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The Directors of Dah Sing Banking Group Limited (the
“Company”) are pleased to present the Interim Report and
condensed consolidated financial statements of the Company
and its subsidiaries (collectively the “Group”) for the six months
ended 30 June 2014. The unaudited profit attributable to
shareholders after non-controlling interests for the six months
ended 30 June 2014 was HK$1,049.1 million.

UNAUDITED INTERIM CONDENSED FINANCIAL
STATEMENTS

The unaudited 2014 interim condensed consolidated financial
statements of the Group have been prepared in accordance
with Hong Kong Accounting Standard No. 34 “Interim Financial
Reporting” issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”).
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For the six months ended 30 June

STATEMENT

Wik
HK$'000 Note
Interest income
Interest expense
Net interest income 3
Fee and commission income
Fee and commission expense
Net fee and commission income 4
Net trading income 5
Other operating income 6
Operating income
Operating expenses 7

Operating profit before impairment losses
Loan impairment losses and
other credit provisions 8

Operating profit after impairment losses

Net gain/(loss) on disposal of premises,
investment properties and
other fixed assets
Net gain/(loss) on disposal of
investments in securities 9
Share of results of an associate
Share of results of jointly controlled entities

Profit before taxation
Taxation 10

Profit for the period
Loss attributable to non-controlling interests

Profit attributable to Shareholders of
the Company

Interim dividend

Earnings per share
Basic 11
Diluted 11

2014 2013
2,416,043 2,078,024
(944,960) (734,208)
1,471,083 1,343,816
518,448 458,771
(114,083) (110,776)
404,365 347,995
103,325 104,314
32,402 22,205
2,011,175 1,818,330
(1,002,816) (908,473)
1,008,359 909,857
(224,567) (137,570
783,792 772,287
42 (1,969)
14,115 (78,398)
356,361 227,633
8,356 6,248
1,162,666 925,801
(113,581) (113,128)
1,049,085 812,673
16 16
1,049,101 812,689
140,154 112,623
]
Restated
HK$0.79 HK$0.63
HK$0.79 HK$0.62

UNAUDITED CONDENSED CONSOLIDATED INCOME

25
Variance
RN
%

9.5

16.2

10.6
10.4

10.8
63.2

1.5

25.6

29.1

29.1



A B 2 1 W 4 2 W 2 % UNAUDITED CONDENSED CONSOLIDATED
HBE6A30HIL6MA STATEMENT OF COMPREHENSIVE INCOME
For the six months ended 30 June

Fikor HK$'000 2014 2013
A Profit for the period 1,049,085 812,673
Fofo 2 v a8 Other comprehensive income

FAEEHMEEEABREENIER ¢ ltems that will not be reclassified to the
consolidated income statement:

I Premises
EoABTERRENE Surplus on reclassification of premises to
ZEHRS investment properties - 99,820
HETREETNER Items that may be reclassified subsequently
GARERNER : to the consolidated income statement;
BH A Investments in securities
TR MR 2 P Ak i 6 3 Fair value gains/(losses) on available-for-sale
AT/ (B8 securities recognised in equity 254,215 (287,970)
AN (ld) /R E s Fair value (gain)/loss realised and
R Bk - transferred to income statement upon:
— th B {5 - Disposal of available-for-sale securities (18,771) (37,457)
— BRI T R - Disposal of held-to-maturity securities and
FESAEEREIMES investments in securities included in the
RAaHA BRI IR loans and receivables category which
BR 2R E were previously reclassified from
the available-for-sale category 3,756 115,440
REEMREZBN () / Deferred income tax assets (released)/
R IBEHIAE recognised on movements in
investment revaluation reserve (13,665) 32,327
... 225,585 (177,660
HEEIMEIT R MELER  Exchange differences arising on translation of
the financial statements of foreign entities (30,171) 18,899
MBS 2 Other comprehensive income/(loss) for
HbA S/ () the period, net of tax 195,364 (58,941)
MRBAEEZ MM AWM Total comprehensive income for
the period, net of tax 1,244,449 753,732
ARWT : Attributable to:
BRI R Non-controlling interests (16) (16)
/Nl Shareholders of the Company 1,244,465 753,748
MRBHE 2 MM 2wk M%  Total comprehensive income for
the period, net of tax 1,244,449 753,732
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UNAUDITED CONDENSED CONSOLIDATED

STATEMENT OF FINANCIAL POSITION

HK$'000

ASSETS
Cash and balances with banks

Placements with banks maturing between

one and twelve months
Trading securities
Financial assets designated at
fair value through profit or loss
Derivative financial instruments
Advances and other accounts
Available-for-sale securities
Held-to-maturity securities
Investment in an associate
Investments in jointly controlled entities
Goodwill
Intangible assets
Premises and other fixed assets
Investment properties
Deferred income tax assets

Total assets

LIABILITIES

Deposits from banks
Derivative financial instruments
Trading liabilities

Deposits from customers
Certificates of deposit issued
Issued debt securities
Subordinated notes

Other accounts and accruals
Current income tax liabilities
Deferred income tax liabilities

Total liabilities

EQUITY

Non-controlling interests

Equity attributable to the Company’s shareholders

Share capital
Share premium

Other reserves (including retained eamings)

Proposed dividend
Shareholders’ funds
Total equity

Total equity and liabilities

13

13
14
15
18
19

21
22

14

23
24
25
26
27

28

20144 20135
6H30H 12H31H

As at As at

30 Jun 2014 31 Dec 2013
12,101,597 8,270,886
5,916,272 4,101,293
6,534,182 6,335,788
80,125 56,081
752,127 687,069
114,042,742 108,198,395
23,040,976 27,128,417
9,657,396 5,669,289
3,660,490 3,304,993
68,013 59,657
811,690 811,690
63,543 65,242
1,838,136 1,861,452
653,921 653,921
47,091 22,975
179,268,301 167,227,148
1,976,750 1,995,297
1,015,394 1,117,256
3,777,207 3,362,473
139,358,472 129,843,151
4,987,513 6,132,561

- 775,385

5,536,338 3,762,471
3,099,510 2,928,230
289,112 210,451
60,109 34,304
160,100,405 150,161,579
15,432 15,448
6,848,597 1,251,371

- 4,404,692
12,163,713 11,093,729
140,154 300,329
19,152,464 17,050,121
19,167,896 17,065,569

179,268,301

167,227,148
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Transition to no-par value regime
on 3 March 2014 (Note 28)

Total comprehensive income for
the period

Issue of ordinary shares (net of
share issue expenses)

Provision for equity-settled
share-based compensation

2013 final dividend

Balance at 30 June 2014

HK$'000
Balance at 1 January 2013

Total comprehensive income for
the period

Provision for equity-settled
share-based compensation

2012 final dividend

Balance at 30 June 2013

UNAUDITED CONDENSED CONSOLIDATED

STATEMENT OF CHANGES IN EQUITY

For the six months ended 30 June 2014

Proposed interim dividend included in retained earnings

A2 IR R M A A
Attributable to the Shareholders of the Company

eyl

B
Bk Rbridl  JBEE RREA Non-  HE&A
Share Share Other  Retained controlling Total
capital premium  reserves  earnings interests equity
1,251,371 4,404,692 1,037,187 10,356,871 15,448 17,065,569
4,404,692 (4,404,692) - - - -
- - 195364 1,049,101 (16) 1,244,449
1,192,534 - - - - 1,192,534
- - 1,713 - - 1,713
- - - (336,369) - (336,369)
6,848,597 - 1,234,264 11,069,603 15,432 19,167,896

RECH0HIL6MA
Six months ended 30 June
2014 2018
140,154 112,623
AR T R B A
Attributable to the Shareholders of the Company

theerilid

R
Bk BEE AR REEAM Non-  H#iAst
Share Share Other  Retained  controlling Total
capital  premium  reserves  eamnings interests equity
1,251,371 4,404,692 746,546 9,000,839 15,480 15,418,928
- - (58,941) 812,689 (16) 758,732
- - 2,123 - - 2,123
- - - (287,815) - (287,819
1,251,371 4,404,692 689,728 9,525,713 15,464 15,886,968



ARBEBZ BV DBRSW AL HR UNAUDITED CONDENSED CONSOLIDATED

BE6H30HIE6MMA STATEMENT OF CASH FLOWS
For the six months ended 30 June
Kt

Figr HK$'000 Note 2014 2013
BERHZA N Cash flows from operating activities
WEWEEA/ () BEAFHE  Net cash from/(used in) operating activities 32 3,742,181 (8,242,409)
REFRHZ B2 E Cash flows from investing activities
T B FA 7 Purchase of other fixed assets (47,092) (45,342)
i LA L 5 0R Proceeds from disposal of other fixed assets 179 -
BB EE B S Net cash used in investing activities (46,913) (45,342)
BTS20 R Cash flows from financing activities
TR (2 4k Issue of ordinary shares (net of

BRmER) share issue expenses) 1,192,534 -
Bhfas Certificates of deposit issued 2,733,056 4,530,498
W Certificates of deposit redeemed (3,882,313) (1,567,184)
B ERE Issue of subordinated notes 1,731,250 -
WO BT Issued debt securities redeemed (775,285) -
TN ETREEER Interest paid on subordinated notes and

fEB R 2 AE debt securities issued (104,578) (130,270)
RE L AR S Dividend paid on ordinary shares (336,369) (287,815)
MEEB AR S FH Net cash from financing activities 558,295 2,545,229
RERSHEETHYM/ Net increase/(decrease) in cash and

(W5) B8 cash equivalents 4,253,563 (5,742,522)
s RERSEHE Cash and cash equivalents at beginning of the period 9,305,998 16,769,017
MABLE R FWBLARA Cash and cash equivalents at end of the period 13,559,561 11,026,495
BaRERBATEELERZ M Analysis of the balance of cash and cash equivalents:
B& RAERITI & R Cash and balances with banks 1,458,188 2,360,198
JFEWAAEMASLITZ@M  Money at call and short notice with an

R original maturity within three months 10,171,958 5,774,365
FEMAEI AR T Z Treasury bills with an original maturity within

B three months 811,337 1,724,869
FEMATEIEASUTZ Placements with banks with an

TERITRITE R original maturity within three months 1,118,078 1,167,063

13,559,561

11,026,495
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Note:

General information

Dah Sing Banking Group Limited (the “Company”) is a bank
holding company. Its principal subsidiary is Dah Sing Bank,
Limited (“DSB”), which is a licensed bank in Hong Kong. The
Company together with its subsidiaries (collectively the “Group”)
provide banking, financial and other related services.

Basis of preparation and accounting policies

Except as described below, the accounting policies and
methods of computation used in the preparation of the 2014
interim condensed consolidated financial statements are
consistent with those used and described in the Group’s annual
audited financial statements for the year ended 31 December
2018.

(@  The following new standards and amendments to
standards are mandatory for the first time for the financial
year beginning 1 January 2014:

° Amendments to HKFRS 10, HKFRS 12 and
HKAS 27(2011), “Investment entities”, provide
consolidation relief to those parents which qualify to
be an investment entity as defined in the amended
HKFRS 10. Investment entities are required to
measure their subsidiaries at fair value through profit
or loss. These amendments do not have impact to
the financial statements of the Group.

° Amendments to HKAS 32, “Offsetting financial
assets and financial liabilities”, clarifies the
requirements for offsetting financial instruments
and addressed inconsistencies in current practice
when applying the offsetting criteria in HKAS 32,
“Financial Instruments: Presentation”. There is no
material impact to the financial statements of the
Group as a result of this amendment.

. Amendments to HKAS 36, “Impairment of assets
— Recoverable amount disclosures for non-
financial assets”, removes certain disclosures of
the recoverable amount of cash generating units
which had been included in HKAS 36 by the issue
of HKFRS 183. There is no material impact to the
financial statements of the Group as a result of this
amendment.
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2.

Basis of preparation and accounting policies (Continued)

(@)

The following new standards and amendments to
standards are mandatory for the first time for the financial
year beginning 1 January 2014: (Continued)

Amendments to HKAS 39, “Novation of derivatives
and continuation of hedge accounting”, provides
relief from discontinuing hedge accounting
when novation of a derivative designated as a
hedging instrument meets certain criteria. These
amendments do not have impact to the financial
statements of the Group.

HK(IFRIC) 21, “Levies”, sets out the accounting for
an obligation to pay a levy that is not income tax.
The interpretation addresses what the obligating
event is that gives rise to pay a levy and when
should a liability be recognised. The Group is not
currently subject to significant levies so the impact
on the Group is not material.

The following new standards and amendments to
standards have been issued but are not effective for the
financial year beginning 1 January 2014 and have not been
early adopted:

HKFRS 9, “Financial instruments”, addresses the
classification, measurement and recognition of
financial assets and financial liabilities and hedge
accounting. HKFRS 9 was issued in November
2009 and October 2010. It replaces the parts
of HKAS 39 that relate to the classification and
measurement of financial instruments. HKFRS 9
requires financial assets to be classified into two
measurement categories: those measured as at
fair value and those measured at amortised cost.
The determination is made at initial recognition.
The classification depends on the entity’s business
model for managing its financial instruments and
the contractual cash flow characteristics of the
instrument. For financial liabilities, the standard
retains most of the HKAS 39 requirements. The
main change is that, in cases where the fair value
option is taken for financial liabilities, the part of a
fair value change due to an entity’s own credit risk
is recorded in other comprehensive income rather
than in the income statement, unless this creates an
accounting mismatch. In December 2013, HKFRS 9
was further amended when the requirements related
to hedge accounting (other than specific accounting
for open portfolios on macro hedging) were added.
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2.

Basis of preparation and accounting policies (Continued)

(b)  The following new standards and amendments to
standards have been issued but are not effective for the
financial year beginning 1 January 2014 and have not been
early adopted: (Continued)

In July 2014, the International Accounting Standards
Board published the full and final version of IFRS 9
(which is closely followed by HKFRS 9) and set the
effective date of IFRS 9 as 1 January 2018 although
earlier adoption of the new standard is permitted.
The final IFRS 9 sets out, amongst other things,
the classification and measurement requirements
for financial instruments as described above, the
requirement for a new, expected-loss impairment
model that will require more timely recognition
of expected credit losses, and a substantially-
reformed model for hedge accounting that aligns
the accounting treatment with risk management
activities.

The Group has already commenced the assessment
of the full impact but expects the adoption will not
have material impact on its results of operations and
financial position and so far has not decided to early
adopt the standard, which shall be effective for the
financial year beginning on 1 January 2018.

o HKFRS 14, “Regulatory Deferral Accounts”, issued
in February 2014 describes regulatory deferral
account balances as amounts of expense or income
that would not be recognised as assets or liabilities
in accordance with other standards, but that qualify
to be deferred in accordance with this standard
because the amount is included, or is expected to
be included, by the rate regulator in establishing the
price(s) that an entity can charge to customers for
rate-regulated goods or services. The amendments
are effective for annual periods beginning on or after
1 January 2016 with early adoption permitted and
are required to be applied retrospectively. There is
no material impact to the financial statements of the
Group as a result of this standard.

The interim condensed consolidated financial statements are
presented in thousands of Hong Kong dollars (HK$’000), unless
otherwise stated, and were approved by the Board of Directors
for issue on 27 August 2014.

These interim condensed consolidated financial statements have
not been audited.
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3. Net interest income

HE6H30HIL6MH For the six months ended 30 June
2014 2013
AEHA Interest income
B e RAESRITI AL R Cash and balances with banks 173,881 164,356
HHIE Investments in securities 369,117 317,627
HIHEH N HAMIRE Advances and other accounts 1,873,045 1,596,041
2,416,043 2,078,024
)52 Interest expense
WO/ BPTEH Deposits from banks/Deposits from customers 810,947 596,265
E TR A7 A Certificates of deposit issued 35,402 47,898
BT R Issued debt securities 3,494 21,655
RIEE Subordinated notes 91,517 66,693
ol Others 3,600 1,697
944,960 734,208
AEBAESE Included within interest income
KA H S Interest income on financial assets not at
SIABGMEMEE 2 MBI fair value through profit or loss 2,393,884 2,070,984
S & TR Included within interest expense
R H L) Interest expense on financial liabilities not at
FIABENSR AR FEZE  fair value through profit or loss 941,922 731,084

For the six months ended 30 June 2014 and 30 June 2013, there
was no interest income recognised on impaired assets.

B 20144E6 30 H 1F % 20134E6 30 H
1k 61 A I MEHERE BB EE E 2 AL -

10
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4, Net fee and commission income

For the six months ended 30 June

Fee and commission income

Fee and commission income from financial
assets and liabilities not at fair value
through profit or loss
- Credit related fees and commissions
- Trade finance
- Credit card

Other fee and commission income
- Securities brokerage
- Insurance distribution
- Retail investment and wealth management services
- Bank services and handling fees
- Other fees

Fee and commission expense
Fee and commission expense from financial assets
and liabilities not at fair value
through profit or loss
- Handling fees and commission
- Other fees paid

these financial statements.

5.  Net trading income

For the six months ended 30 June

Net gain arising from dealing in foreign currencies
Net loss on trading securities
Net gain from derivatives entered into for
trading purpose
Net loss arising from financial instruments subject
to fair value hedge
Net gain arising from financial instruments designated
at fair value through profit or loss

11

2014 2013
61,863 60,599
41,741 34,903

151,832 141,336
38,754 29,992
34,787 26,299
81,272 70,065
28,961 24,033
79,238 71,564

518,448 458,771

107,343 101,116

6,740 9,660
114,083 110,776
404,365 347,995

The Group provides custody, trustee, corporate administration,
and investment management services to third parties. Those
assets that are held in a fiduciary capacity are not included in

2014 2013
76,116 97,854
(4,863) (2,645)
19,675 25,020
(11,650) (29,086)
24,047 18,171
103,325 104,314
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6.  Other operating income

For the six months ended 30 June

2014 2013
Dividend income from investments in available-for-sale securities
- Listed investments 4,742 2,536
- Unlisted investments 4,047 4,309
Gross rental income from investment properties 11,984 9,694
Other rental income 5,391 3,947
Others 6,238 1,719
32,402 22,205
7. Operating expenses
For the six months ended 30 June
2014 2013
Employee compensation and benefit expenses
(including directors’ remuneration) 638,605 566,486
Premises and other fixed assets expenses,
excluding depreciation 136,098 131,976
Depreciation (Note 21) 66,923 54,950
Advertising and promotion costs 45,712 40,931
Printing, stationery and postage 18,940 18,721
Amortisation expenses of intangible assets 1,699 2,039
Others 94,839 93,370
1,002,816 908,473
8. Loan impairment losses and other credit provisions
For the six months ended 30 June
2014 2013
Loan impairment losses
Net charge of impairment losses on advances
and other accounts
- Individually assessed 129,124 53,630
- Collectively assessed 95,443 83,940
224,567 137,570
Of which
-new and additional allowances (including amounts directly
written off in the period) 255,222 179,364
- releases (12,044) (18,117)
- recoveries (18,611) (23,677)
224,567 137,570
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9.

Net gain on disposal of available-for-sale securities
Net loss on disposal of investments in securities included
in the loans and receivables category

10.

Net gain/(loss) on disposal of investments in securities

For the six months ended 30 June

2014 2013
18,771 37,457
(4,656) (93,571)
Net loss on disposal of held-to-maturity securities - (22,284)
14,115 (78,398)
Taxation

Hong Kong profits tax has been provided at the rate of 16.5%
(2013: 16.5%) on the estimated assessable profit for the
period. Taxation on overseas profits has been calculated on the
estimated assessable profit for the period at the rates of taxation
prevailing in the countries in which the Group operates.

Deferred taxation is calculated in full on temporary differences
under the liability method at the tax rates that are expected

T 2 PR e - to apply in the year when the liability is settled or the asset is
realised.
HE6H30HIE6MMA For the six months ended 30 June
2014 2013
IR Current income tax
— BRI - Hong Kong profits tax 112,845 101,023
— 5L - Overseas taxation 16,526 5,438
— BRI () ~ (Over)/under-provision in prior periods
AR B (3,154) 2,269
RAERIE Deferred income tax
— BRI 0 2 L Y e B A T - Origination and reversal of temporary differences (13,446) 5,064
—ffiF,/ (WEa8) BLH R - Utilisation/(recognition) of tax losses 810 (666)
B Taxation 113,581 113,128
RIS R B A 11. Basic and diluted earnings per share

BZE 201446 A30 B 1E 61l H 2 B REAR
F T% IR E A 1,049,101,000 # 7T K K B %
A7 03 I A7 2 I ST-$58001,329,452,639 it
BE -

WA 20144F 6 A 30 B 1k 618 7 2 45 Btz
F T4 BR 1] 1,049,101,000 35 7T B 14 £ 3%
A7 0 P B 17 2 IR F-457 801,333,103, 758 Ji%
7R A 3 A PR T A T Y R T L)
R

The calculation of basic earnings per share for the six months
ended 30 June 2014 is based on earnings of HK$1,049,101,000
and the weighted average number of 1,329,452,639 ordinary
shares in issue during the period.

The calculation of diluted earnings per share for the six months
ended 30 June 2014 is based on earnings of HK$1,049,101,000
and the weighted average number of 1,333,103,758 ordinary
shares in issue during the period after adjusting for the effect of
all dilutive potential ordinary shares.

13



11.

12.

13.

IR A AR R BB () 11. Basic and diluted earnings per share (Continued)
HAE2013F6 A30H 168 A 2 & B A The calculation of basic earnings per share for the six months
T T 4% B R 812,689,000 3 T K A E ended 30 June 2013 is based on earnings of HK$812,689,000
W57 WO AN TR 201445 A 82 it and the weighted average number of 1,299,605,773 ordinary
J ) 5% 288 D o8 0 e R 2 T REE S 343 8 shares in issue during the period after adjusting for the effects of
1,299,605,773 2 515 - the rights issue of the Company completed in May 2014,
B E20134F6 H30 H 1k6ff H 2 & B The calculation of diluted earnings per share for the six months
R TG B ) 812,689,000 # 7T M M E ended 30 June 2013 is based on earnings of HK$812,689,000
AT WO AN TR 2014 4E 5 A 522 it and the weighted average number of 1,300,950,882 ordinary
JREI 5 2 DA SR 3 3 I 103 2 I RE - 1 shares in issue during the period after adjusting for the effects of
1,300,950,882 i 2 514 - the rights issue of the Company completed in May 2014,
B8 B AE BT W 45 0k 12. Cash and balances with banks
20144 20134
61301 12/131H
As at As at
30 Jun 2014 31 Dec 2013
B e RAESRITIO A B Cash and balances with banks 1,764,054 3,305,243
A SR AR Money at call and short notice 10,337,543 4,965,643
12,101,597 8,270,886

e B R 085 g €D A i H 13. Trading securities and financial assets designated at fair
e ARENHLBEE value through profit or loss
20144 20134
6130H 12431H
As at As at
30 Jun 2014 31 Dec 2013
FEREMRNES Trading securities:
EHHH - Debt securities:
AN - Listed in Hong Kong 1,994,240 1,211,300
— L - Unlisted 4,539,942 5,124,488
FRE A R R A Total trading securities 6,534,182 6,335,788
REMAFEFHEHEZHE A Financial assets designated at fair value through
RENEHEE profit or loss:
B Debt securities:
—FWLAS LTl - Listed outside Hong Kong 80,125 56,081
FHERE R E 5 I8z Total trading securities and financial assets designated
INTERE LSBT AREN  atfair value through profit or loss
E N 6,614,307 6,391,869
B ES N Included within debt securities are:
— AR E i #S - Government bonds included in trading securities
ZBURHE SR 6,484,734 6,335,548
— Bf RS R or ~ Other debt securities 129,573 56,321
6,614,307 6,391,869

2014456 30 H &%20134E12A31H » File
T S 45 A 1 TR I G B AT A7 3K o

As at 30 June 2014 and 31 December 2013, there were no
certificates of deposit held included in the above balances of
investments in debt securities.
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Trading securities and financial assets designated at fair
value through profit or loss (Continued)

Trading securities and financial assets designated at fair value
through profit or loss are analysed by categories of issuers as
follows:

20144 2013 4F
6H30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013
— LR A AR T - Central governments and central banks 6,484,734 6,335,548
—NERRHE - Public sector entities 243 240
— 5RAT B A R A - Banks and other financial institutions 49,205 -
— ¥ - Corporate entities 80,125 56,081
6,614,307 6,391,869

ik 4T 1 14. Derivative financial instruments

201446 30 H AR TRAHZ 4

The notional principal amounts of outstanding derivatives

TG RHAFEMT contracts and their fair values as at 30 June 2014 were as
follows:
)/
Bk MY
Contract/ Fair values
notional {3 fifk
amount Assets Liabilities
) HEEEMGZAETR 1) Derivatives held for trading
) SMERTELA a)  Foreign exchange derivatives
EHREAH Forward and futures contracts 51,676,186 89,783 (61,494)
BTG th S A Currency options purchased and written 90,031,034 329,928 (327,610)
L) MEELR b) Interest rate derivatives
e Interest rate futures 6,247,064 512 (46)
iESEn Interest rate swaps 14,907,868 60,011 (155,693)
W) gL TR ¢) Equity derivatives
B ATt e Equity options purchased and written 223,585 2,826 (2,535)
FEEE G2 it TR Total derivative assets/(liabilities)
&/ (B A5t held for trading 163,085,737 483,060 (547,378)
) FEEHEZAETE  2)  Derivatives held for hedging
B) HELIAFEH M a) Derivatives designated as fair value hedges
TR
GESEL Interest rate swaps 19,683,799 269,067 (459,055)
Bl Currency swaps 1,396,746 - (8,961)
FefEEMAG 2 TR Total derivative assets/(liabilities)
i/ (B A% held for hedging 21,080,545 269,067 (468,016)
BRAZAESMIR Total recognised derivative financial assets/(liabilities)
B/ (B AR 184,166,282 752,127 (1,015,394)
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20134 12 H31 B REMM A THASZ

14. Derivative financial instruments (Continued)

The notional principal amounts of outstanding derivatives

AFAS KA FHEWT contracts and their fair values as at 31 December 2013 were as
follows:
&/
LEAH A
Contract/ Fair values
notional (e =
amount Assets Liabilities
) HEEEMRZAETR 1) Derivatives held for trading
H) SMEfTETA a)  Foreign exchange derivatives
M REAY Forward and futures contracts 49,420,058 80,348 (136,686)
FEA Bl AN A E Currency options purchased and written 74,747,110 205,612 (203,254)
L) FIEfETA b) Interest rate derivatives
il & Interest rate futures 821,008 600 (19)
G E St Interest rate swaps 10,700,774 10,486 (116,874)
W) it LR ¢) Equity derivatives
BTl o A M Equity options purchased and written 228,285 2,528 (2,528)
FHERE MG 2 it TR Total derivative assets/(liabilities) held for trading
B/ (B A5t 135,918,135 299,574 (459,361)
) HEEMHBZAETE  2) Derivatives held for hedging
B) $5E U ATEH M a) Derivatives designated as fair value hedges
ZHELR
GESE ] Interest rate swaps 19,947,380 387,495 (623,816)
g Currency swaps 1,379,471 - (34,079)
FHEE R 2 i TR Total derivative assets/(liabilities) held for hedging
B/ () A7 21,326,851 387,495 (657,895)
BRI S TR Total recognised derivative financial assets/(iabilities)
B/ (A A5 157,244,986 687,009  (1,117,256)

The effect of bilateral netting agreements, where applicable, has

PR THZ N FERFC 5 8 R
PR () R -

AR S o NI SRR E AR SR
AL SR FEA R B EE R
FANE R K5 SRR > 250 T

M54 Exchange rate contracts
FIRE4 Interest rate contracts
HiA4 Other contracts

been taken into account in disclosing the fair value of derivatives.

The credit risk weighted amounts of the above off-balance sheet
exposures calculated under Basel Il basis and without taking
into account the effect of bilateral netting arrangement that the
Group entered into, are as follows:

20144 20134
6H30H 12H31H

As at As at

30 Jun 2014 31 Dec 2013
1,761,583 1,170,774
180,121 209,991
8,245 7,809
1,949,949 1,388,574
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14. Derivative financial instruments (Continued)

The contract amounts of these instruments indicate the volume

of transactions outstanding as at the end of the reporting period,
they do not represent the amounts at risk.

The credit risk weighted amounts are the amounts that have
been calculated in accordance with the Banking (Capital) Rules
issued by the Hong Kong Monetary Authority (“HKMA”). The
amounts calculated are dependent upon the status of the

counterparty and the maturity characteristics of each type of

contract.

15. Advances and other accounts

Gross advances to customers
Trade bills
Other assets
- Other accounts receivable and prepayments

Less: impairment allowances (Note 16)
- Individually assessed
- Collectively assessed

Investments in securities included in the loans and
receivables category (Note 17)

Advances and other accounts

17

20144 2013 4F
6H30H 12H31H

As at As at

30 Jun 2014 31 Dec 2013
103,685,781 97,977,520
7,435,724 5,925,648
3,499,266 3,678,102
114,620,771 107,581,270
(364,726) (244,294)
(213,303) (201,212)
(578,029) (445,500)

- 1,062,631
114,042,742 108,198,395



15. K RIIRH (&) 15. Advances and other accounts (Continued)

(1) 1GITHER R &R (L (a)  Gross advances to customers by industry sector classified
Wik Vs Ly A according to the usage of loans and analysed by
) percentage covered by collateral

201446 J130 H 013412831 H

As at 30 Jun 2014 As at 31 Dec 2013
e LGty
R RREZ AR REL
WA Horlt
% of gross % of gross
FIERE advances  AEL advances
Outstanding covered  Outstanding covered
balance by collateral balance by collateral

BB R Loans for use in Hong Kong

TH&/M Industrial, commercial and financial

—WEHR - Property development 2,259,186 474 2,015,552 72.8

— WL H - Property investment 15,667,297 991 15,122,078 98.3

-SHt%E - Financial concerns 798,894 51.9 740,178 465

—REEL - Stockbrokers 51,399 79.8 109,264 90.7

- MEHTEE - Wholesale and retail trade 4,304,280 90.1 4,006,724 95.7

— % - Manufacturing 3,038,548 92.9 1,975,672 915

— B - Transport and transport equipment 5,135,147 95.7 5,050,680 95.9

— R - Recreational activities 313,465 17.3 300,505 122

— BB - Information technology 18,393 83.6 24,916 82.1

b - Others 4,840,078 85.7 3,571,083 82.5

36,426,687 90.2 32,916,652 9.0
mA Individuals

MR RERILES - Loans for the purchase of flats in

[RASBERE ] R Home Ownership Scheme,
[k B LRG3 Private Sector Participation Scheme
HFEHN and Tenants Purchase Scheme 1,029,511 100.0 1,080,873 100.0
— BRI T E AR - Loans for the purchase of other
residential properties 19,106,085 100.0 18,041,141 99.9
R - Credit card advances 3,904,785 - 3,949,544 -
—HAl - Others 7,891,415 31.0 6,880,302 31.0
31,931,796 70.7 29,951,860 70.9

R MR Loans for use in Hong Kong 68,358,483 811 62,868,512 81.9

BHORE (i1 (1) Trade finance (Note (1)) 6,299,503 64.0 5,918,454 61.3

TEARELISME R & Loans for use outside Hong Kong

(#2) (Note (2)) 29,027,795 62.5 29,190,554 63.8

103,685,781 74.9 97,977,520 75.3
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TR Loans for use in Hong Kong

THE/ Industrial, commercial and financial
R ESid - Property investment

A Individuals

IR HMAE ~ Loans for the purchase of other residential

f
B3¢ N properties

HAEBELIMEAEE  Loans for use outside Hong Kong

Advances and other accounts (Continued)

(@)

19

Gross advances to customers by industry sector classified
according to the usage of loans and analysed by
percentage covered by collateral (Continued)

Note:

(1)  Trade finance shown above represents loans
covering finance of imports to Hong Kong, exports
and re-exports from Hong Kong and merchandising
trade classified with reference to the relevant
guidelines issued by the HKMA.

Trade finance loans not involving Hong Kong
(including trade finance extended by the overseas
subsidiary banks of DSB) totalling HK$856,957,000
(31 December 2013: HK$992,627,000) are
classified under Loans for use outside Hong Kong.

(2)  Loans for use outside Hong Kong include loans
extended to customers located in Hong Kong with
the finance used outside Hong Kong.

For each industry sector reported above with loan balance
constituting 10% or more of the total balance of advances
to customers, the attributable amount of impaired loans,
overdue loans, and individually and collectively assessed
loan impairment allowances are as follows:

1446430 H
As at 30 Jun 2014
igeikl
W AR
ABIWA WG EATE
Gross WM BALHEM
advances Individually Collectively
AEEAS  MABH overduefor  assessed  assessed
Outstanding Impaired over3 impairment impairment
balance loans months allowances allowances

15,667,297 3,077 3,077 2,022 10,979

19,106,085 - - - 878

29,027,795 357,825 377,642 286,182 98,906



15.

BHEKRIBIRH (47)

15. Advances and other accounts (Continued)

(H) FATHEPS KT BT (LS (a)  Gross advances to customers by industry sector classified

S IR LA AT 0 (R0 B

according to the usage of loans and analysed by

T (#) percentage covered by collateral (Continued)
013412831 H
As at 31 Dec 2013
S
kg
aEIEA WA GRS
Gross WM BiEER
advances Individually  Collectively
FEELR  BESH overduefor  assessed  assessed
Outstanding Impaired over3  impairment  impairment
balance loans months  allowances  allowances
B R ER Loans for use in Hong Kong
THsH Industrial, commercial and financial
—MERE — Property investment 15,122,078 - - - 8,614
(AN Individuals
- R - Loans for the purchase of other residential
VESSE properties 18,041,141 - - - 674
A BLISMERIEE  Loans for use outside Hong Kong 29,190,554 273,679 216,275 177,723 109,982
(&) HHEIAETERITHIE P 98T (b)  Non-bank Mainland exposures
20144630 H
As at 30 Jun 2014
TRl
WEARRN  BEANRD WA A
ity BB i1 Individually
On-balance  Off-balance assessed
sheet sheet WA impairment
TR Type of counterparties exposure exposure Total allowances
G Mainland entities 17,144,462 2,503,186 19,647,648 210,868
B DLAMA AL R Companies and individuals outside Mainland
fEA - T W R S where the credits are granted for use
N in the Mainland 7,074,232 160,353 7,234,585 96,662
Hotbh 7 5 B Rk Other counterparties the exposures to
B E B I ST whom are considered by the Group to
KPR be non-bank Mainland exposures 345,394 - 345,394 -
24,564,088 2,663,539 27,221,627 307,530
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BRI H (A7)

15. Advances and other accounts (Continued)

(Z) HPEIAEFERITRE bR AH () (b)  Non-bank Mainland exposures (Continued)

(A7)

0134 12H31H
As at 31 Dec 2013

(R AIEFAf
AEAfEN  AEAREN BEEAE
gl i3 Individually
On-balance Off-balance assessed
sheet sheet flo3 impairment
XHHTFES Type of counterparties exposure exposure Total allowances
G2 Mainland entities 15,977,192 2878378 18,855,570 114,235
HhE R BERLAMA R R Companies and individuals outside Mainland
fEA T R by B3 where the credits are granted for use
TR e BB in the Mainland 8,432,247 249,666 8,681,913 79,011
ol ze 8 T LB Other counterparties the exposures to
WAl BE R whom are considered by the Group to
FRITHEF AR be non-bank Mainland exposures 239,374 - 239,374 -
24,648,813 3,128,044 27,776,857 198,246
i Note:

Lt R AR EAE P SRR
i % PR &

IS 5 SRR &

E7
A

PR B Ty AR C % T8,
BB RS R 2 AL o S F I AE G J8 o —
JBC & > R R 7 {5 AL 5
BT Z @R - s e o

()
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The balances of exposures reported above include gross
advances and other balances of claims on the customers.

Analysis of gross advances to customers and overdue
loans by geographical area

Advances to customers by geographical area are
classified according to the location of the counterparties
after taking into account the transfer of risk. In general,
risk transfer applies when an advance is guaranteed by a
party located in an area which is different from that of the
counterparty.
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144630
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As at 30 Jun 2014

Hong Kong
China
Macau
Others

As at 31 Dec 2013

Hong Kong
China
Macau
Others

15.

Advances and other accounts (Continued)

()

22

Analysis of gross advances to customers and overdue
loans by geographical area (Continued)

The following table analyses gross advances to
customers, individually impaired advances to customers,
overdue advances to customers, and individually
and collectively assessed impairment allowances by
geographical area.

TS WA EEWe

FRAfs RMARE O WEERHG O WERE

Individually ~ %Ff%  Individually Collectively

KPRRMHB  impaired Overdue  assessed  assessed

Gross advances advancesto advancesto impairment impairment
to customers  customers  customers allowances  allowances

81,481,451 220,027 267,070 130,808 118,853
9,883,138 215,649 203,156 215,649 45,676
10,876,776 29,997 34,240 11,969 41,173
1,444,416 64 64 58 2,613

103,685,781 465,737 494,530 358,479 208,315

B Rl G E ey

FRES mBARE O BEWEM  BUEERE

Individualy &P &% Individually  Collectively

ERESHR impaired Overdue  assessed  assessed
Gross advances  advancesto  advancesto  impairment  impairment
tocustomers  customers  customers  allowances  allowances

77,492,360 212,963 180,209 120,956 100,032
8,890,132 140,535 83,166 111,850 50,788
10,187,485 27,369 34,013 11,431 44,572
1,407,543 83 83 57 2,340

97,977,520 380,940 297 471 244,294 197,732
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(T) Wfe ~ BHA R R ENEE

V)

15. Advances and other accounts (Continued)

(d)

Impaired, overdue and rescheduled assets

BEEHK Impaired loans
20144 20134
6J30H 12H31H
As at As at
30 Jun 2014 31 Dec 2013
1 B R K Impaired loans and advances
—ERIE (E (1)) - Individually impaired (Note (1)) 465,737 380,940
—HGAWE (7E(2) ~ Collectively impaired (Note (2)) 17,308 15,355
483,045 396,295
1 Impairment allowances made
—{ERIEHAS (2E(3) - Individually assessed (Note (3)) (358,479) (244,294)
— AT (G (2) - Collectively assessed (Note (2)) (15,854) (13,838)
(374,333) (258,132)
108,712 138,163
FEA A P Fair value of collaterals held* 108,420 92,205
IEEHEBHEZ P& Impaired loans and advances as a % of
REFAEE I total loans and advances to customers 0.47% 0.40%
* TR 52 B T AR R * Fair value of collateral is determined at the
0 T B A A AR R lower of the market value of collateral and

@

©)

KE AR > T PR A (

€ o

R 73 e B 5 K T % % A
Wi R M B ER R
TR e
o E ) B R g A
(TRKHEND WE
1M 3% 48 2 35 1 3 5% 3K
Z AR A 4 i
'8 % B4 LS

E=N
H °

A ol (B R A A
EEDY S TR
FEA I 0 G R 5
H B i 300 % 1 9% 42 4 90
K2 EH BT - %%
W bl BB 7 G (B
G VBV R B
A HER TR -

DL b AR 5 (i e A 2L 5
JEEBSFR6H30H
12 A 31 B IR 2 3540 i {2
i -
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Note:

outstanding loan balance.

Individually impaired loans are defined as
those loans having objective evidence of
impairment as a result of one or more events
that occurred after the initial recognition of the
asset (a “loss event”) and that loss event has
an impact on the estimated cash flows of the
loans that can be reliably estimated.

Collectively impaired loans and advances
refer to those unsecured loans and advances
assessed for impairment on a collective basis
and which have become overdue for more
than 90 days as at the reporting date. The
collective impairment allowance for these
impaired loans, which is a part of the overall
collective impairment allowances, is shown
above.

The above individual impairment allowances
were made after taking into account the value
of collaterals in respect of such advances as
at 30 June/31 December.
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BHEKRIBIRH (A7) 15.

(T) Hfe ~ AR R RATEANEE ()

(i) AR EREE

Advances and other accounts (Continued)
(d)  Impaired, overdue and rescheduled assets (Continued)

(i) Gross amount of overdue loans

201446430 H 013412831 H
As at 30 Jun 2014 As at 31 Dec 2013
AR kR
Baklm SR
Gross ] Gross s
amount of Hil amount of Hok
overdue loans % of total  overdue loans % of total
FHERFFEH Gross advances to customers
B am which have been overdue for;
—3EAEZE6MEA - sixmonths or less but
over three months 100,126 0.10 100,260 0.10
—6MADLELE - one year or less but
over six months 244,765 0.24 69,831 0.07
—1FDE - over one year 149,639 0.14 127,380 0.13
494,530 0.48 297,471 0.30
HHEA & Market value of securities held against
FIF 00 45 i i (L the secured overdue advances 201,879 177,543
HHEM a3 Secured overdue advances 141,249 121,065
SEAE A B Unsecured overdue advances 353,281 176,406
AL (L e A Individual impairment allowances 343,225 160,454
(i) HMEHER(CMBEEFEEL (i) Rescheduled advances net of amounts included in
it 7 g BB overdue advances shown above
20144 0134
6H30H A 12A31H f %
As at Hilk As at EEp i
30 Jun 2014 % of total 31 Dec 2013 % of total
K Advances to customers 147,325 0.14 148,512 0.15
WIEE Impairment allowances - -

() EHRBE

JR20144F 6 H 30 H > 782 B0 e
ZEBEH Q0134 12A31H © IE) >
MR EREMAU L E1E2E 5
E £ 210,000 3 7T (2013412 A 31
H R i3 mA =M A A
475,000 #7T) o

(e)  Trade bills

As at 30 June 2014, there were trade bills overdue for
more than six months and up to one year of HK$210,000
(31 December 2013: HK$475,000 overdue for more than
three months and up to six months) and no trade bills were
impaired (31 December 2013: Nil).
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16.

B KA ABIR H
(2) YA

(#5) 15. Advances and other accounts (Continued)

() Repossessed collateral

A Z e R Repossessed collateral held is as follows:
20144 20134
6J30H 12H31H
As at As at
30 Jun 2014 31 Dec 2013
e Nature of assets
W [l 4 3 Repossessed properties 75,419 87,660
HAth Others 160 85
75,579 87,745
(FF) (5 R IER KB ST I (R (g)  Credit commitments and contingent liabilities analysed by
Vi s percentage covered by collateral
201446430 H 013412431 H
As at 30 Jun 2014 As at 31 Dec 2013
S0 iR B AL IR
GLiEx | (TP AHEH iOFER i
Contract % covered Contract % covered
amount by collateral amount by collateral
B R B LA 5 Financial guarantees and other credit
B2 SR AT related contingent liabilities 2,290,855 28.6 2,795,495 40.3
BRI B B2 A% Loan commitments and other credit
related commitments 71,094,161 8.2 67,734,378 7.6
73,385,016 8.8 70,529,873 8.8
% PR R B B 2 WA 16. Impairment allowances against advances to customers and
other accounts
A8 B A Bt
Individually Collectively it
assessed assessed Total
201441 A 1H At 1 January 2014 244,294 201,212 445,506
W R Impairment losses charged 129,124 95,443 224,567
A At S B Loans written off as uncollectiole (10,337) (96,217) (106,554)
EEYRERE v s Recoveries of advances written off in previous years 4,607 14,004 18,611
T 56 A 8 Exchange and other adjustments (2,962) (1,139) (4,101)
20146 H30H At 30 June 2014 ___ 64726 213303 578,029
BRI - Deducted from:
BHEE Trade bills - 4,703 4,703
FFEH Advances to customers 358,479 208,315 566,794
JEGHA SRR Accrued interest and other accounts 6,247 285 6,532
364,726 213,303 578,029
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17.

% PR BB IR H 2 WA e () 16.

201341 71H

ek st

e R S A
YR A AL 2 B
T30 S A

0134 12A31H
BRI -
EHEH

ERE
R SRR

{0 B 7E Sk B MOk UM 2 i 5 4 17.

erTft s B E L
fiEia <y

— R R A5 R
— R AT IR

bk« W E R
]

T e 2N A B
TR 2 il 5 B

20134 12 A 31 AR KO0 ba e 7
2048 5 Sk S M W T 2 o 5 % A el
R - R20134E12 A31LH > &/ E

CLia R 1 4 o

TACEARARE AT {4kt B B 3 I 2 20 144
6 S SRR Z B4l - HRE A &
Hror B A A RN o R RS B RE20

(F) e

Impairment allowances against advances to customers and
other accounts (Continued)

THRIREA Ga b
Individually Collectively Gt
Assessed Assessed Total
At 1 January 2013 90,726 170,578 261,304
Impairment losses charged 161,796 173,010 334,806
Loans written off as uncollectible (26,711) (173,408) (200,114)
Recoveries of advances written off in previous years 18,155 29,935 48,090
Exchange and other adjustments 328 1,092 1,420
At 31 December 2013 ﬂ ﬂ if)%
Deducted from:
Trade bills - 3,161 3,161
Advances to customers 244,294 197,732 442,026
Accrued interest and other accounts - 319 319
244,294 201,212 445,506
Investments in securities included in the loans and
receivables category
20144 2013 4
6H30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013
Investments in securities reclassified
from the available-for-sale category
— At fair value under fair value hedge
(for hedging interest rate risk) - 548,651
- At amortised cost - 588,939
- 1,137,590
Less: impairment allowances
- Collectively assessed - (75,000)
- 1,062,590
Investments in securities classified as loans and
receivables upon initial recognition - 41
- 1,062,631

Investments in securities classified as loans and receivables
upon initial recognition and outstanding as at 31 December 2013
were overdue at the time of recognition. As at 31 December
2018, these investments were overdue for more than one year.

For investments in securities reclassified from the available-for-
sale category in the previous years and remaining outstanding
as at 5 June 2014, they were reclassified to the available-for-
sale category on the same date. For details, please refer to Note
20(a).
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A SR AL B G RIN 2 S B () 17. Investments in securities included in the loans and

receivables category (Continued)

FIEAE SR B R 2 s B bT Investments in securities included in the loans and receivables

-

—FiELSh BTl
—k L

B+ BAEER

category are analysed as follows:

20144 2013 4F
6H30H 12H31H
As at As at

30 Jun 2014 31 Dec 2013

Debt securities:

- Listed outside Hong Kong - 1,137,590
- Unlisted - 41
- 1,137,631

Less: impairment allowances

— AT - Collectively assessed - (75,000)

- 1,062,631

LSz i Market value of listed securities - 1,020,565

A20134FE12 31 H » FaltEE &SR ES As at 31 December 2013, there were no certificates of deposit

SRR O 1S o held included in the above balances of investments in debt
securities.

20144 20134

61301 1231H

As at As at

BRI
B BT
FAIA T
~ TR R
%

30 Jun 2014 31 Dec 2013

Investments in securities included in the loans and
receivables category are analysed by
categories of issuers as follows:

- Banks and other financial institutions - 668,806
- Corporate entities - 468,825
- 1,137,631
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18. Available-for-sale securities

Debt securities:
- Listed in Hong Kong
- Listed outside Hong Kong
- Unlisted

Less: impairment allowances
- Collectively assessed (Note)

Equity securities:
- Listed in Hong Kong
- Unlisted

Total available-for-sale securities

Note:

20144 2013 4F
6H30H 12H31H
As at As at

30 Jun 2014 31 Dec 2013
11,638,270 12,073,723
10,018,676 13,067,076
1,092,745 1,711,066
22,749,691 26,851,865
(75,000) -
22,674,691 26,851,865
167,142 70,288
199,143 206,264
366,285 276,552
23,040,976 27,128,417

These collectively assessed impairment allowances were
previously related to investments in securities included in the
loans and receivables category. They are reported as part of
the balance of available-for-sale securities after the underlying

investments were reclassified to the available-for-sale category
on 5 June 2014 as described in Note 20(a).

Available-for-sale securities are analysed by
categories of issuers as follows:
- Central governments and central banks
- Public sector entities
- Banks and other financial institutions
- Corporate entities
- Others

28

As at 30 June 2014 and 31 December 2013, there were no
certificates of deposit held included in the above balances of
investments in debt securities.

20144 20134
6H30H 12A31H

As at As at

30 Jun 2014 31 Dec 2013
2,131,063 3,181,651
211,943 205,067
5,590,850 6,559,368
15,179,592 17,179,803
2,528 2,528
23,115,976 27,128,417
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20.

FE 2 %7

19.

Held-to-maturity securities

20144 2013 4F
6H30H 12H31H
As at As at

30 Jun 2014 31 Dec 2013

EHES Debt securities:
—Fiks i - Listed in Hong Kong 2,457,365 731,541
—HWLI LTl - Listed outside Hong Kong 5,291,585 2,799,824
t At - Unlisted 1,908,446 2,137,924
9,657,396 5,669,289
ARIE o Paii Market value of listed securities 7,832,527 3,602,160
B ETEEARENA Included within debt securities are:
— B 12 - Certificates of deposit held 799,193 1,106,272
— B R &S - Other debt securities 8,858,203 4,563,017
9,657,396 5,669,289
R 5 B B A BT Held-to-maturity securities are
BRI analysed by issuer as follows:
— R AR T - Central governments and central banks 928,632 935,473
—NEWE - Public sector entities 193,758 193,788
— RAT BCH A4 A - Banks and other financial institutions 3,987,096 3,154,149
— % - Corporate entities 4,547,910 1,385,879

a2 201446 A 30 H AN A
A ik B M R o REE T2
MEE20(2) -

S 2 T 2 8

ARSEEPEZE 201446 A 30 H ik 6 A N E
BN ERERE -

() FEHT 2 B A B S B O A
Z SRR 2 AT AR

201456 A5 H » AL B EHE
W SRR A B A S T A A R
T W SRR I 0 4% & R B T i 1
R 2 BRI

HESIE E RN ER A 2N THE
T B T 43 791 /5 828,504,000 7 7T K
873,550,000 #5 7T o E BT A 2
INF-{E 5 1B 45,046,000 15 G E 511 H
fib 2 TR A

20.

9,657,396 5,669,289

The outstanding balance as at 30 June 2014 reported above
included the securities reclassified from the available-for-sale
category during the period. Please refer to Note 20(b) for details.

Reclassification of financial assets

The Group made the following reclassification of financial assets
in the six months ended 30 June 2014.

(@)

29

Reclassification of investments in securities included in the
loans and receivables category to the available-for-sale
category

On 5 June 2014, the Group reclassified all investments in
securities included in the loans and receivable category
that qualified for recognition as available-for-sale out of the
loans and receivables category.

The fair value and carrying value of these financial assets
at the date of reclassification were HK$828,504,000
and HK$873,550,000 respectively. The fair value loss of
HK$45,046,000 generated upon the reclassification had
been taken to other comprehensive income.
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20. Reclassification of financial assets (Continued)

() TEHMELET B EBE L ET (b)  Reclassification of certain available-for-sale securities as
iR held-to-maturity securities
R20146 H26H » A £ E & B On 26 June 2014, the Group reclassified certain available-
NEETHEER S BEELTHES for-sale debt securities with a total market value at the
4,378,815,000 # 70 2 AT L B S time of reclassification of HK$4,378,815,000 as held-to-
H BT R RS > WA S FE maturity securities, reflecting a change in the Group’s

FAZEER L BMEH -

intention on holding these securities to maturity.

AR E R E 2013 4F 12 A 31 H R4 R 48 The Group did not reclassify any financial assets in the year

EH B SR E -
21 AT R LR R VA

HE2014F6 A30H1E6MHA
BRI 5 (E

s

HE

PEE T (M 7)
SR T (E
2014%F6 A 30 H

JA
ZRIE

AR AT
HE20134F 12 431 B4R
AR A

i
EHMRTERREYE
BRI EMELTE
e

P

AR

AR T E

20134E 12 731 H

AR

SR 3 (H

ended 31 December 2013.

21. Premises and other fixed assets

IR~ Bt
Rk
Furniture,
equipment
i3 and motor it
Premises vehicles Total
Six months ended 30 June 2014
Opening net book amount 1,477,802 383,650 1,861,452
Additions - 47,092 47,092
Disposals - (137) (137)
Depreciation charge (Note 7) (18,816) (48,107) (66,923)
Exchange difference (3,348) - (3,348)
Closing net book amount 1,455,638 382,498 1,838,136
At 30 June 2014
Cost 1,696,455 810,950 2,507,405
Accumulated depreciation (240,817) (428,452) (669,269)
Net book amount 1,455,638 382,498 1,838,136
Year ended 31 December 2013
Opening net book amount 1,163,736 311,345 1,475,081
Additions 71,157 158,479 229,636
Reclassification from
premises to investment properties (57,365) - (57,365)
Reclassification from investment
properties to premises 332,990 - 332,990
Disposals - (5,611) (5,611)
Depreciation charge (34,481) (80,563) (115,044)
Exchange difference 1,765 - 1,765
Closing net book amount 1,477,802 383,650 1,861,452
At 31 December 2013
Cost 1,696,455 772,684 2,469,139
Accumulated depreciation (218,653) (389,034) (607,687)
Net book amount 1,477,802 383,650 1,861,452
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23.

24.

a¢7ES

22. Investment properties

RE
20144 L
6H30HIE 20134
6fi A 12A31H1E
Six months G55y
ended Year ended

30 Jun 2014 31 Dec 2013

/9 At beginning of the period/year 653,921 772,513
EHBIEE R Reclassification from investment properties to premises - (332,990)
EHBITERIEE Reclassification from premises to investment properties - 179,613
AT Fair value gains on revaluation - 34,785
/R At end of the period/year 653,921 653,921
ALEEP20134F 12 H31 B B S Em(E The Group’s investment properties were last revalued at 31
(HAEAT T HA o DLERAL B o7 B2 2 2 December 2013 by adopting the direct comparison approach
5 — AT BAE 0T (5 (8 S S ZE R ) A PR or the income capitalisation approach and with reference to
A GRS & PN 2 I E ) R recent transactions for similar premises as far as practicable by
— KRS (W Y) GRS 7 (Rl (o7 17 1 Y independent, professionally qualified valuer Savills (Valuation and
G E) W RS ARG Professional Services) Limited for investment properties in Hong
FEAL DA 82 2 AR 2T M s 42 Kong and Mainland China, and by Savills (Macau) Limited for
BACET o investment properties in Macau.

P 4=pcs 23. Deposits from customers

VAR AT
gt
N R R

20144 2013 4F
6H30H 12H31H
As at As at

30 Jun 2014 31 Dec 2013

Demand deposits and current accounts 23,008,725 21,143,032
Savings deposits 20,132,950 18,981,641
Time, call and notice deposits 96,216,797 89,718,478

139,358,472 129,843,151

CEAT Ikl 24. Certificates of deposit issued
20144 20134
6H30H 12H31H
As at As at
30 Jun 2014 31 Dec 2013

A 2 R T At fair value under fair value hedge

NPEFIR (for hedging interest rate risk) 4,833,069 5,274,902
R A SR At amortised cost 154,444 857,659
4,987,513 6,132,561
AR B[ 7F %5 B BTGB B R e A 4 T The amount that the Group would be contractually required to
5T 4 DA B T 5 22 B T F =5 5,000,000 pay at maturity to the holders of these certificates of deposit is
HIT (20134124318 : 59,000,000%:7C) © HK$5 million higher (31 December 2013: HK$9 million higher)

than the above carrying amount.
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26.

BB MEEESR 25. Issued debt securities
20144 20134
6J30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013
100,000,000 £ 7T 2014 4F US$100,000,000 Floating Rate Notes due 2014,
BN R A at amortised cost (Note)
FE R AT IR (71) - 775,385
A Note:

PSR 38R 47 R 2011 4E 4 J 28 H i 38 K #r
SRAT Z BN T B rp A BRI AT W A
22 i B T 2.100,000,000 3 T 3 B 2= 4
([Z295 ) o IR R K » HAATIWH B
20144 H28H -

This represents US$100,000,000 Floating Rate Notes (the
“Notes”) issued by DSB on 28 April 2011 under DSB’s Euro
Medium Term Note Programme, and were listed on the SGX. The
Notes were unsecured and matured on 28 April 2014.

BB 26. Subordinated notes
20144 20135
6H30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013
225,000,000 3 JCH 2020 4F US$225,000,000 Subordinated Fixed Rate
B 2 SR ERES (# (7)) Notes due 2020 (Note (a)) 1,925,683 1,911,753
200,000,000 £ 6K A E B US$200,000,000 Perpetual Subordinated Fixed
& (it (2)) Rate Notes (Note (b)) 478,846 486,740
225,000,000 # A1TTHA 2022 4 $$225,000,000 Subordinated Fixed Rate Notes
S e SR E R (F () due 2022 (Note (c)) 1,384,813 1,363,978
225,000,000 3 JTHA 2024 4 US$225,000,000 Subordinated Fixed Rate
SR E SRS (2 (T) Notes due 2024 (Note (d)) 1,746,996 -
5,536,338 3,762,471
HEE TR B R T At fair value under fair value hedge
NPEFIR (for hedging interest rate risk) 5,057,492 3,762,471
Helh bR A B R At amortised cost 478,846 -
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26.

Subordinated notes (Continued)

Note:

(@)

33

This represents US$225,000,000 Subordinated Fixed
Rate Notes qualifying as supplementary capital of DSB
issued on 11 February 2010 (the “Notes”), which are
listed on the SGX. The Notes will mature on 11 February
2020. Interest at 6.625% p.a. is payable semi-annually. An
interest rate swap contract to swap the fixed rate payment
liability of the Notes to floating interest rate based on
LIBOR has been entered into with an international bank.

This represents US$200,000,000 Perpetual Subordinated
Fixed Rate Notes qualifying as upper supplementary
capital of DSB issued on 16 February 2007 (the “Notes”),
which are listed on the SGX. The Notes carry an optional
redemption date falling on 17 February 2017. Interest at
6.253% p.a. is payable semi-annually from the issue date
to the optional redemption date. Thereafter, if the Notes
are not redeemed, the interest rate will reset and the Notes
will bear interest at 3-month LIBOR plus 190 pips. DSB
may, subject to receiving the prior approval of the HKMA,
redeem the Notes in whole but not in part, at par either on
the optional redemption date or for taxation reasons on
interest payment date. An interest rate swap contract to
swap the fixed rate payment liability of the Notes to floating
interest rate based on LIBOR has been entered into with
an international bank.

In 2010 and 2009, DSB repurchased a portion of the
Notes with a total notional principal of US$75,000,000 and
US$70,000,000 respectively at a discount after unwinding
an identical notional amount of interest rate swap. Such
repurchased Notes were cancelled after receiving prior
approval of the HKMA.

This represents $$225,000,000 Subordinated Fixed Rate
Notes qualifying as supplementary capital of DSB issued
on 8 February 2012 (the “Notes”), which are listed on
the SGX. The Notes will mature on 9 February 2022 with
an optional redemption date falling on 9 February 2017.
Interest at 4.875% p.a. is payable semi-annually from the
issue date to the optional redemption date. Thereafter,
if the Notes are not redeemed, the interest rate will be
reset and the Notes will bear interest at the then prevailing
5-year Singapore Dollar swap rate plus 376 pips. DSB
may, subject to receiving the prior approval of the HKMA,
redeem the Notes in whole but not in part, at par either on
the optional redemption date or for taxation reasons on
interest payment date. An interest rate swap contract to
swap the fixed rate payment liability of the Notes to floating
interest rate based on LIBOR has been entered into with
an international bank.
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27.

Subordinated notes (Continued)
Note: (Continued)

(d)  This represents US$225,000,000 Basel IIl compliant 10-
year Subordinated Fixed Rate Notes qualifying as Tier 2
capital of DSB (subject to the provisions of the Banking
(Capital) Rules of Hong Kong) issued on 29 January 2014
(the “Notes”), which are listed on the SEHK. The Notes will
mature on 29 January 2024 with an optional redemption
date falling on 29 January 2019. Interest at 5.25% p.a.
is payable semi-annually from the issue date to the
optional redemption date. Thereafter, if the Notes are not
redeemed, the interest rate will be reset and the Notes will
bear interest at the then prevailing 5-year U.S. Treasury
Rate plus 375 pips. DSB may, subject to receiving the
prior approval of the HKMA, redeem the Notes in whole
but not in part, at par either on the optional redemption
date or for taxation reasons on interest payment date. An
interest rate swap contract to swap the fixed rate payment
liability of the Notes to floating interest rate based on
LIBOR has been entered into with an international bank.

The amount that the Group would be contractually required to
pay at maturity to the holders of these subordinated notes is
HK$225 million lower (31 December 2013: HK$212 million lower)
than the above carrying amount.

Other accounts and accruals

Accounts payable arising from purchase of
securities pending for settlement
Other accounts payable and accruals

20144 20134
6H30H 127311

As at As at

30 Jun 2014 31 Dec 2013
438,412 100,993
2,661,098 2,827,237
3,099,510 2,928,230
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28. Shareholder’s funds

20144 2013 4F

6J30H 12A31H

As at As at

30 Jun 2014 31 Dec 2013

A Share capital 6,848,597 1,251,371
B A3 6 4 Share premium - 4,404,692
JheAs T Foft s 7 A Share capital and other statutory capital reserves 6,848,597 5,656,063
G Consolidation reserve (220,986) (220,986)
1T E AR Premises revaluation reserve 202,267 202,267
BEE R Investment revaluation reserve 185,125 (40,409)
T S Exchange reserve 361,520 391,690
— Rkt General reserve 700,254 700,254
IR 1E B SE B SN 2 (o Reserve for share-based compensation 6,084 4,371
TR B Retained eamings 11,069,603 10,356,871
19,152,464 17,050,121

FFE MR BRI 2 BRI E Proposed dividend included in retained earnings 140,154 300,329

FOBTERAT J 78 e T AT 2L DA B A e T X

DSB as a locally incorporated bank in Hong Kong is required

AT B A U S s Y ) T 2B DA A 2 B A
ﬁ%ﬁo%hMmaﬁﬁﬁﬁﬁAé%ﬂ
%WW&U%@%%&H%Z$%WAE
o W EE R BR TR B TR 2 fh e 4
ﬁo%ﬁﬁﬁz“ﬁuﬂéﬁ R Tk
R B RHE AR A R B o

201446 H30H - FOBERITE 82 1,530,583,000
HIC(20134E12H31H  1,433,269,0007 7C)
ZEHEREERME > g AEGS Ik
it > BRI AR B B A PR E -

TN FGE 25T A 201443 A3 B LA
o MRAEH A AN (622 %) > MR
A EIR E 2 &R0 A B AR /A
19— 5 o

to maintain minimum impairment provisions in excess of
those required under HKFRS in the form of regulatory reserve.
The regulatory reserve is maintained to satisfy the provisions
of the Hong Kong Banking Ordinance and local regulatory
requirements for prudential supervision purposes. The regulatory
reserve restricts the amount of reserves which can be distributed
to shareholders. Movements in the regulatory reserve are made
directly through equity reserve and in consultation with the
HKMA.

As at 30 June 2014, DSB has earmarked a regulatory reserve
of HK$1,530,583,000 (31 December 2013: HK$1,433,269,000)
first against its general reserve; and for any excess amount, the
balance is earmarked against its retained earnings.

The Hong Kong Companies Ordinance was revised with effect
from 3 March 2014. Under the new Companies Ordinance
(Chapter 622), amounts which were previously credited to the
share premium account have been aggregated together as part
of the Company’s share capital.
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29. SRR KR 29. Contingent liabilities and commitments

(i)

(Z)

BAR @)

TR SATE B2 H R R B2 S8 E A 2
A B E BB E B 2 EAORME

Capital commitments

Capital expenditure in respect of projects and acquisition
of fixed assets at the end of the reporting period but not

e yet incurred is as follows:
20144 2013 4F
6J130H 124311
As at As at
30 Jun 2014 31 Dec 2013
[REIRHER S FobdiiBa Expenditure authorised but not contracted for 9,980 22,109
A EREB A 2 5. Expenditure contracted but not provided for 193,475 153,260
203,455 175,369

v (b)  Credit commitments

AEEEERRRIVKIERETHERF
Z 4 TR 2B LAE SR B

The contract and credit risk weighted amounts of the
Group’s off-balance sheet financial instruments that

MESERI T - commit it to extend credit to customers are as follows:
FHEH
Contract amounts

20144 2013 4F
61300 12H31H
As at As at
30 Jun 2014 31 Dec 2013
HRERAE Direct credit substitutes 1,322,425 1,858,669
HE G B 2 SR THE Transaction-related contingencies 340,191 285,002
S B MIE 2 SRR E Trade-related contingencies 628,239 651,824

AEGFBON I A AL Commitments that are unconditionally
R YE cancellable without prior notice 63,895,625 60,823,138
HAh RS - HEABRE © Other commitments with an original maturity of:

— DIt 14 - under 1 year 5,559,767 5,401,515
— 1R E -1 year and over 1,365,116 1,497,268
IR Forward forward deposits placed 273,653 12,457
73,385,016 70,529,873
s 8 L B I hE
Credit risk weighted amounts
20144 20134
6H30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013
IR i ROk Contingent liabilities and commitments 2,632,693 2,474,576
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29. Contingent liabilities and commitments (Continued)

(c)  Assets pledged

Exchange Fund debts are as follows:

Exchange Fund debts pledged with the HKMA to facilitate
the Group’s trading and market-making activities in

20144 2013 4F
6H30H 12H31H
As at As at
30 Jun 2014 31 Dec 2013

Assets pledged with HKMA:
Trading securities 3,450,396 3,132,132
Available-for-sale securities 331,517 169,051
3,781,913 3,301,183

Associated liabilities:

Trading liabilities 3,777,207 3,362,473

The carrying amounts of the non-government bonds
pledged with unrelated financial institutions under

repurchase agreements and the associated liabilities are

as follows:

20144 20134
6H30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013

Assets pledge under repurchase agreements:
Available-for-sale securities 347,445 512,318
Held-to-maturity securities 140,319 16,882
487,764 529,200

Associated liabilities:

Deposits from banks 280,300 408,051
Other accounts and accruals 186,539 97,862
466,839 505,913
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29. Contingent liabilities and commitments (Continued)

(@)

Operating lease commitments

Where a Group company is the lessee, the future minimum
lease payments under non-cancellable building operating

fraaasE T leases are as follows:
20144 20134
6H30H 12H31H
As at As at
30 Jun 2014 31 Dec 2013
ERIA Not later than 1 year 166,546 159,051
VELIEE S5 Later than 1 year and not later than 5 years 161,503 214,007
SAEDIE Later than 5 years 52,790 61,661
380,839 434,719

WAL R mAN > =AU
AL R BT S R AR A 2 I AL

Where a Group company is the lessor, the future minimum
lease payments under non-cancellable building operating

fHERABEEINT leases are as follows:
20144 2013 4F
6H30H 1231 H
As at As at
30 Jun 2014 31 Dec 2013
LRI Not later than 1 year 30,637 31,230
1EDUE E S 4R Later than 1 year and not later than 5 years 33,518 49,936
64,155 81,166

38



30.

S5

TR WAL B R EH B A A28
H Sl L AT I (R0 ) 2 TR R IR ] 208

ZHEERELRE -

W46 1301

{3
ReRERfNAR

ERTIENERR
kil

FERR M tEs
LA TR L
LN EE T

fikemIE
BRRRERH
iR
FESIME R
BaLAnE
KREHTRRE

it

i

R RAE
g
B

Yokt

il

Rirfat
fiteMIA
FERAMENAR
LAz
CEffaE
ERMMEHER
ittty
JIRRR R
WAREA K
Eiehasfk

Rt

BRBHER

30.

Maturity profile

The table below analyses the Group's assets and liabilities into
relevant maturity groupings based on the remaining period at the
end of the reporting period to the contractual maturity date or,
where applicable, the earliest callable date.

HRADE
E3fA 3HANRL
Uk BUT B 1ML
e P 3months Over #sk
Repayable on Upto orlessbut ~ 3months Overiyear  SHBL  SHWHA it

As at 30 June 2014 demand fmonth overimonth  tolyear to5years OverSyears  Indefinite Total
Assets
Cash and balances

with banks 1,841,732 10,182,242 77,623 - - - - 12,101,597
Placements with banks

maturing between one

and twelve months - - 1333 2,784,941 - - - 5916272
Trading securities - 71950 2449319 3,819,127 182,078 11,708 - 6,534,182
Financial assets designated

at fair value through

profit or loss - - - - - 80,125 - 80,125
Derivative financial instruments - 41,633 24,212 104,199 313,353 268,730 - 752,127
Advances and other accounts 7,407,627 11,898,063 10,742,714 19,620,020 29,855,238 33,086,959 1,432,121 114,042,742
Avallable-for-sale securities - 302,763 527,105 2,146,805 13,330,750 6,437,441 296,112 23,040,976
Held-to-maturity securities - 320,316 734,870 762,569 7,839,641 - - 9,657,396
Investment in an associate - - - - - - 3,660,490 3,660,490
Investments in jointly

controlled entities - - - - - - 68,013 68,013
Goodwil - - - - - - 811,690 811,690
Intangiole assets - - - - - - 63,543 63,543
Premises and other fixed assets - - - - - - 1838136 1,838,136
Investment properties - - - - - - 653,921 653,921
Deferred income tax assets - - - - 47,091 - - 47,001
Totalassets 20N M6k G 20207661 51068151 39884363 88206 173268301
Liabilities
Deposits from banks 129,51 416,240 40,000 809,637 581,302 - - 1,976,750
Derivative financial instruments - 26,078 13,955 136,369 676,712 162,280 - 1,015,304
Trading liabilties - 1,771,490 629,883 1,328,151 47,683 - -
Deposits from customers 43,142,114~ 42,416,405 32,233,068 20,425,812 1,141,073 - - 139,358,472
Certificates of depostt issued - 4,000 250,171 2100831 2,632,511 - - 4987518
Issued debt securities - - - - - - - -
Subordinated notes - - - - 225842 3,310,496 - 5,536,338
QOther accounts and accruals 25,705 1,261,129 529,884 763,296 47,879 - 4,617 3,099,510
Current income tax liabilities - - - 289,112 - - - 289,112
Deferred income tax liabilities - - - - 60,109 - - 60,109
Total liabilities 43297390 45895342 33,696,961 25853208 7413111 3472776 471,617 160,100,405
Net liquidity gap (34,048,031) (23,078,375) (16,009,787) 3,384,453 44,155,040  36412,187 8,352,409 19,167,896
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30. Maturity profile (Continued)

HEANE
[E3EA 3EANE
1A EPN U 1IE
kit BT 3months Over B
Repayable on Upto  orlesshut  3months  Overiyear  SHBLE  HEWAM A

As at 31 December 2013 demand Tmonth  over T month fofyear  tobyears Overd years Indefinite Tota
Assets
Cash and balances

with banks 3,364,445 4,906,441 - - - - - 8210886
Placements with banks

maturing between one

and twelve months - - 1889032 2,212,261 - - - 4101293
Trading securities - 147,493 481,050 5,358,136 349,109 - - 633,78
Financial assets designated

at fair value through

profit or loss - - - - - 56,081 - 56,081
Derivative financial instruments - 65,421 30,274 143,845 124,426 323,103 - 687,069
Advances and other accounts 7,487,877 10,341,642 11,440,930 14,587,802 31,637,306 31015481 1,687,357 108,198,395
Avallable-for-sale securities - 383,989 39426 2101347 19328062 4,994214 281319 27,128,417
Held-to-maturity securities - 262,604 - 1605194 3,751,491 - - 5,669,289
Investment in an associae - - - - - - 3304998 3,304,99
Investments in jointly

controlled entities - - - - - - 59,657 59,657
Goodwil - - - - - - 811,690 811,690
Intanghble assets - - - - - - 65,242 65,242
Premises and other fixed assets - - - - - - 1861452 1,861,452
Investment properties - - - - - - 663,921 663,921
Deferred income tax assets - - - - 22975 - - 29715
Total assets 10,862,322 16,107,590 13,880,712 26,058,585 55213369 36,388,879 8,725,691 167,227,148
Liabilities
Deposits from banks 128,020 476,584 - - 1,395,698 - - 1,996,207
Derivative financial instruments - 119,297 45,486 128,324 719,379 104,770 - 1,117,256
Trading liabilties - 477,501 1000 2,767,146 116,826 - - 3362473
Deposits from customers 40,124,673 42,100,839 28,212,501 17,809,946 1,594,411 781 - 129,843,151
Certificates of deposit issued - 752,633 866,739 2,757,691 1765498 - - 6,132,561
Issued debt securities - - - 775,385 - - - 775,385
Subordinated notes - - - - 486,740 3,275,731 - 3762471
Other accounts and accruals 25,574 766,932 782,082 798,954 62,147 - 49541 2928230
Current income tax liabilities - - - 210,451 - - - 210,451
Deferred income tax liabilities - - - - 34,304 - - 34,304
Total liabilities 40273267 44,693,786 29,807,808 25,247,897  6,174998 3,381,282 492,541 150,161,579
Net liquidity gap (29,420,945)  (28,586,196)  (16,017,096) 810,688  49,038371 33007597 8233150 17,065,569
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31.

ATHIF 31. Fair value hierarchy

A4 [ F R 51 B R N T (E P AR The Group measures fair values using the following hierarchy
RATBESHE T 2 BAGEATE that reflects the significance of the observable and unobservable

inputs used in the fair value measurement:

#H WE Level

DR S B 8 o 1
1B CRAETEE)  ABR A1 225
5 2 o 0
B o DURIACH B2 7 T
B (e -

2 BRELSBITEREZWmES - KA E 2
o B A (RIME AR ) [T (B
TEMEME ) T B 2 B >
AR ZBIEIMTE THEH -

3 HESE MR R B 3
SR CRATBRE 2 8% - A&
FERA R A B A 2 R

Descriptions

Quoted prices (unadjusted) in active markets for identical
assets or liabilities. This level includes equity and debt
securities that are listed on exchanges or regularly
quoted in the market, and exchange traded derivatives
like futures.

Inputs other than quoted prices included within Level 1
that are observable for the asset or liability, either directly
(that is, as prices) or indirectly (that is, derived from
prices). This level includes the majority of the over-the-
counter derivative contracts.

Inputs for the asset or liability that are not based on
observable market data (unobservable inputs). This
level includes equity and debt securities with significant

B Aa B I o unobservable components.
N THERN R 2 R KA Assets and liabilities measured at fair value:

1 ol Y it
20144E6 H30H At 30 Jun 2014 Level 1 Level 2 Level 3 Total
Mz Descriptions
DA E 5t HH ) Financial assets at fair value

A AR G 1 & through profit or loss

FIERE MR Held for trading

BB ER Debt securities - 6,534,182 - 6,534,182

HE AR AR Designated at fair value

VRPN E through profit or loss

e Tie Debt securities - 80,125 - 80,125
AR T A Derivative financial instruments

HERER®E Held for trading 292 482,768 - 483,060

T e Held for hedging - 269,067 - 269,067
i SR Available-for-sale financial assets

& Debt securities - 22,744,863 4,828 22,749,691

RERS M RE I Equity securities 167,142 124,027 75,116 366,285

TN EEAR Total assets measured at fair value

DIA TG 2 A HEE) Financial liabilities at fair value

FEABR SR E through profit or loss
FERE R Held for trading

fitkam LA Derivative financial instruments
FIERE MR Held for trading
Fef REE M Held for hedging

167,434 30,235,032 79,944 30,482,410

- 3,777,207 - 3,777,207
- 547,378 - 547,378
- 468,016 - 468,016

TR A RS

=

1l Total liabilities measured at fair value

Ty
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31.

Fair value hierarchy (Continued)

Assets and liabilities measured at fair value: (Continued)

T B 3 B B R E R LR
i MRS IR RSB o ISR B R
BAFEE A B AR -

HZE20144E6 430 H 1618 H K 2013412 A
3UH AR AR i e o B A A ot
WA ER A PRSI - SR 45

approximation of fair value.

Financial assets classified as Level 3 assets represent
investments in unlisted equity securities and debentures. They
are stated at cost which is considered to be a reasonable

For the six months ended 30 June 2014 and the year ended
31 December 2013, there were no transfers of financial assets
and liabilities into or out of the Level 3 fair value hierarchy. The

YNGR C Y i changes in carrying value represent the exchange revaluation
gains/losses.
B H28 EIRE &t
2013412 431 H At 31 Dec 2013 Level 1 Level 2 Level 3 Total
[LF Descriptions
VAR 2 HHEE) Financial assets at fair value
FEATR SR Y SR through profit or loss
FERE MR Held for trading
fEHER Debt securities - 6,335,788 - 6,335,788
e A TERHE B Designated at fair value through
B AR profit or loss
fEH RS Debt securities - 56,081 - 56,081
MAESRTHE Derivative financial instruments
FHERE RS Held for trading - 299,574 - 299,574
FEA RS I Held for hedging - 387,495 - 387,495
Ak SR Available-for-sale financial assets
B s 5 Debt securities - 26,847,037 4,828 26,851,865
T g Ml 25 Equity securities 70,288 131,123 75,141 276,552
HATEFHE 2 BEAT  Total assets measured at fair value 70,288 34,057,098 79,969 34,207,355
PVAPERH R H A E) Financial liabilities at fair value
FEABR N SR A E through profit or loss
FHEEE RS Held for trading - 3,362,473 - 3,362,473
fEamT A Derivative financial instruments
FHEEER® Held for trading - 459,361 - 459,361
FEA RS Held for hedging - 657,895 - 657,895
AR BEAF Total liabilities measured at fair value - 4,479,729 - 4,479,729
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net cash flows from operating activities

For the six months ended 30 June

Operating profit after impairment losses

Net interest income

Dividend income

Loan impairment losses and other credit provisions
Advances written off net of recoveries

Depreciation

Amortisation expenses of intangible assets
Provision for equity-settled share-based compensation
Interest received

Interest paid

Dividend received

Operating profit before changes in operating
assets and liabilities

Changes in operating assets and liabilities:

- money at call and short notice with an original
maturity beyond three months

- placements with banks with an original maturity
beyond three months

- trading securities

- derivative financial instruments

- financial assets designated at fair value through
profit or loss

- trade bills

- advances to customers

- other accounts

- investments in securities included in the loans
and receivables category

- available-for-sale securities

- held-to-maturity securities

- deposits from banks

- trading liabilities

- deposits from customers

- other accounts and accruals

Exchange adjustments

Cash generated from/(absorbed by) operating activities
Interest paid on certificates of deposit issued
Hong Kong profits tax (paid)/refunded

Overseas tax paid

Net cash from/(used in) operating activities

43

Reconciliation of operating profit after impairment losses to

2014 2013
783,792 772,087
(1,471,083) (1,343,816)
(8,789) (6,845)
224,567 137,570
(87,943) (67,283)
66,923 54,950
1,699 2,039
1,713 2,123
2,382,826 2,017,502
(737,879) (599,085)
8,790 38,907
1,164,616 1,008,349
340,608 (656,394)
(1,965,699) (1,227,505
34,569 646,057
(166,920) (82,120)
(24,044) (13,181)
(1,510,076) (1,868,059)
(5,708,261) (7,141,121)
215,552 491,711
2,910 1,593,258
1,012,685 (3,619,061)
381,562 770,898
(18,547) (52,262)
414,734 1,382,771
9,515,321 998,711
151,932 (492,921)
13 55,207
3,840,955 (8,205,662)
(51,219) (36,795)
(34,277) 3,839
(13,278) (3,791)
3,742,181 (8,242,400)
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33. Cross-border claims

Equivalent in HK$ millions

201446 H30H
As at 30 Jun 2014
AT R I
SRR
Banks AERE
and other Public
financial sector Jfh A
institutions entities Others Total
Asia Pacific excluding Hong Kong 27,108 1,893 23,522 52,523
North and South America 332 548 2,152 3,032
Europe 4,094 - 423 4,517

31,534 2,441 26,097 60,072

2013412 H 31 H
As at 31 Dec 2013

AT R EAM
SRR
Banks N
and other Public
financial sector Hth M5t
institutions entities Others Total
Lty N RN i Asia Pacific excluding Hong Kong 20,456 254 17,165 37,875
R % North and South America 213 775 2,332 3,320
el Europe 2,544 - 867 3,411
23,213 1,029 20,364 44,606
B B A REER R AR B R B RS 1R MR The information of cross-border claims discloses exposures
2 5y 3 T i A b T 3 5 A A g i to foreign counterparties on which the ultimate risk lies, and
EERE o — RS 5 HE TG is derived according to the location of the counterparties after
REEMAEARBEZE NS — e > sgfTE taking into account any transfer of risk. In general, transfer of risk
RS — T ARAT BTN AT > T L AR from one country to another is recognised if the claims against
INGESIEE SR 2 il R P S a counterparty are guaranteed by another party in a different
FH—EZ - country or if the claims are on an overseas branch of a bank

whose head office is located in a different country.
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34.

Operating segment reporting

Segment reporting by the Group is prepared in accordance with
HKFRS 8 “Operating Segments”. Information reported to the
chief operating decision maker, including the Chief Executive
and other Executive Committee members, for the purposes of
resource allocation and performance assessment, is determined
on the basis of personal banking, commercial banking, treasury
and overseas banking business. Operating performances are
analysed by business activities for local banking business, and
on business entity basis for overseas banking business.

Considering the customer groups, products and services of
local businesses, the economic environment and regulations,
the Group splits the operating segments of the Group into the
following reportable segments:

o Personal banking business includes the acceptance of
deposits from individual customers and the extension of
residential mortgage lending, personal loans, overdraft
and credit card services, the provision of insurance sales
and investment services.

o Commercial banking business includes the acceptance
of deposits from and the advance of loans and working
capital finance to commercial, industrial and institutional
customers, and the provision of trade financing.

o Treasury activities are mainly the provision of foreign
exchange services and centralised cash management for
deposit taking and lending, interest rate risk management,
management of investment in securities and the overall
funding of the Group.

o Overseas banking businesses include personal banking,
commercial banking business activities provided by
overseas subsidiaries in Macau and China, and the
Group’s interest in a commercial bank in China.

o Others include results of operations not directly identified
under other reportable segments, corporate investments
and debt funding (including subordinated notes).

For the purpose of segment reporting, revenue derived from
customers, products and services directly identifiable with
individual segments are reported directly under respective
segments, while revenue and funding cost arising from inter-
segment funding operation and funding resources are allocated
to segments by way of transfer pricing mechanism with reference
to market interest rates. Transactions within segments are priced
based on similar terms offered to or transacted with external
parties. Inter-segment income or expenses are eliminated on
consolidation.
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34.

BRNEME () 34. Operating segment reporting (Continued)
B R[] 43 8 2 HE B S B R A5 B ) Al direct costs incurred by different segments are grouped under
TEAYH o R BH S BRI BA S ik HE B respective segments. Indirect costs and support functions’
SCVER > FERE R 2 R S AR R A T costs are allocated to various segments and products based
WA > 23T AR B0 VE R o RREA B on effort and time spent as well as segments’ operating income
WAL A A~ B M R 2 AT depending on the nature of costs incurred. Costs related to
IS BIFERSERR S B ANAT At JIH T - corporate activities that cannot be reasonably allocated to
segments, products and support functions are grouped under
Others as unallocated corporate expenses.
22014456 J30 Hik 6 A For the six months ended 30 June 2014
WAREG Wk it BRH
Personal Commercial — M¥EH  Overseas it Inter- it
Banking ~ Banking  Treasury  Banking Others  segment Total
FHERA/ () Net interest income/(expenses) 627,082 457,030 229217 276,184  (118430) - 1,471,083
AR/ (i) Non-interest income/(expenses) 250201 147,072 135,734 50316 (36,047)  (18,204) 540,002
BEWA/ () Total operating income/(expenses) 879,303 604,102 364,951 335500  (154,477)  (18,204) 2,011,175
EEY Operating expenses (539,278)  (165,972) (71,499)  (232,188) (12,083) 18,204 (1,002,816)
MREEEE 2 EE Operating profit/loss) before impairment
WA/ (EH) losses 340,025 438,130 293452 103,312 (166,560) - 1,008,359
BIMEBERIUES  Loan impaiment losses and other credt
B provisions @2985) (@117 - (103,865 - - (224567)
MR EER K 8 Operating profit/loss) after imparment
W/ (B losses UT0H0  MOM3 293452 (553 (166,560) - T8
e HENER Nt (loss)/gain on disposal of premises,
AEEEE S investment properties and other
() /i fixed assets (92) - - - 134 - 42
hEBAREZ Bl Net gain on disposal of investments in
securities - - 14,115 - - - 14,115
RElBE A 2 £5 Share of results of an associate - - - 356,361 - - 356,361
FEISFEHER 25 Share of results of jintly controlled entities - - - - 8,356 - 8,356
WA/ (R Profit/{loss) before taxation 246,948 410,413 307,567 355,808 (158,070) - 1,162,666
B GLE) /I Taxation (expenses)/credit (39,287) (67,718) (50,748) 10,870 33,302 - (113,581)
WA/ (R Profit/{loss) after taxation 207,661 342,695 256,819 366,678 (124,768) - 1,049,085
HE2014% 6130 H1E6{A For the six months ended 30 June 2014
TEREHEN Depreciation and amortisation 23,027 4,641 3,052 21,80 16,622 - 6862
201446 1301 As at 30 June 2014
PEER Segment assets 41,677,261 53,896,820 52,007,637 32,011,124 4,458,106  (4,782,647) 179,268,301
PRAMK Segment liabilities 75,545,958 36,184,040 14,743,053 24,367,121 14,042,880  (4,782,647) 160,100,405
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BRNER () 34.

Operating segment reporting (Continued)

WZE2013F6 H30H 16 A For the six months ended 30 June 2013
EUN G G HSMRT BIEA
Personal  Commercial ~ BPE%H  Overseas E:x Inter- Gt
Banking Banking  Treasury Banking Others  segment Total
FHEIA/ () Net interest income/(expenses) 604987 454862 174958 237,769 (128,560) - 1343816
FRBIA/ k) Non-interest income[expenses) 06413 132,384 140537 55419 (43380)  (16,85Q) 474514
BRI/ (L) Total operating income/(expenses) 811,400 587,046 315,495 293,188 (171,940) (16,859) 1,818,330
B Operating expenses (604,808)  (131,319) (61,749)  (206,779) (20,677) 16,859 (908,473
MR EEER B Operating profit/loss) before impaiment
W/ (R losses 06502 455707 253746 864090 (192617) - 909857
SABEERRAMES  Loan impaiment losses and other credit
el provisions (65955 (26,799 - (44816) - - (137570)
MRS AERR AR Operating profit/loss) after impairment
WA/ (B8 losses 240,637 428,928 253,746 41,593 (192,617) - 772,287
HERE - BEDERILML  Netloss on disposal of premises, investment
e iz BER properties and other fixed assets (1,967) - - Q) - - (1,969)
hERRRE BER Net loss on disposal of investments in
securities - - (78,398) - - - (78,398)
FElgamz 5 Share of results of an associate - - - 20763 - - 0763
TEISFEHIER 25 Share of results of jointly controlled entities - - - - 6,248 - 6,248
R/ (68) Profit/loss) before taxation 238670 428928 175348 269,224 (186,369) - 925,801
B Cch) /s Taxation (expenses)/credit (38950) (70,773 (28982 (1359 26,886 - (113129)
BB/ (B8 Profit/(loss) after taxation 199,720 358155 146416 267,865 (159,483 - 812673
BEWE6A0HLE6MA For the six months ended 30 June 2013
fEREnER Depreciation and amortisation 19,234 2,178 2,408 18,938 13,631 - 56,989
ROBEAA As at 31 December 2013
VEGE Segment assets 39,558,463 49,016979 47,675,728 32,018,112 3,405,174  (4,647,308) 167,227,148
MEARK Segment liabities 69,442,368 32,087,167 14,025,506 24,726,047 14,377,779 (4,647,308) 150,161,579
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For the six months ended
30 June 2014

Operating income

Profit before taxation

As at 30 June 2014

Total assets

Total liabilities

Intangible assets and goodwill

Contingent liabilities and
commitments

For the six months ended
30 June 2013

Operating income

Profit before taxation

As at 31 December 2013

Total assets

Total liabilities

Intangible assets and goodwill

Contingent liabilities and
commitments

Operating segment reporting (Continued)

Revenues from external customers were contributed from
banking subsidiaries in Hong Kong, Macau and People’s
Republic of China, with major products and services including
deposit taking, extension of credit, asset-based finance,

securities investment services offered to customers.

The following tables provide information by geographical area,
which was determined with reference to the domicile of the legal
entities within the Group with business dealing and relationship
with, and services to external customers.

i Kb
Hong Kong
and Others

1,833,302
1,069,119

164,464,406
147,352,426
318,667

76,265,135

it B A
Hong Kong
and Others

1,660,424
856,825

153,726,608
138,645,357
318,667

73,083,535
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i 43 JEL TR

it}

WM Inter-segment
Macau  elimination
178,323 (450)
93,547 -
16,474,300  (1,670,405)
14,418,384  (1,670,405)
556,566 -
1,973,852 -
BT

il

M Inter-segment
Macau elimination
158,206 (300)
68,976 -
15,868,862  (2,368,322)
13,884,544 (2,368,322
558,265 -
1,886,809 -

FiE
Total

2,011,175
1,162,666

179,268,301
160,100,405
875,233

78,238,987

al
Total

1,818,330
925,801

167,227,148
150,161,579
876,932

74,970,344
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iR T Equivalent in HK$ millions
B Spot assets

L&A Spot liabilities

EHEA Forward purchases
EHE Forward sales

&/ U8) B3 Net long/(short) position
iR Equivalent in HK$ millions
B Spot assets

HEAME Spot liabilities

EHEA Forward purchases
EMEH Forward sales

&/ U8) B35 Net long/(short) position

Currency concentrations

The following sets out the Group’s net foreign exchange position
in USD and other individual currency that constitutes more than
10% of the total net position in all foreign currencies as at 30
June 2014 and the corresponding comparative balances.

The Group did not have any structural foreign exchange position
as at 30 June 2014 and 31 December 2013.

201446 1301

As at 30 June 2014
s S it
¥ AR WMB  Otherforeign  Total foreign
US dollars Renminbi  Macau pataca currencies currencies
54,471 24,056 6,540 3,046 88,113
(25,359) (24,057) (8,176) (8,411) (66,003)
15,349 4,472 - 8,367 28,188
(42,816) (4,054) - (3,047) (49,917)
1,645 a7 (1,636) (45) 381

20134 12H31H
As at 31 December 2013

Hibsh e SRt

E N &MY Other foreign  Total foreign

US dollars Renminbi  Macau pataca currencies currencies
45,668 26,788 5,712 3,678 81,846
(23,461) (26,038) (7,218) (9,068) (65,785)
16,805 2,097 250 9,140 28,292
(37,282 (2,261) - (3,756) (43,299)
1,730 586 (1,256) (6) 1,054
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36.

37.

Related-party transactions

During the first half of 2014, the Group entered into various
continuing connected transactions with related parties including
the holding company, fellow subsidiaries of the Group,
companies directly or indirectly controlled or significantly
influenced by the shareholders or directors of the holding
company.

There were no material changes in the terms of these
continuing connected transactions since the review by the
Company’s independent non-executive directors of related-
party transactions of the Group for the year ended 31 December
2018 and related disclosure set out in the Group’s 2013 annual
financial statements.

For the six months ended 30 June 2014, all continuing
connected transactions were conducted in the ordinary and
usual course of business of the Group, on normal commercial
terms, and in accordance with the relevant agreements on
terms that are fair and reasonable and in the interests of the
shareholders of the Company as a whole.

The Company and its wholly-owned subsidiaries within the
Group received and incurred income and expense from the
continuing connected transactions (within the definition of
Rule 14A.14 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited (the “Listing
Rules”)) entered into with the holding company and fellow
subsidiaries during the period. The aggregate values of these
transactions are within or consistent with the respective annual
caps applicable to the Group pursuant to Rules 14A.35(2) and
14A.36(1) of the Listing Rules.

The Group provides credit facilities to, and takes deposits from,
the Group’s key management personnel, their close family
members and entities controlled by them. During the first half of
2014, there were no significant changes in the balances of these
credit facilities and deposits compared to the positions at 31
December 2018.

Key management personnel of the Company are executive
directors and there were no significant changes to their
remuneration terms in the six months ended 30 June 2014.

Risk management

The Group recognises the changing nature of risk and manages
it through a well-developed management structure.

Risk management is focused on credit risk, market risk, interest
rate risk, liquidity risk, operational risk, reputation risk and
strategic risk. Credit risk occurs mainly in the Group’s credit
portfolios comprising commercial and retail lending, equipment
and hire purchase financing, and treasury and financial
institutions wholesale lending.

Market risk arises mainly from Treasury and is associated

principally with the Group’s on-and off-balance sheet positions
in the trading book and its investment securities.
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37.

Risk management (Continued)

Interest rate risk means the risk to the Group’s financial condition
resulting from adverse movements in interest rates.

Liquidity risk is the risk that the Group is unable to fund
increases in assets or meet its payment obligations associated
with its financial liabilities when they fall due without incurring
unacceptable losses.

Operational risk is the risk of loss (direct or indirect) resulting
from inadequate or failed internal processes, people and
systems or from external events.

Reputation risk is the risk arising from the potential that negative
publicity regarding the Group’s business practices, operational
errors or operating performance, whether true or not, could
cause customer concerns or negative view, decline in the
customer base or market share, or lead to costly litigation or
revenue reductions.

Strategic risk generally refers to the corporate risk that may
bring significant immediate or future negative impact on the
financial and market positions of the Group because of poor
strategic decisions, unacceptable financial performance, and
inappropriate implementation of strategies and lack of effective
response to the market changes.

The other risk management aspects are disclosed below.
(@)  The risk management structure of the Group

The Board of Directors has the broad overall responsibility
for the management of all types of risk. The responsibilities
of the Board in relation to risk control are:

o the approval of the overall strategy and policies
to ensure that credit and other risks are properly
managed at both the transaction and portfolio
levels;

. the management of risk, both financial and non-
financial, conducted through operational and
administrative control systems including the
operation of the Group Audit Committee (“AC”);
review of key results (against forecasts), operational
statistics and policy compliance; and

° the review of financial performance by analysis
against approved budgets and analysis of variations
in key non-financial measures.

The Executive Committee (“EC”) and the Risk
Management and Compliance Committee (“‘RMCC”) have
been delegated the authority to oversee and guide the
management of different risks which are more particularly
managed and dealt with by Group Risk Division (“GRD”)
and different functional committees.
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37.

Risk management (Continued)

(b)

()

52

Group risk function

The independent Group Risk function is responsible for
ensuring that policies and mandates are established for
the Group as a whole. GRD monitors and reports the
Group risk positions to the Board via the RMCC and
the EC, sets standards for the management of financial
risks and data integrity and ensures that the financial
risks are fully considered in the product planning and
pricing process. GRD reviews and manages all credit
and risk exposure policies for the Group including the
approval of exposures to new markets, economic sectors,
organisations, credit products and financial instruments
which expose the Group to different types of risks. In
determining risk policies, GRD takes into account the
guidelines established by the HKMA, business direction,
and risk adjusted performance of each business.

The Group’s risk management expertise continues
to advance the overall quality of the Group’s lending
portfolios, and enables the Group to meet the changing
regulatory requirements and enter into credit exposures
with the confidence that it understands the associated
risks and rewards.

The Group continues to evolve its risk management
capabilities under the aegis of the Head of GRD, with
increasing focus of its risk strategy on risk and reward
and returns on capital. The Group uses a range of risk
measurement and analytical tools in its management of
various risks which it faces in its day-to-day businesses
and these are continually being enhanced and upgraded
to reflect the ever-changing business needs and the
requirements of the regulators.

Credit committees

The Group has a Group Credit Committee (“GCC”) for
approving major credit limits. The Credit Management
Committee (“CMC”) and Treasury and Investment Risk
Committee (“TIRC”) are the functional committees
responsible for approving and recommending policies,
limits and mandates for risk control in loans and treasury
business respectively. The credit risk function, while set up
to support the business areas, reports solely to the GRD.
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37.

Risk management (Continued)

(d)

53

Strategy in using financial instruments

The Group accepts deposits from customers at both fixed
and floating rates, and for various periods, and seeks to
earn positive interest margins by investing and lending
these funds in a wide range of assets. The Group seeks
to increase these margins by consolidating short-term
funds and lending for longer periods at higher rates, while
maintaining sufficient liquidity to meet all claims that might
fall due.

The Group also seeks to apply its interest margins through
its lending to commercial and retail borrowers and to
charge customers appropriate fees and commission,
taking into consideration credit risk and market conditions.
Such exposures involve not just on-balance sheet loans
and advances, as the Group also enters into guarantees
and other commitments such as letters of credit,
performance bonds and other bonds.

The Group also trades in financial instruments where
it takes positions in exchange-traded and over-the-
counter instruments, including derivatives, to take
advantage of short-term market movements in equities
and bonds and in currency and interest rate. The Board
places trading limits on the level of exposures that can
be taken in relation to market positions. Apart from
specific hedging arrangements, foreign exchange and
interest rate exposures are normally offset by entering
into counterbalancing positions (including transactions
with customers or market counterparties), or by the use
of derivatives, thereby controlling the variability in the net
cash amounts required to liquidate market positions.

The Group also uses interest rate swap and other interest
rate derivatives to mitigate interest rate risk arising from
changes in interest rates that will result in decrease
in the fair value of fixed rate assets or increase in the
fair value of fixed rate liabilities. Part of these financial
instruments are designated as fair value hedges, and the
terms of hedge including hedged item, amount, interest
rates, hedge period and purpose are determined and
documented at the inception of each fair value hedge.
Hedge effectiveness is assessed at inception on a
prospective basis and is reassessed, on an ongoing basis,
based on actual experience and valuation. Fair value
hedge relationships that do not meet the effectiveness
test requirement of hedge accounting are discontinued
with effect from the date of ineffectiveness of the fair value
hedge.
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37.

Risk management (Continued)

(e)

(e)(i)

54

Credit risk

The Group’s main credit risk is that borrowers or
counterparties may default on their payment obligations
due to the Group. These obligations arise from the
Group’s lending and investment activities, and trading of
financial instruments (including derivatives).

The Group has a GCC for approving major credit
exposures. The CMC and TIRC are the committees
responsible for credit policy formulation and portfolio
monitoring of the loan and treasury businesses
respectively. These committees are all chaired by the
Chief Executive with certain Executive Directors and
senior business and credit officers as members. Credit
risk measurement, underwriting, approval and monitoring
requirements are detailed in credit policies.

The Group manages all types of credit risk on a prudent
basis. Credits are extended within the parameters set
out in the credit policies and are approved by different
levels of management based upon established guidelines
and delegated authorities. Credit exposures, limits and
asset quality are regularly monitored and controlled by
management, credit committees and GRD. The Group’s
internal auditors also conduct regular reviews and audits
to ensure compliance with credit policies and procedures
and regulatory guidelines.

The Group has established policies and processes for the
approval and review of new products and activities, and
credit policies with details of the loan grading, or credit
scoring, processes and impairment policies.

Credit risk exposures

Standard & Poor’s Ratings Services, Moody’s Investors
Services and Fitch Ratings are the external credit
assessment institutions (“ECAIs”) that the Group uses
for the assessment of its credit risk exposures to rated
banks, sovereigns, public sector entities, and collective
investment schemes as well as securitisation exposures
and exposures to rated corporates. The Group also has
an internal grading methodology for assessing credit
exposures to unrated corporates.

The process used to map ECAI issuer ratings to exposures
booked in its banking book follows the process prescribed
in Part 4 of the Banking (Capital) Rules.
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Risk management (Continued)

(e)
(e)(ii)

(e)i)

55

Credit risk (Continued)
Counterparty credit risk exposures

The Group exercises strict control limits in tenor and
outstanding amounts on net open positions arising from
over-the-counter derivative transactions, repo-style
transactions and credit derivative contracts booked in its
banking book or trading book. The credit risk exposures
associated with these contracts are predominantly
their fair values (i.e. the positive mark-to-market values
favourable to the Group). These credit risk exposures
together with potential exposures from market movements
are managed as part of the overall lending limits allowed to
counterparties. Collateral or other security is generally not
obtained for such credit risk exposures.

Settlement risk arises in situations where a payment in
cash or a delivery of securities or equities is made in
expectation of a corresponding receipt in cash, securities
or equities. To mitigate settlement risk, daily settlement
limit is established for each counterparty on the aggregate
of all settlements on a day. The Group will also enter into
netting arrangements and make settlement on the basis of
delivery against payment as appropriate.

Credit risk mitigation

The credit risk mitigation techniques used by the
Group are generally those recognised by the Banking
(Capital) Rules for reduced capital weighting. Common
types of collateral obtained are cash deposits, real
estate properties, as well as taxi and public light bus
medallion. For certain types of advances to customers,
the Group also places reliance on guarantees issued by
governments, public sector entities and corporates with
acceptable credit rating.

Real estate properties taken as collateral are evaluated
before the loan can be drawn. For property collateral
supporting problem accounts, their open market values
are appraised at least every six months. For property
collateral that has been repossessed, the Group’s policy is
to arrange for realisation as soon as practicable.
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Market risk

Market risk is the risk of losses in assets, liabilities and off-
balance sheet positions arising from movements in market
rates and prices.

Market risk exposure for different types of transactions
is managed within various risk limits and guidelines
approved by the Board, the RMCC and the TIRC under the
authority delegated from the Board. Risk limits are set at
the portfolio level as well as by products and by different
types of risks. The risk limits comprise a combination of
notional, stop-loss, sensitivity and value-at-risk (“VaR”)
controls. All trading positions are subject to daily mark-
to-market valuation. The RMCD within the GRD, as an
independent risk management and control unit, identifies,
measures, monitors and controls the risk exposures
against approved limits and initiates specific actions to
ensure positions are managed within an acceptable level.
Any exceptions have to be reviewed and sanctioned by
the appropriate level of management of TIRC, RMCC
or the Board as stipulated in the relevant policies and
procedures.

Banco Comercial de Macau, S.A. (“BCM”) and Dah Sing
Bank (China) Limited (“DSB China”), which are subsidiaries
of DSB, run their treasury functions locally under their
own set of limits and policies and within the overall market
risk controls set by DSB. The RMCD of DSB oversees
and controls the market risk arising from the treasury
operations of BCM and DSB China.

The Group applies different risk management policies and
procedures in respect of the market risk arising from its
trading and banking books.

Market risk arising from the trading book

The following descriptions relate to DSB and BCM.

In the Group’s trading book, market risk is associated
with trading positions in foreign exchange, debt securities,
equity securities and derivatives.

(1) Market risk measurement technique

In the management of market risk, the Group
measures market risks using various techniques
commonly used by the industry and control market
risk exposures within established risk limits. The
major measurement techniques used to measure
and control market risk are outlined below.
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(1)

Market risk measurement technique (Continued)
o Value at risk

The Group applies a “value at risk” methodology
(“VaR”), which is a statistically based estimate, to
measure the potential loss of its trading portfolio
from adverse market movements. It expresses as
the maximum amount the Group might lose given a
certain level of confidence, which for the Group is
99% for a one day holding period. There is therefore
a specified statistical probability that actual loss
could be greater than the VaR estimate. Hence, the
use of VaR does not prevent losses outside the VaR
limits in the event of extreme market movements.

The VaR model assumes a certain “holding period”
(one day in the case of the Group) until positions
can be closed. It is calculated based on the current
mark-to-market value of the positions, the historical
correlation and volatilities of the market risk factors
over an observation period of 250 days (or one
year) using a method known as parametric VaR
methodology.

The VaR model is continuously validated by back-
testing the VaR results for trading positions. All
back-testing exceptions are investigated and back-
testing results are reported to senior management.

As VaR constitutes an integral part of the
Group’s market risk control regime, VaR limits
are established and reviewed by the Board and
its delegated committees at least annually for all
trading positions and allocated to business units.
Actual exposures, including VaR, are monitored
against limits on a daily basis by GRD. Average daily
VaR for the Group for all trading activities during the
six months ended 30 June 2014 was HK$1,925,000
(year ended 31 December 2013: HK$1,453,000).
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Risk management (Continued)

(f)

Market risk (Continued)

(fi)  Market risk arising from the trading book (Continued)

(1)

Market risk measurement technique (Continued)
o Stress tests

Stress tests provide an indication of the potential
size of losses that could arise in extreme conditions.
The stress tests carried out by GRD include: risk
factor stress testing, where stress movements are
applied to each risk category; and scenario stress
testing, which includes applying possible stress
events to specific positions or portfolios. Besides,
the expected shortfall of the trading portfolio is
measured to evaluate the expected size of extreme
trading loss beyond a specified confidence level
and over a longer holding period. In addition,
reverse-stress tests are performed as a useful tool
to evaluate the maximum size of market stress that
the Group can endure before hitting the prescribed
tolerable levels.

The results of the stress tests are reviewed by the
Board or its delegated committees regularly.

(2)  VaR summary of trading portfolio

BE201446 130 HILZ 6 A BE2013% 12031 H1EZ 1210A

6 months to 30 Jun 2014 12 months to 31 Dec 2013
T Ber BAE i 4] A
Average High Low  Average High Low
AN JEL B Foreign exchange risk 1,158 1,666 706 934 1,529 450
FI2RE B Interest rate risk 1,568 3,201 511 1,058 2,193 330
2R All risks 1,925 3,460 1,120 1,453 2,625 689
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Market risk (Continued)

Market risk arising from the banking book

In the Group’s banking book, market risk is predominantly
associated with positions in debt and equity securities.

(1)

Market risk measurement technique

Within the risk management framework and
policies established by the Board and its delegated
committees, various limits, guidelines and
management action triggers are established to
control the exposures of the Group’s banking book
activities to foreign exchange risk, interest rate risk,
and price risk. In particular, position and sensitivity
limits and price triggers are in place to control the
price risk of the investment securities. In addition,
sensitivity analysis and stress testing (including
reverse-stress testing) covering shocks and shifts
in interest rates on the Group’s on-and off-balance
sheet positions and credit spreads on the Group’s
investment securities are regularly performed to
gauge the market risk inherent in the Group’s
banking book portfolios and manage it against the
established control measures.

VaR methodology is not currently being used to
measure and control the market risk of the banking
book.

Foreign exchange risk

The Group has limited net foreign exchange
exposure (except for USD, Macau Pataca (“MOP”)
and Renminbi (“RMB”)) as foreign exchange
positions and foreign currency balances arising
from customer transactions are normally matched
against other customer transactions or transactions
with the market. Foreign exchange exposure in
respect of MOP and RMB arise mainly from the
operation of overseas subsidiaries in Macau and
Mainland China. The net exposure positions,
both by individual currency and in aggregate, are
managed by the Treasury Division (“TRD”) of the
Group on a daily basis within established foreign
exchange limits.

Long-term foreign currency funding, to the extent
that this is used to fund Hong Kong dollar assets,
or vice versa, is normally matched using foreign
exchange forward contracts to reduce exposure to
foreign exchange risk.
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(8) Interest rate risk

From an earnings perspective, interest rate risk is
the risk that the net income arising from future cash
flows of a financial instrument will fluctuate because
of changes in market interest rates. From an
economic value perspective, interest rate risk is the
risk that the economic value of a financial instrument
will fluctuate because of changes in market interest
rates. The Group takes on interest rate risk from
both perspectives in the banking book. As such,
the interest margins or net interest income and
the economic value of the capital may increase or
decrease as a result of such changes or in the event
that unexpected movements arise. The Board and
the Asset and Liability Management Committee
(*ALCO”) set limits on the level of mismatch of
interest rate repricing that may be undertaken,
which are monitored regularly by RMCD.

Liquidity risk

Liquidity risk is the risk that the Group is unable to fund
increases in assets or meet its payment obligations
associated with its financial liabilities when they fall due
without incurring unacceptable loss.

The Group manages its liquidity on a prudent basis with
the objective to comply with the statutory liquidity ratio
and to ensure that there is an adequate liquidity and
funding capacity to meet normal business operations
and to withstand a prolonged period of liquidity stress of
not less than a month. During the period, the Group had
maintained a sufficiently high liquidity ratio well above the
statutory minimum of 25%.

Moreover, the Group has further enhanced the liquidity
risk management framework in accordance with the
requirements set forth in the Supervisory Policy Manual
(“SPM”) LM-2 on “Sound Systems and Controls for
Liquidity Risk Management” issued by the HKMA in
April 2011, The SPM LM-2 is developed to implement
the liquidity sound principles formulated by the Basel
Committee on Banking Supervision (“Basel Committee”)
to strengthen the liquidity risk management standards of
banks.
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Liquidity risk (Continued)

Liquidity risk management is governed by the policy and
framework approved by the Board, which delegates to
the Group’s ALCO to oversee liquidity risk management.
The ALCO regularly reviews the Group’s loan and
deposit mix and changes, funding requirements and
projections, and monitors a set of liquidity risk metrics,
including the liquidity ratio and maturity mismatch on an
ongoing basis. Appropriate limits or triggers on these
risk metrics are set and sufficient liquid assets are held
to ensure that the Group can meet all short-term funding
requirements. The TRD is responsible for the day-to-day
management of funding and liquidity position while the
RMCD is responsible for the measurement and monitoring
of liquidity risk exposures on a daily and monthly basis,
and also conducting liquidity analysis and stress testing.
The Financial Control Division (“FCD”) handles regulatory
reporting in relation to liquidity risk, and coordinates
the regular forecast of loans and deposits, and liquidity
ratio, budget and analysis relating to liquidity and funding
management.

The Group places considerable importance to establish
a diversified and stable funding. While customer deposits
form the primary portion of the Group’s funding,
certificates of deposit and medium term notes are issued
at opportune time in order to lengthen the funding maturity
and optimise asset and liability maturities. Short-term
interbank deposits are taken on a limited basis with the
aim of maintaining the presence in the market and the
Group is a net lender in the interbank market.

The monitoring and reporting take the forms of cash flow
measurements and projections for different time horizons,
including the next day, a week and a month, which are key
periods for liquidity management. The starting point for
these projections is an analysis of the contractual maturity
of the financial assets and liabilities as well as the expected
maturity of these assets and liabilities based on historical
observations. The cash flow projections also take into
account the historical behavior of off-balance sheet items,
including undrawn lending commitments and contingent
liabilities such as standby letters of credit and guarantees.
A liquid asset portfolio is held to withstand unexpected
shortfall in net cash flow. Debt securities held are marked
to the market on daily basis to ensure their market liquidity.
The Group performs stress testing regularly, which
includes an institution-specific crisis scenario, a general
market crisis scenario and a combination of these crisis
scenarios in order to assess the potential impact on its
liquidity position under stressed market conditions and
has formulated a contingency plan that sets out strategies
for dealing with liquidity problems and the procedures
for making up cash flow deficits (e.g. conducting repo
transactions or liquidation of assets held for liquidity
risk management purpose) in emergency situations.
Intragroup transactions are conducted on arms-length
basis and are treated the same way as other third party
transactions for the purpose of cash flow projection under
normal scenario. Subsidiaries of the Group are required to
manage their liquidity positions to meet their needs under
both normal and stressed conditions.
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Operational risk

The Group manages its operational risk through a
management structure comprising members of senior
management, an independent risk management team and
operational risk officers from each business and support
function, and operating through a set of operational risk
policies, risk tool-kits, operational risk incident reporting
and tracking systems, and control self assessment and
key risk indicator tools. Together with a well established
internal control systems, operational risk can be
adequately identified, assessed, monitored and mitigated.
To allow the operational risk framework to be clearly
communicated to all levels within the Group, awareness
and training programs are conducted from time to time.

To minimise the impact on the Group’s business in
the event of system failure or disasters, back-up sites
and operational recovery policies and plans have been
established and tested for all critical business and
operations functions.

Operational risk framework is also supported by periodic
independent reviews of internal control systems by
external and internal auditors. The Group’s RMCC have an
overall oversight of the performance and effectiveness of
operational risk management.

Reputation risk

The Group manages reputation risk through upholding a
high standard of corporate governance and management
oversight, maintenance of effective policies and
procedures with emphasis on internal control, risk
management and compliance; proper staff training and
supervision; proper handling of customer complaints
or dissatisfaction; and adherence to sound business
practices. Standards are set and policies and procedures
are established by the Group in all areas, which operate to
reduce vulnerability to reputation risk.

Strategic risk

The Board of Directors, assisted by senior management, is
directly responsible for the management of strategic risk.
Directors formulate the strategic goals and key direction
of the Group in line with the Group’s corporate mission,
ensure business strategies are developed to achieve
these goals, oversee the strategic development and
implementation to secure compatibility with the Group’s
strategic goals, review business performance, deploy
proper resources to achieve the Group’s objectives, and
authorise management to take appropriate actions to
mitigate risks.
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Compliance with the Basel Ill Capital Standards

Since the revised capital adequacy framework known as
Basel Il has become effective from January 2007, DSB
has adopted the standardised approach for credit risk
and market risk, and the basic indicator approach for
operational risk. These are the default approaches as
specified in the Banking (Capital) Rules. Accordingly, the
Group has overhauled its systems and controls in order to
meet the standards required for these approaches.

To implement the revised international capital standards
commonly referred to as the “Basel IlI” rules, the HKMA
has published in April 2013 the Banking (Capital)
(Amendment) Rules 2013 and revised Supervisory Policy
Manual (“SPM”) CA-G-5 on “Supervisory Review Process”
in December 2012. The revised capital standards and
related regulatory requirements have come into force for
all locally incorporated authorized institutions in Hong
Kong starting from January 2013. DSB has enhanced its
capital management and reporting framework as well as
disclosures for meeting the new requirements.

Fair value of financial assets and liabilities

Fair values are subject to a control framework that the
Board is held responsible for ensuring proper valuation
governance and control processes of the Group. It
delegates the responsibility for overseeing the valuation
process for financial instruments to the TIRC. Valuation
is performed independently by RMCD and the valuation
results are periodically verified to ensure the integrity of the
fair value measurement process.

The fair value of financial instruments is the price that
would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market
participants at the measurement date under current
market conditions regardless of whether that price
is directly observable or estimated using a valuation
technique.

A financial instrument is regarded as quoted in an active
market if quoted prices are readily and regularly available
from an exchange, dealer, broker, industry group, pricing
service or regulatory agency. A quoted price in an active
market provides the most reliable evidence of fair value
and shall be used whenever available. If a financial asset
or a financial liability has a bid price and an ask price, the
price within the bid-ask spread that is most representative
of fair value in the circumstances is used by the Group.
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Fair value of financial assets and liabilities (Continued)

Where observable market quotation of financial
instruments is not directly available, the Group estimates
the fair value of such financial instruments by using
appropriate valuation techniques that are widely
recognised including present value techniques and
standard option pricing models. In applying valuation
techniques for these financial instruments, the Group
maximizes the use of relevant observable inputs (for
examples, interest rates, FX rates, volatilities, credit
spreads) and minimizes the use of unobservable inputs.
For example, the fair value of interest-rate swaps is
calculated as the present value of the estimated future
cash flows, the fair value of foreign exchange forward
contracts is generally based on current forward rates
and the fair value of option contracts is derived using
appropriate pricing models, such as Black-Scholes
model.

The Group uses external price quotes and its own credit
spreads in determining the current value of its financial
liabilities and other liabilities for which it has elected the fair
value option. When the Group’s credit spreads widen, the
Group recognises a gain on these liabilities because the
value of the liabilities has decreased. When the Group’s
credit spreads narrow, the Group recognises a loss on
these liabilities because the value of the liabilities has
increased.

Price data and parameters used in the measurement
process are reviewed carefully and adjusted, if necessary,
to take consideration of the current market developments.

Capital management
The Group’s objectives when managing capital are:

o To comply with the capital requirements set by the
banking regulators in the markets where the entities
within the Group operate;

o To safeguard the Group’s ability to continue its
business as a going concern;

o To maximise returns to shareholders and optimise
the benefits to other stakeholders; and

o To maintain a strong capital base to support the
development of its business.

Capital adequacy of and the use of regulatory capital by
the Group’s Hong Kong banking subsidiary is monitored
regularly by the Group’s management, employing
techniques based on the guidelines developed by the
Basel Committee, as implemented by the HKMA, for
supervisory purposes. The required information is filed
with the HKMA on a quarterly basis.
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37.

Risk management (Continued)

(m)
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Capital management (Continued)

As Basel lll has become effective from January 2013 in
Hong Kong, DSB is required to meet three ratios, namely,
the Common Equity Tier 1 capital, Tier 1 capital and
Total capital respectively against risk-weighted assets.
The internationally agreed minimum of these three ratios
as of 1 January 2014 are set at 4.0%, 5.5% and 8.0%
respectively and are adopted by the HKMA. Moreover, the
Leverage Ratio that forms part of Basel Ill implementation
is under parallel run until 2017 and relevant information
has been submitted by DSB for regulatory monitoring
during 2014. In addition, the capital conservation and
countercyclical capital buffers newly introduced under
Basel lll will be implemented from 1 January 2016 in
Hong Kong. In line with the international standards, the
HKMA also adopts the phase-in arrangements for new
capital requirements in relation to the Common Equity
Tier 1 capital ratio, Tier 1 capital ratio and capital buffers
as proposed by the Basel Committee and will achieve full
implementation by 1 January 2019.

Risk-weighted amount is the aggregate of the risk-
weighted amounts for credit risk, market risk and
operational risk, and covers both on-balance sheet
and off-balance sheet exposures. On-balance sheet
exposures are classified according to the obligor or the
nature of each exposure and risk-weighted based on the
credit assessment rating assigned by an external credit
assessment institution recognised by the HKMA or other
rules as set out in the Banking (Capital) Rules, taking
into account the capital effects of credit risk mitigation.
Off-balance sheet exposures are converted into credit-
equivalent amounts by applying relevant credit conversion
factors to each exposure, before being classified and risk-
weighted as if they were on-balance sheet exposures.

Capital adequacy of and the use of regulatory capital by
the Group’s Macau banking subsidiary, BCM, and banking
subsidiary in China, DSB China, are monitored regularly by
the Group’s management, employing techniques based
on the guidelines provided by the Autoridade Monetéaria
de Macau (“AMCM”) and the China Banking Regulatory
Commission (“CBRC”) respectively for supervisory
purposes.

The required information is filed by BCM with the AMCM
and by DSB China with the CBRC on a quarterly basis. The
AMCM requires BCM and the CBRC requires DSB China
to maintain a ratio of own funds or capital base to total
risk-weighted exposures (i.e. the capital adequacy ratio)
not lower than the agreed regulatory minimum of 8%.

Certain non-banking subsidiaries of the Group are also
subject to statutory capital requirements from other
regulatory authorities, such as the Securities and Futures
Commission.
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Risk management (Continued)
(n)  Fiduciary activities

The Group provides custody, trustee, wealth management
and advisory services to third parties, which involve the
Group making allocation and purchase and sale decisions
in relation to a variety of financial instruments. Those
assets that are held in a fiduciary capacity are not included
in the Group’s financial statements. These services could
give rise to the risk that the Group will be accused of mal-
administration.

(o) Launch of new product or service

The launch of every new product or service is governed by
the New Product Approval process stipulated under the
Group Risk Policy which requires the relevant business
and supporting units, including GRD, to review the critical
requirements, risk assessment and resources plan before
the launch. New products or services which could have
a significant impact on the Group’s risk profile should be
brought to the attention of the Board or its designated
committee(s) before the launch. The Group’s Internal Audit
function performs regular independent review and testing
to ensure compliance by the relevant units in the new
product approval process.

(p)  The role of Internal Audit

The Group’s Internal Audit Division is an independent,
objective assurance and consulting unit, which is designed
to focus on enhancing and sustaining sound internal
control in all business and operational units of the Group.
The division reports functionally to the Group AC, which
is chaired by an Independent Non-Executive Director.
The division conducts a wide variety of internal control
activities such as compliance audits and operations and
systems reviews to ensure the integrity, efficiency and
effectiveness of the systems of control of the Group.

List of subsidiaries

The following is a list of the Company’s subsidiaries which, for
financial reporting purpose, have all been consolidated in these
interim condensed consolidated financial statements.

Subsidiaries held directly by the Company:
Dah Sing Bank, Limited
MEVAS (1931) Limited (“MEVAS (1931)")
Channel Winner Limited
D.A.H. Holdings Limited (“DAHH”)
Dah Sing Finance Limited
Dragon Tiger Limited
Estoril Court Limited
Grandmart Investments Limited
Modern World Holdings Limited
Modern Bright Hong Kong Limited
River Long Limited
Skill Sino Limited
Solar China Limited
South Development Limited
Talent Union Holding Limited
Well Idea Enterprises Limited
Superb Future Limited
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List of subsidiaries (Continued)
Subsidiaries held indirectly by the Company via DSB:

Dah Sing Nominees Limited

Dah Sing Properties Limited

Vanishing Border Investment Services Limited

Dah Sing Computer Systems Limited Note (b)
Dah Sing Insurance Brokers Limited

Dah Sing MTN Financing Limited

Dah Sing SAR Financing Limited Note (b)
Dah Sing Securities Limited Note (a)
Pacific Finance (Hong Kong) Limited

Banco Comercial de Macau, S.A.

Dah Sing Bank (China) Limited (“DSB China”)

DSB BCM (1) Limited
DSB BCM (2) Limited

DSLI (1) Limited Note (b)
Shinning Bloom Investments Limited Note (b)
OK Finance Limited

Wise Measure Limited Note (b)

Subsidiary held indirectly by the Company via MEVAS (1931)
MEVAS Nominees Limited

Subsidiary held indirectly by the Company via DAHH
D.A.H. Hambros (Channel Islands) Limited

In calculating its consolidated capital adequacy ratio for the
purposes of the Hong Kong Banking Ordinance, DSB has
deducted its cost of investments in the subsidiaries specified in
the notes below from its capital base.

Note:

(@)  These subsidiaries are “regulated financial entities” as
defined by the Banking (Capital) Rules (the “Banking
(Capital) Rules”) made by the HKMA.

(o)  These subsidiaries are investment holding or financing
entities which do not operate any business, or are inactive.
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39.

Capital adequacy ratio
- Common Equity Tier 1

40.

Capital adequacy ratio

20144 2013 4F
6H30H 12H31H
As at As at

30 Jun 2014 31 Dec 2013
10.9% 10.4%
10.9% 10.4%

15.8% 14.5%

The capital adequacy ratio as at 30 June 2014 and 31 December
2013 represent the consolidated position of DSB (covering BCM
and DSB China) computed on Basel Il basis with reference to
the Banking (Capital) Rules. These capital adequacy ratios take
into account market risk and operational risk.

DSB as a locally incorporated bank in Hong Kong is subject
to the minimum capital adequacy ratio requirement under the
Hong Kong Banking Ordinance. BCM is subject to Macau
banking regulations and DSB China is subject to China banking
regulations.

Liquidity ratio
B®E 20144 W= 20134 HWE2013%
6H30HIE 6A30HIE 12H31HIE
6 A 611 R
Six months ended Six months ended Year ended
30 Jun 2014 30 Jun 2013 31 Dec 2013
46.6% 46.9% 46.2%

The liquidity ratio is calculated as the simple average of each
calendar month’s average consolidated liquidity ratio of DSB for
the six/twelve months of the financial year. The liquidity ratio is
computed with reference to the methods set out in the Fourth
Schedule of the Hong Kong Banking Ordinance.

DSB as a locally incorporated bank in Hong Kong is subject
to the minimum liquidity ratio requirement under the Hong
Kong Banking Ordinance. BCM is subject to Macau banking
regulations and DSB China is subject to China banking
regulations. The above ratios of the Group are calculated for
reference only.
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s % FINANCIAL RATIOS
RE =z
20144 2013 4F
6H30H1E 6 A30HIE
ofi Al 6 1
Six months  Six months
ended ended
30 Jun 2014 30 Jun 2013
EISY N ¢ T LUN Net interest income/operating income 73.1% 73.9%
BEAEA H 2R Cost to income ratio 49.9% 50.0%
P4 A R (AF R ML) Return on average total assets (annualised) 1.2% 1.1%
S R 4 el i (4R AR AL) Return on average shareholders’ funds (annualised)  11.5% 10.9%
FEE Net interest margin 1.79% 1.77%
20144 2013 4
6H30H 12A31H
As at As at
30 Jun 2014 31 Dec 2013
B R Loan to deposit ratio 71.8% 72.1%
3] e 6L INTERIM DIVIDEND
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The Directors have declared an interim dividend of HK$0.1 per
share for 2014 payable on or after Thursday, 25 September
2014 to shareholders whose names are on the Register of
Shareholders at the close of business on Friday, 19 September
2014.

CLOSURE OF REGISTER OF SHAREHOLDERS

The Register of Shareholders will be closed from Monday, 15
September 2014 to Friday, 19 September 2014, both days
inclusive. In order to qualify for the interim dividend, all transfers
accompanied by the relevant share certificates must be lodged
with the Company’s share registrar, Computershare Hong
Kong Investor Services Limited, Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong
Kong for registration not later than 4:30 p.m. on Friday, 12
September 2014.
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CORPORATE AND BUSINESS OVERVIEW
HIGHLIGHTS

Local market conditions in Hong Kong were relatively
stable during the first half of the year, with Mainland and
Mainland related growth slowing, but continuing to move at
a comparatively faster pace than Hong Kong. Conditions in
Macau remained similar to those in Hong Kong. Market volatility
was subdued, and liquidity conditions were satisfactory. Against
this fairly stable backdrop, we are pleased to report improved
earnings, with profit attributable to shareholders increasing by
29% to a record HK$1,049.1 million for the period. During the
period we successfully completed a rights issue to raise HK$1.2
billion, which was subsequently injected to Dah Sing Bank,
Limited (“DSB”) to support its growth and capital adequacy.

Our banking businesses performed strongly over the period
with strong volume growth in both loans and deposits. Bank
of Chongqging once again delivered a strong and growing
contribution to our bottom line.

Overall business conditions were a little better than expected,
which contributed to the record profit for the first half of the
year.

BUSINESS AND FINANCIAL REVIEW

We saw growth in all key areas during the first six months of the
year. Whilst net interest margin was somewhat under pressure,
growth in volumes more than compensated for this, with overall
net interest income up by 9.5% to HK$1,471 million. Net fee and
commission income grew by 16.2% to HK$404 million.

Total operating income was up by 10.6% to HK$2,011 million.
However, with growth in operating expenses at the same pace
as revenue and after a 63% increase in impairment provisions,
driven mainly by Mainland and Mainland related lending,
operating profit after impairment charges was up slightly by
1.5% to HK$784 million.

Taking into account a continued favourable performance
from our associate company, Bank of Chongging, despite the
dilution in our shareholding to just under 17% following their IPO
towards the end of 2013, our profit attributable to shareholders
was up by 29% to HK$1,049 million.
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BUSINESS AND FINANCIAL REVIEW (Continued)

We experienced improvement in a number of key financial
performance indicators during the period:

J Return on assets was up from 1.1% to 1.2% during the
period, driven by the improved performance both of our
core banking business, and that of our associate, Bank of
Chongging.

] ROE was up from 10.9% to 11.5%.
o Cost to income ratio slightly improved to below 50%.

As at 30 June 2014, DSB’s total capital adequacy ratio was
15.8%, more than 1% higher than the same time last year, and
CET1 ratio was 10.9%, with the improvements driven largely
by the impact of the rights issues and equity injection to DSB,
and completion of a new issue of Basel lll compliant Tier 2
subordinated debt at US$225 million that we conducted earlier
in the year.

PROSPECTS

Whilst 2014 has so far been somewhat more stable than
expected, risks remain in the second half of the year. At present,
market liquidity remains ample, but this may in part be due to
hot money inflows into the Hong Kong market in the recent past.
The effects of the termination of bond purchases by the US
Federal Reserve, as well as the market’s outlook on the pace of
possible interest rate increases also add uncertainty.

However, the outlook for credit quality is relatively stable, and
despite earlier concerns over a potentially more rapid credit
deterioration in the broader economy, particularly relating
to Mainland credit exposure, current credit performance is
acceptable.

With relatively rapid loan and deposit growth in the first half of
the year, we expect the speed of growth to slow in the second
half of the year. Notwithstanding the slower outlook for growth,
the current ample levels of liquidity in the market have reduced
the funding cost pressure that we saw in the first half.
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PROSPECTS (Continued)

Overall, therefore we are of the view that the outlook remains
relatively stable. Whilst there are always risks to the downside,
we do not see significant volatility in the market at present that
indicate that those risks are becoming more severe. However,
neither do we see opportunities for very rapid growth, bearing in
mind the balance of risk and reward, and the need to preserve
ample levels of capital and liquidity.

We will therefore continue to seek opportunities for further
expansion, but in a cautious manner. Irrespective of the
current macro outlook, however, we will strive to make further
improvements to the fundamentals of our core businesses.

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

At 30 June 2014, the interests and short positions of the
Directors and the Chief Executive of the Company in the shares,
underlying shares and debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFQO”) which were required
to be notified to the Company and The Stock Exchange of
Hong Kong Limited (the “SEHK”) pursuant to Part XV of the
SFO (including interests and short positions which they have
taken on or are deemed to have acquired under such provisions
of the SFO), or which were required pursuant to the SFO, to
be entered in the register referred to therein, or as otherwise
required to be notified to the Company and the SEHK pursuant
to the Model Code for Securities Transactions by Directors of
Listed Issuers and the code of conduct for directors’ securities
dealing adopted by the Company (collectively the “Model
Code”) were as follows:
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

(Continued)

(@) Interests in the shares of the Company and its associated
corporation
Bhr¥H
Number of shares

JBOHE 2 H
CETRA
ZEAR
Percentage of
AR LHERO JofbbE B At interests in the
Personal Corporate Other Total relevant issued
interests interests interests interests  share capital
- 1,045,626,955% - 1,045,626,955 74.61
- 10,343,695 126,189,187 136,532,882 40.75

Notes:

(1)
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The corporate interests are in respect of shares held by
companies in which the director controls one third or more
of the voting powers at general meeting.

Such shares include the corporate interests of David
Shou-Yeh Wong under Part XV of the SFO by virtue
of his beneficial interests in the shares of Dah Sing
Financial Holdings Limited (“DSFH”) which currently holds
a controlling interest of 74.59% in the Company and
interests in the shares of the Company held through a
company controlled by David Shou-Yeh Wong.

Such shares are indirectly held by HSBC International
Trustee Limited, a trustee of a discretionary trust
established for the benefit of David Shou-Yeh Wong and
his family members.



A R AT AR ()

(2) FEAZ T BB B 2 g8 st #IE T
Jr 4 2 GBI 2

B0 B AN B R K A i (AR 7 2 AR
Wi ) o AR E i 2004 56 H 12 H
200544 A 28 H 4 2 iR I iEsT &1 (&
T[22 58 ) 4200 2 BRI RE AR B AR
NGV ON A A P &
WA 2S5 BT A RS 735 2 b B
(TCETTARRN ) WiZET W% 2 Rl -

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE
(Continued)

(b)

Interests in options under share option schemes of the
Company and its associated corporation

Set out below are particulars of interests in options
to subscribe for ordinary shares of the Company and
DSFH, an associated corporation of the Company,
granted respectively under the Share Option Schemes
of the Company adopted on 12 June 2004 and DSFH
adopted on 28 April 2005 (collectively the “Schemes”) and
information that is required to be disclosed in accordance
with the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Listing
Rules”):—

aREaAZRRYUA
Number of shares in the options
AR 2014k
R MARE  RZEBO BREM 6AN e
IHIH%E  Granted  Adjustment  Lapsed W K Exercise period
Hldat  duwing forRights  duing  Heldat  Bxercise  #ibH ] 3
REA Grantee 1172014 the period Issue™ theperiod  30/6/2014 price  Grant date From To
() (B/8/%) (B/R/%8) (R/B/E)
(HKS) (D) (DIMAY) (DY)
AAABRHEH  Share Option Scheme
of the Company
% Directors
THE Harold Tsu-Hing Wong 2,800,000 - A9 - 2907921 891 121202011 121122012 1211202017
1,000,000 - 38,540 - 1038545 7961 211202012 21122013 2171202018
i Gary Pak-Ling Wang 2,600,000 - 100218 - 2700218 8910 12120201 121202012 121202017
900,000 - 34,691 - 934,691 7961 211202012 21122013 21/12/2018
RURREEY  Aggregateofother 2,400,000 - 92510 - 2492510 8910 121202011 121122012 1211202017
employees 2,100,000 - 80,946 - 2180946 7961 211202012 21122013 2171202018
- 3000004 11,564 - 31564 11681 26/03/2014  26/03/2015  26/03/2020
P8 E1 ] Share Option Scheme
Rt of DSFH
% Director
hil Harold Tsu-Hing Wong 250,000 - 10,767 - 260,767 38351 121202011 12112/2012 1211202017
150,000 - 6,460 - 156,460 318810 21122012 211212013 2111212018
o Others ® 500,000 - 21,534 - 521,534 3.3 12122011 1211202012 1211202017
250,000 - 10,767 - 260,767 31881 211202012 2122013 2171202018
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE
(Continued)

(b) Interests in options under share option schemes of the
Company and its associated corporation (Continued)

Notes:

(1)

Adjusted as a result of the Rights Issue completed in
April 2014 and May 2014 for DSFH and the Company
respectively. The key summary of related adjustments had
been announced by DSFH and the Company on 29 April
2014 and 8 May 2014 respectively.

Share options were granted to certain eligible employees,
who are directors, senior executives or officers of the
major operating subsidiaries of the Company and are
working under employment contracts that are regarded
as “continuous contracts” for the purposes of the
Employment Ordinance of Hong Kong.

Share options were granted to certain employees of DSFH
or its subsidiaries, who are directors, senior executives
or officers of the major operating subsidiaries of DSFH
and are working under employment contracts that are
regarded as “continuous contracts” for the purposes of
the Employment Ordinance of Hong Kong.

On 26 March 2014, the Company granted 300,000 share
options at an exercise price of HK$12.13 per share. The
closing price of the shares of the Company on 25 March
2014 (being the business day immediately preceding 26
March 2014 on which the options were granted) was
HK$12.00 per share (the adjusted closing price due to the
Rights Issue completed in May 2014 was HK$11.571 per
share).

All the existing share options under the Schemes shall be
exercisable upon vesting in five equal tranches between
the first and fifth anniversaries from the date of grant.

No share options under the Schemes were exercised or
cancelled during the six months ended 30 June 2014.

On 27 May 2014, the shareholders of the Company approved
the adoption of a new share option scheme (the “New Scheme”)
and the termination of the Share Option Scheme adopted on 12
June 2004. No share options had been granted under the New
Scheme during the period from the date of its adoption to 30

June 2014.

All the interests stated above represent long positions. As at
30 June 2014, none of Directors of the Company held any
short positions as defined under the SFO which are required to
be recorded in the register of directors’ and chief executive’s
interests and short positions.
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JBesk Shareholder

TRAF Christine Yen Wong

KA e EEARA Dah Sing Financial
Holdings Limited

B s s PR A HSBC International

Trustee Limited

(1) OSSR R R S R 2 b g
PRECTCA (57 3€) TR 4 il 2 E SR
A R BR A ) P B P M 5 1% <7 3
B IRk WA AN SR o T RCH S
PRI ZER LR 15 A 2 Ml T o 4
UEAEHE £ B TSP 36 LAt [ 3 S AT U
W | R b TR A A R RE SR AR

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE
(Continued)

Save as disclosed above, as at 30 June 2014, none of
the Directors or Chief Executive of the Company and their
respective associates had any interests or short positions in the
shares, underlying shares and debentures of the Company or
any of its associated corporations (within the meaning of Part XV
of the SFO) as recorded in the register required to be kept by the
Company pursuant to section 352 of the SFO, or as otherwise
notified to the Company and the SEHK pursuant to the Model
Code.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS

As of 30 June 2014, the following are the persons, other than
the Directors and Chief Executive of the Company whose
interests are disclosed above, who had interests or short
positions in the shares and underlying shares of the Company
as recorded in the register of shareholders’ interests required to
be kept by the Company pursuant to section 336 of Part XV of
the SFO or otherwise known to the Company.

Wb s
eHfi kA
ZHAO

Percentage of

Firs e by ¥ H interests held

-2 Number of in the issued
Capacity shares held share capital ®
RS A 8 T B A i 1,045,626,955 " 74.61

Wb REA
Deemed interest by virtue of her spouse

having a notifiable interest
gl I 1,045,461,643 74.59
Beneficial interest
AR EER 1,045,461,643@ 74.59

Trustee and corporate interest

Notes:

(1) Such shares represented the deemed share interests of Christine
Yen Wong by virtue of her spouse, David Shou-Yeh Wong being
a substantial shareholder of DSFH which held a controlling
corporate interest in the relevant share capital of the Company
and interest in the Company held through a company in which
David Shou-Yeh Wong has a controlling interest. Christine Yen
Wong is taken to have a duty of disclosure in respect of the
deemed interest in the Company. These interests comprised the
same interest of David Shou-Yeh Wong under the heading of
“Interests of Directors and Chief Executive” above.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS
(Continued)

Notes: (Continued)

(2)  Such shares represented DSFH’s corporate interest in the
Company indirectly held by HSBC International Trustee Limited
(“HSBCIT”) in trust for a discretionary trust established for the
benefit of David Shou-Yeh Wong and his family members.
HSBCIT is taken to have a duty of disclosure in relation to the
relevant shares of the Company held through its controlled
companies. Relevant shares have been included in the
“Corporate interests” of David Shou-Yeh Wong as disclosed
under the heading of “Interests of Directors and Chief Executive”
above.

(8)  Percentage of interests held by each named shareholder was
calculated with reference to the total number of shares of the
Company in issue as at 30 June 2014.

All the interests stated above represent long positions. As at 30
June 2014, no short positions were recorded in the register of
shareholders’ interests in shares and short positions maintained
by the Company.

COMPLIANCE WITH THE CORPORATE GOVERNANCE
CODE

During the six months ended 30 June 2014, the Company has
complied with all the code provisions set out in the Corporate
Governance Code (“CG Code”) contained in Appendix 14 of the
Listing Rules, with the exception of code provisions A.4.1 and
A4.2.

Pursuant to code provision A.4.1 of the CG Code, non-
executive directors should be appointed for a specific term,
subject to re-election. The Non-Executive Directors of the
Company are not appointed for a specific term, but are subject
to retirement by rotation and re-election at annual general
meetings in accordance with the provisions of the Company’s
Articles of Association.

In respect of compliance with code provision A.4.2 of the CG
Code, the Company noted that in the past, the managing
director shall not be subject to retirement by rotation or taken
into account in determining the number of directors to retire
under the Company’s Articles of Association. The Company
put forward a special resolution at the 2014 Annual General
Meeting, and the shareholders, among other things, approved
the special resolution to amend the Articles by removing
the provision of excluding the managing director from the
requirement of retirement by rotation. As such, the Company
now complies with A.4.2 of the CG Code.
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CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted its own code of conduct for
directors’ securities dealing (“Directors’ Dealing Code”) on
terms no less exacting than the prevailing required standard set
out in the Model Code for Securities Transactions by Directors
of Listed Issuers (“Model Code”) under Appendix 10 of the
Listing Rules. Following specific enquiry, the Directors of the
Company confirmed that they have complied with the required
standard set out in the Model Code and the Directors’ Dealing
Code throughout the six months ended 30 June 2014,

CHANGES IN INFORMATION WITH REGARD TO
DIRECTORS

Pursuant to Rule 13.51B(1) of the Listing Rules, changes in
the information required to be disclosed by the Directors since
the publication of the 2013 Annual Report of the Company (or,
where applicable as regards Director appointed subsequent
thereto, since the date of announcement for appointment) and
up to the date of this Interim Report are set out below:

(@) Mr. David Shou-Yeh Wong
Chairman

- Appointed as a Vice Chairman of The Chamber of
Hong Kong Listed Companies with effect from 30
June 2014

(b) Mr. Harold Tsu-Hing Wong
Managing Director and Chief Executive

- Fixed remuneration adjusted with the cash allowance
increased from HK$76,500 to HK$96,800 per month
with effect from 1 April 2014

(c) Mr. Gary Pak-Ling Wang
Executive Director

— Fixed remuneration adjusted with the cash allowance
increased from HK$16,500 to HK$33,500 per month

with effect from 1 April 2014
Save as those disclosed above, there is no other information

required to be disclosed pursuant to Rule 13.51B(1) of the
Listing Rules.

UNAUDITED FINANCIAL STATEMENTS

The financial information in this Interim Report is unaudited and
does not constitute statutory financial statements.
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AUDIT COMMITTEE

The Audit Committee has reviewed with Management the
accounting principles and practices adopted by the Group
and discussed internal controls and financial reporting matters
including a review of the unaudited interim financial statements
for the six months ended 30 June 2014.

REMUNERATION AND STAFF DEVELOPMENT

There have been no material changes to the information
disclosed in the Company’s 2013 Annual Report in respect
of the remuneration of employees, remuneration policies and
training schemes.

PURCHASE, SALE OR REDEMPTION OF SECURITIES

There was no purchase, sale or redemption by the Company, or
any of its subsidiaries, of listed securities of the Company during
the six months ended 30 June 2014.

INTERIM REPORT

Copies of this Interim Report of the Company containing all the
information required by Appendix 16 of the Listing Rules could
be obtained from the Company Secretarial Division of the Group
at 36th Floor, Dah Sing Financial Centre, 108 Gloucester Road,
Hong Kong, or downloaded from Dah Sing Bank’s website at
http://www.dahsing.com.

BOARD OF DIRECTORS

As at the date of this Interim Report, the Board of Directors
of the Company comprises Messrs. David Shou-Yeh Wong
(Chairman), Hon-Hing Wong (Derek Wong) (Vice Chairman),
Harold Tsu-Hing Wong (Managing Director and Chief Executive)
and Gary Pak-Ling Wang as Executive Directors; Mr. Shaoji
Hirai as Non-Executive Director; Messrs. Robert Tsai-To Sze,
Andrew Kwan-Yuen Leung, Seng-Lee Chan and Yuen-Tin Ng as
Independent Non-Executive Directors.

By Order of the Board
Doris W. N. Wong

Company Secretary

Hong Kong, Wednesday, 27 August 2014
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