100.0 - -
Loans for other private purposes 3,877,942 8,810 71,396 187,747 191,558 236,904 6.1 96,777 75,018
Trade finance 839,473 165 - - - 797,289 95.0 2,548 -
Other loans and advances 82,156 16 - - - 77,162 93.9 - -
Sub-total 26,208,231 13,152 86,873 192,193 193,137 21,853,607 834 148,678 94,127
Loans and advances for use outside
Hong Kong 2,543,276 1,193 9,483 581 895 2,435,679 95.8 11,416 10,58
Total loans and advances (excluding
trade bills and other receivables) 28,751,507 14,345 96,356 192,774 194,032 24,289,286 84.5 160,094 104,714
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

(A) ADVANCES TO CUSTOMERS BY INDUSTRY SECTORS (Continued)

31 December 2015

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

Gross Collective Individual charged to impaired loans advances Impaired for more
loans and  impairment  impairment income  and advances covered by loans 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 693,231 196 265 596 362 664341 958 265 265
Building and construction, property
development and investment
Property development 298,601 68 - - - 298552 100.( - -
Property investment 6,189,315 1,421 9,260 9,262 - 5,99262¢ 96.8 2440t 9,26C
Civil engineering works 132,921 48 580 587 - 43,10 324 58C 58C
Electricity and gas 582 - - - - 582 1000 - -
Recreational activities 25,776 6 - 1 - 25,76€ 1000 - -
Information technology 4,535 1 - - - 453E 100.( - -
Wholesale and retail trade 200,119 98 859 1,480 1,017 177,73¢ 888 85¢ 85¢
Transport and transport equipment 3,852,832 802 2,547 2,605 - 3,818607 991 2,604 2,547
Hotels, boarding houses and catering 136,149 31 - - - 12442¢€ 914 - -
Financial concerns 335,918 77 - - - 20153C 600 - -
Stockbrokers
Margin lending 607,316 139 - - - 43492t 716 - -
Others - - - - - - - - -
Non-stockbroking companies and
individuals for the purchase of
shares
Margin lending 131,660 30 - - - 10136¢ 770 - -
Others 84,309 19 - - - 8250¢ 979 407 -
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 80,909 19 - - - 8090¢ 100.( - -
Loans for the purchase of other
residential properties 8,944,032 1,943 - 79 - 8,944032Z 1000 1458¢ 8,48¢
Loans for credit card advances 12,034 3 23 134 112 - - 23 9
Loans for other business purposes 24,748 6 - - - 24.74¢€ 1000 - -
Loans for other private purposes 4,002,251 8,949 75,622 389,914 38782¢ 267,771 6.7 104782 72,77C
Trade finance 889,528 204 - 94 182 82482t 927 7A48C 2,564
Other loans and advances 89,108 20 - - - 8390¢ 942 - -
Sub-total 26,735,874 14,080 89,156 404,752 389497 22,19680€ 830 15599¢ 9734z
Loans and advances for use outside
Hong Kong 2,528,809 1,419 10,080 8,207 1,88¢ 2,37705C 940 11,400 1129¢€
Total loans and advances (excluding
trade bills and other receivables) 29,264,683 15,499 99,236 412,959 39138€ 24,57385€ 840 167395 108,638

The advances to customers are classified by inggsittors 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)

(B) INTERNATIONAL CLAIMS

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

different country.

The following tables illustrate the Group’s claima individual countries or areas taking into
account the recognised risk transfer, amounting(% or more of the aggregate international

claims.
Official Non-bank
Banks sector  private sector Total
HK$'million HK$'million HK$'million HK$'million
At 30 June 2016
1. Developed countries* 2,435 464 379 3,278
2. Offshore centres, 848 2 1,889 2,739
of which
- Hong Kong 363 2 1,685 2,050
3. Developing
Asia-Pacific, 3,725 608 1,111 5,444
of which
- China 1,990 608 1,056 3,654
Official Non-bank
Banks sector  private sector Total
HK$'million  HK$'million HK$'million HK$’'million
At 31 December 2015
1. Developed countries* 2,410 495 217 3,122
2. Offshore centres, 377 2 2,275 2,654
of which
- Hong Kong 226 2 1,893 2,121
3. Developing
Asia-Pacific, 3,693 622 1,219 5,534
of which
- China 2,187 622 1,155 3,964

* There were no exposures to the five “PlIGs” coiastnamely Portugal, Italy, Ireland, Greece andisp
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SUPPLEMENTARY FINANCIAL INFORMATION (UNAUDITED)

(C) MAINLAND ACTIVITIES

The following table illustrates the disclosure riegd to be made in respect of the Bank’s
Mainland China exposures to non-bank counterparties

On-balance Off-balance

sheet sheet
Types of counterparties exposure exposure Total
HK$'million HKS$'million HK$'million

At 30 June 2016

Central government, central government-owned estiti

and their subsidiaries and joint ventures (“JVs”) 298 - 298
People’s Republic of China (“PRC") nationals resglin

Mainland China or other entities incorporated iniffand

China and their subsidiaries and JVs 965 56 1,021
PRC nationals residing outside Mainland China tities

incorporated outside Mainland China where the tiedi

granted for use in Mainland China 2 - 2
Total 1,265 56 1,321
Total assets after provision 37,152
On-balance sheet exposures as percentage of $stka 3.40%

On-balance Off-balance

sheet sheet
Types of counterparties exposure exposure Total
HK$'million  HK$'million HK$'million

At 31 December 2015

Central government, central government-owned estiti

and their subsidiaries and JVs 320 - 320
PRC nationals residing in Mainland China or othsities
incorporated in Mainland China and their subsidisiand JVs 1,320 138 1,458

PRC nationals residing outside Mainland China tities
incorporated outside Mainland China where the tiigdi

granted for use in Mainland China 2 - 2
Total 1,642 138 1,780
Total assets after provision 36,231
On-balance sheet exposures as percentage of $stika 4.53%

Note:

The analysis of non-bank Mainland China exposusedisclosed with reference to the BDR and Compielistruction for the
HKMA Return of Mainland Activities.
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BUSINESS PERFORMANCE

For the six months ended 30 June 2016, the Graxguded a profit after tax of HK$198.1 million,
representing an increase of HK$3.3 million or 1.2% compared to the profit after tax of
HK$194.8 million for the corresponding period in1%0 The increase in earnings of the Group was
attributed to the increase in net interest incoandle period under review.

During the period under review, the Group’s totderest income decreased by HK$9.4 million or
1.1% to HK$811.8 million, and total interest expemecreased by HK$30.6 million or 17.1% to
HK$148.3 million from decline in funding cost of stemer deposits in the period under review.
Consequently, net interest income increased by HkZBgillion or 3.3% to HK$663.6 million.

Other operating income from loan transactions, kitmaking and other businesses of the Group
decreased by HK$17.7 million or 15.5% to HK$96.4liom, mainly due to lower income from the
Group’s stockbroking activities.

The Group’s operating expenses decreased slightlyHiK$2.3 million or 0.6% to HK$397.3
million.

Impairment allowances for loans and advances aceivables decreased by HK$1.7 million or
1.4% to HK$122.6 million. Impaired loans to totalns ratio improved slightly by 0.01% to
0.56% as at 30 June 2016 from 0.57% as at 31 DesrePi 5.

The Group’s total loans and advances (includingetrkills) decreased by HK$550.4 million or
1.9% to HK$28.78 billion as at 30 June 2016 from#2K.33 billion as at 31 December 2015. The
Group’s deposits from customers grew by HK$338.Hianior 1.0% to HK$33.50 billion as at 30
June 2016 from HK$33.17 billion as at 31 Decemhl@t:2 Total assets of the Group stood at
HK$41.19 billion as at 30 June 2016.

The Group will continue to focus on its retail acmmmercial banking business and its customer
financing business, and continue its prudent lassiress strategies.

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

22 July 2016
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