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The Directors of Dah Sing Financial Holdings 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 2018. The unaudited profit attributable to
shareholders after non-controlling interests for the six months
ended 30 June 2018 was HK$1,040.8 million.

UNAUDITED INTERIM CONDENSED FINANCIAL
STATEMENTS

The unaudited 2018 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”).



UNAUDITED CONDENSED CONSOLIDATED
INCOME STATEMENT

AR A8 B 2 FH 1 5 e M

#E6A30HIE6MA For the six months ended 30 June
. Wit %8
T#IL HK$'000 Note 2018 2017 Variance
AL
%
ﬁﬁﬁﬁ%ﬁ Continuing operations
F A Interest income 3184915 2,770,796
i Interest expense (1,042,133) (877,914)
U ON Net interest income 3 2,142,782 1,892,882 18.2
& L&A Fee and commission income 776,003 580,419
i S Y EF S Fee and commission expense (164,811) (125,360)
85 G UEL N Net fee and commission income 4 611,192 455,059 34.3
BFHEMA Net trading income 5 103,908 117,105
RE LA Net insurance premium and other income 145,230 126,671
HibEEHA Other operating income 6 58,452 42,332
HERA Operating income 3,061,564 2,634,049 16.2
RIBRE R Net insurance claims and expenses (90,483) (89,289)
MRRRR 2 BERA Total operating income net of insurance claims 2,971,081 2,544,760 16.8
BE Operating expenses 7 (1,334,336) (1,281,419) 41
*ﬂﬁ*ﬁﬁ)ﬁiﬁﬁﬁi’éﬁ#ﬂﬂ Operating profit before impairment losses 1,636,745 1,263,341 29.6
RS Credit impairment losses 8 (38,613) (167,275) (76.9)
B TR R HEZ Operating profit before gains and losses on
Wi B s 2 A certain investments and fixed assets 1,598,132 1,006,066 458
ihE HA A i 2 1R Net loss on disposal of other fixed assets (268) (106)
HEDATER E B HEH Net gain on disposal of financial assets
st AR 2T at fair value through other comprehensive
MameEE ] ?llm income 665 -
T SR 7 ) Net gain on disposal of available-for-sale securities - 27,749
H‘%%M%Zmﬁéﬁé Impairment loss on investment in an associate 9 (403,000) -
R 7] 2 8 Share of results of an associate 409,941 373,038
Felb st 8 24 Share of results of jointly controlled entities 12,386 9,198
WG i Profit before taxation 1,617,856 1,505,945 74
fid Taxation 10 (236,952) (179,215)
HEBEEE 2 MM Profit for the period from continuing operations 1,380,904 1,326,730 44
ERILEEEH Discontinued operations
EA A T 2 A Profit for the period from discontinued operations - 3,849,872
Lk Profit for the period 1,380,904 5,176,602 (73.3)
AEAT : Attributable to:
ARARR Shareholders of the Company
~ R ARE SR ~ From continuing operations 1,040,777 994,871
—KAC KIS ER - From discontinued operations - 3,849,471
i B \ 1,040,777 4,844,342
P A R i A Non-controling interests 340,127 332,260
WA RA Profit for the period 1,380,904 5,176,602 (73.9)
BREM Eamings per share
i Basic
- KA R - From continuing operations 1 HK$3.11 HK$2.97
—RACKIEEEER - From discontinued operations 1 A N/A HK$11.49
3 B Diuted
- RERAREXY - From continuing operations 1 HK$3.11 HK$2.97
- RHCRIEREER - From discontinued operations 1 A N/A HK$11.49
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UNAUDITED CONDENSED CONSOLIDATED

STATEMENT OF COMPREHENSIVE INCOME

For the six months ended 30 June
HK$'000

Profit for the period

Other comprehensive income for the period

Items that may be reclassified to the
consolidated income statement:

Investments in securities
Net change in fair value of debt instruments
at fair value through other
comprehensive income
Net change in allowance for expected credit losses
of debt instruments at fair value through
other comprehensive income
Net gain on available-for-sale securities recognised in equity
Net gain realised and transferred to income statement upon:
- Disposal of available-for-sale securities
- Disposal of financial assets at fair value through
other comprehensive income
Deferred income tax related to the above

Exchange differences arising on translation of
the financial statements of foreign entities

Iltems that will not be reclassified to the
consolidated income statement:

Net change in fair value of equity instruments at fair value
through other comprehensive income

Other comprehensive (loss)/income for the period,
net of tax

Total comprehensive income for the period, net of tax

Attributable to:
Non-controlling interests
Shareholders of the Company
- From continuing operations
- From discontinued operations

Total comprehensive income for the period, net of tax

2018 2017
1,380,904 5,176,602
(291,011) -

(5,276) -

- 256,632

- (27,749)

(665) -
42,106 (1,571)
(254,846) 187,312
________ @907) 166,116
(17,439) -
(366,192) 353,428
1,014,712 5,530,030
251,461 417,495
763,251 1,248,515
- 3,864,020
1,014,712 5,530,030
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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 at fair value through
profit or loss
Derivative financial instruments
Advances and other accounts
Financial assets at fair value through
other comprehensive income
Available-for-sale securities
Financial assets at amortised cost
Held-to-maturity securities
Investment in an associate
Investments in jointly controlled entities
Goodwill
Intangible assets
Premises and other fixed assets
Investment properties
Current income tax assets
Deferred income tax assets

Total assets

LIABILITIES

Deposits from banks
Derivative financial instruments
Trading liabilities

Deposits from customers
Certificates of deposit issued
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

Other reserves (including retained eamings)

Shareholders’ funds
Total equity

Total equity and liabilities

i3
Note

12

12
13
14

16
16
17
17

18
19

13
20

21
22

23

UNAUDITED CONDENSED CONSOLIDATED

20184 20174
6H30H 12H31H

As at As at

30 Jun 2018 31 Dec 2017
14,356,190 18,815,031
10,179,191 13,614,678
5,356,733 0,278,454
796,802 1,062,409
1,019,143 897,967
131,777,530 128,310,547
41,221,350 -
- 38,566,382
10,875,380 -
- 6,362,779

3,726,684 4,134,651
93,543 81,157
874,603 874,603
80,927 80,927
2,125,889 2,156,620
1,219,840 1,219,840

- 137

124,505 81,492
223,828,310 225,537,674
2,208,517 2,277,391
575,070 682,784
5,343,254 8,668,508
162,910,632 161,081,720
6,680,490 7,183,706
5,438,794 5,487,366
8,744,806 8,140,828
461,738 459,179
48,976 119,789
192,412,277 194,101,271
6,382,204 6,374,321
4,248,559 4,248,559
20,785,270 20,813,523
25,033,829 25,062,082
31,416,033 31,436,403

223,828,310

225,537,674
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UNAUDITED CONDENSED CONSOLIDATED
STATEMENT OF CHANGES IN EQUITY

BE 201846 30 H 1L 6 H For the six months ended 30 June 2018
A o SRR A A
Attributable to the
Shareholders of the Company
SR
Bk
Bk MR RN Non-  Hégisyit
Share Other  Retained controlling Total
Ti#x HK'000 capital  reserves  earnings  interests equity
WI84E 1 ] 1 &l Balance at 1 January 2018 4,248559 1,073,750 19,739,773 6,374,321 31,436,403
MIRIER &b B R Changes on initial application
BRI 95 7 5 of HKFRS 9 - 35807  (282,991)  (84,217)  (331,311)
MR Bk BB Impact of initial application
RS9 SRR B I of HKFRS 9 on share of
AAZYE an associate - 18950 (M813)  (66,180)  (259,043)
BEAZ 201841104  Restated balance at 1 January 2018 4,248,559 1,128,597 19,244,969 6,223,924 30,846,049
A A Profit for the period - - 1,040,777 340,127 1,380,904
HE A2 EER Other comprehensive loss for the period - (277,526) - (88,666) (366,192)
i} UNGIPAEatili Capital contribution by non-controlling
BRBA KA interests of subsidiaries - - - 5,802 5,802
BRMRERHE TR~ Additional net assets in a subsidiary acquired
MEAABARINFEE  via share option arangement - (4,970) - 12,896 7,926
DU S ff DR Provision for equity-settled share-based
{F B S DR 2 B compensation - (1,450) - (498) (1,948)
O 5 S Dividend paid to non-controlling interests
BoRIRER S of a subsidliary - - - (111,381)  (111,381)
R IERERRS BB Reclassification of net change in
DATEF R HEES fair value of equity instruments
AR A E g at fair value through
gt TH 2 /A8 other comprehensive income
Ll upon derecognition - 1241 (12241) - -
WI7TEAHRE 2017 final dividend - - (345,121) - (345,127)
201846 A 30 H &k Balance at 30 June 2018 4,248,559 856,892 19,928,378 6,382,204 31,416,033
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UNAUDITED CONDENSED CONSOLIDATED

STATEMENT OF CHANGES IN EQUITY (Continued)

HK$'000

Balance at 1 January 2017

Profit for the period

Other comprehensive income for the period

Capital contribution by non-controlling
interests of subsidiaries

Additional net assets in a subsidiary acquired
via share option arrangement

Provision for equity-settled share-based
compensation

Reserves released upon disposal of
subsidiaries

Dividend paid to non-controlling interests
of a subsidiary

2016 final dividend

2017 special dividend

Balance at 30 June 2017

AR A FROR A M A
Attributable to the
Shareholders of the Company

For the six months ended 30 June 2018 (Continued)

thearilid

R
Bk HfbRE  RERA Non-  H#ifst
Share Other  Retained  controlling Total
capital  reserves  earnings  interests equity
4248559 949,722 16,618,501 5,870,786 27,687,568
- - 4844342 332,260 5,176,602
- 268,193 - 85,235 353,428
- - - 397 397
- (1,094) - 2,252 1,158
- 320 - (56) 264
- (116,154) 396,314 - 280,160
- - - (100,259)  (100,259)
- - (345,127) - (345127)
- - (2,211,496) - (2,211,496)
4,248,559 1,100,987 19,302,534 6,190,615 30,842,695
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UNAUDITED CONDENSED CONSOLIDATED
STATEMENT OF CASH FLOWS

#E6H30HIE6fHA For the six months ended 30 June
Wit

T HK$'000 Note
BEEH BN Cash flows from operating activities
Rawmg e e Net cash used in operating activities 27
HEFH B A Cash flows from investing activities
TRETTE - REWER Purchase of premises, investment properties

Hopt ol and other fixed assets
HECKIEREER > IRD Disposal of discontinued operations,

EBE net of cash disposed of

Hh A 6 P 5 0
REED () /RAREFH

Y eRiq A EATA
R R AR

B 2 W A e
IR A AR

AT E TR T S RS
e A}y

PR A i 5 R
KBS

WRB L R

EAeeE bkt

Be RS EHH WD
HnReREFRREIER
ExEEL R

WAB R FRSEHH

B R BRI H AR 2 -

B RA ST 0 &tk
JREV A3 AT Z
M RS

BIFEDAT R BRI A

R R M A 2 B R

LA R LR A

HMb 2wl S mEE R
ZBIERE
AR ki
JREIH A3 i H SO0 2
RITHIE 5K

R I 2 R R

Proceeds from disposal of other fixed assets
Net cash (used in)/from investing activities

Cash flows from financing activities

Repayment of subordinated notes

Capital contribution by non-controlling
interests of subsidiaries

Interest paid on subordinated notes and
debt securities issued

Dividend paid to non-controlling interests
of a subsidiary

Dividend paid on ordinary shares

Net cash used in financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of the period

Effect of foreign exchange rate changes
Cash and cash equivalents at end of the period

Analysis of the balance of cash and cash equivalents:

Cash and balances with banks

Money at call and short notice with an original
maturity within three months

Treasury bills included in financial assets at fair value
through profit or loss

Treasury bills included in financial assets at fair value
through other comprehensive income

Treasury bills included in available-for-sale securities
Placements with banks with an original maturity
within three months

2018 2017
(6,364,112) (6,999,190)
(63,151) (68,949)

- 6,152,237

1,401 1,223
(61,750) 6,084,511

- (1,660,074)

5,802 397
(146,309) (185,780)
(111,381) (100,259)
(345,127) (345,127)
(597,015) (2,090,843
(7,022,877) (8,205,522)
22575403 20,147,048
(29,196) 99,000
15,523,330 17,040,526
2,099,701 1,679,496
9,094,737 10,006,250
838,790 1,776,607
598,210 -
- 299,965
2,891,892 3,278,208

15,523,330

17,040,526
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Note:

General information

Dah Sing Financial Holdings Limited (the “Company”) and its
subsidiaries (together the “Group”) provide banking, insurance,
financial and other related services in Hong Kong, Macau, and
the People’s Republic of China.

Unaudited financial statements and accounting policies

The information set out in this Interim Report does not constitute
statutory financial statements.

Certain financial information in this Interim Report is extracted
from the statutory financial statements for the year ended 31
December 2017 (the “2017 financial statements”) which have
been delivered to the Registrar of Companies as required by
section 662(3) of, and Part 3 of Schedule 6 to, the Hong Kong
Companies Ordinance, and the Hong Kong Monetary Authority
("HKMA").

The auditor’s report on the 2017 financial statements was
unqualified; did not include a reference to any matters to which
the auditor drew attention by way of emphasis without qualifying
its report; and did not contain a statement under section 406(2),
407(2) or (3) of the Hong Kong Companies Ordinance.

Basis of preparation and accounting policies

Except as described below, the accounting policies and
methods of computation used in the preparation of the 2018
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
2017.

(a)  New and amended standards adopted

A number of new standards and amendments to
standards and interpretations became effective for the
current reporting. None of these has a significant effect on
the consolidated financial statements of the Group, except
for HKFRS 9, “Financial instruments”.

The Group has adopted HKFRS 9 issued by the
HKICPA on 1 January 2018, which resulted in changes
in accounting policies and adjustments to the amounts
previously recognised in the financial statements.

As permitted by the transitional provisions of HKFRS 9,
the Group elected not to restate comparative figures. Any
adjustments to the carrying amounts of financial assets
and liabilities at the date of transition were recognised in
the opening retained earnings and other reserves of the
current period.

Consequently, for notes disclosures, the consequential
amendments to HKFRS 7 disclosures have also only been
applied to the current period. The comparative period
notes disclosures repeat those disclosures made in the
prior year.
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Unaudited financial statements and accounting policies
(Continued)

Basis of preparation and accounting policies (Continued)

A U SR E T

Tt HK$'000

AR Financial assets

TR B AR Balances and placements
with banks

FEETREMRE Advances and other
accounts

HERE RN Trading securites

BARE Investment securities

SR AR MERGHE M o

(a)  New and amended standards adopted (Continued)
The adoption of HKFRS 9 has resulted in changes in our
accounting policies for recognition, classification and
measurement of financial assets and financial liabilities and
impairment of financial assets. HKFRS 9 also significantly
amends other standards dealing with financial instruments
such as HKFRS 7 “Financial Instruments: Disclosures”.
Set out below are disclosures relating to the impact of the
adoption of HKFRS 9 on the Group.
The measurement category and the carrying amount of
financial assets and liabilities in accordance with HKAS 39
on 31 December 2017 and HKFRS 9 at the opening of 1
January 2018 are compared as follows:
AN 9% BRI 503
HKAS 39 HKFRS 9
it Jifi it S it
Measurement Carrying Measurement Carrying
category amount category amount
R (SRR 32,429,709 B 30,424547
Amortised cost Amortised cost
(Loans and receivables)
B (SRR 128,310,547 Ehis 128,016,079
Amortised cost Amortised cost
(Loans and receivables)
DYSRIGEANY T YN 9,278 454 WA BAK 8,878,987
(HERERR) RUARE
Fair value through profit or loss Fair value through profit or loss
(Held for trading)
WATEHEEEEHA 3066382  IATEFEAIEHHA 34,648279
HbAmRE (THLE) Hbami
Fair value through Fair value through
other comprehensive income other comprehensive income
(Avallable-for-sale)
BRiAk (F23) 6,362,779 Bk 11,039,229
Amortised cost Amortised cost
(Held-to-maturity)
WA B LSS 737,491 WATHHE LIRS 412,06
AR (%) STARE (sl
Fair value through profit or loss Fair value through profit or loss
(Designated) (Categorised by designation)
DYSRIGEANE L EYN 324918 DAF(ESHE RS ARR 324918
(BhifAETR) (FRAH RGN 93t
Fair value through profit or loss HEMAE)
(With embedded derivative) Fair value through profit or loss
(Categorised based

on requirements of HKFRS 9)

There were no changes to the classification and
measurement of financial liabilities.



Unaudited financial statements and accounting policies
(Continued)

Basis of preparation and accounting policies (Continued)
(a)  New and amended standards adopted (Continued)

On 1 January 2018 (the date of initial application of
HKFRS 9), the Group’s management has assessed which
business models apply to the financial assets held by the
Group and has classified its financial instruments into
the appropriate HKFRS 9 categories. The adoption of
expected credit loss approach resulted in an increase in
impairment allowances required to be provided on the
Group’s financial assets.

Set out below are disclosures relating to the impact, net of
tax, of transition to HKFRS 9 on the statement of financial
position of the Group.

2. REHBZIMERE KA EEOR (1)
B e e BT R ()
(1) JR 2 RASNEFT R ()
TA20184E 1 A 1 B (F ik A5 i e |
SEOMEZ WIAIE B ) - AL
J& L FPAL A R A AR SE B A 2
G I AT E A SR T B
FHE 2 A s A T L) SR 0 R
Al o AT SRR B LS 80k
S 7R L H A BV AR T A 2 e
BT OB A BRI 2 A R
10 HI 5 o 5% S AR 4 1 A SR 0 e 4
PRBLIER 2 S BRI 3R -
ke
ERE Tk
I AR
Closing balance
under HKAS 39 at
Fikr HKS 000 31 December 2017
RERA AR Cash and balances wih banks 18,815,031
e Placement wih banks maturing
Hintnten befween ong and twelve monihs 13,614,678
FEEERRNERR Trading securties and
WATEERK finencial assfs
B AREN atfar vale through
LHER proft and loss 10,340,863
KRS LIRS Advances and other accounts 128310547
WATE 8RR Financial assets a i value
AR Al through oher comprehensive
iemEE come -
it ES% Avalable-for-sale securtes 38,566,382
DERRATIRN AR Financial assets at amotised cost -
FEAE, Held-to-maturty secures 6,362,779
Behifk Investment nan associte 4134 651
g Defered income fa assefs 81492
ok R Other accounts and accruls 814088
FHAAE Defered income tax s 119,769
BEHERR Non-controling inferests 6,374301
REEA Retaied earings 10,730,773
BEEE Investment revaluaton reserve 247 464

TRARNATE
AN LA

TEhERED HENARYED ERANTREE

NARMHERE DATGHLL  RhEsmE:

RUTALBRE SEARRAT  BOREA

hmiRgE  hEnABEE  ARGLHEE

Reclassification  Reclassification Reclassification
from ~ from financial from B
avalable-forsale  assetsat far avalable-for-sale AR
securfiesto  value through and  REATED RUBELALH
BN francialassets  proftorlossto held-tomaturty  BMERER BRAUMEL  wER
BB  atfairvalue fiancialassets  securfiesto  Recogniton LEDE ] Opening
Recognitionof  through other  throughother financial assets  of expected  Reclassification ~ balance under
expected comprehensive  comprehensive  at amortised creditloss  of investments  HKFRS 9 at
credit loss income income cost byanassociate by anassociate 1 January 2018
(1,028) - - - - 18814008
(13 - - - - 1361054
- - (r240m) - - 9,616,791
(294.468) - - - - 128016019
3924201 72412 - - e
(33,924.201) (4,642,175) - -
(517) - - 1045006 - 1108929
- - - (B - - -
- - - - (269.211) 167 3,875,607
81,530 - - - - - 163,022
140456 - - - - 8,261,264
- - - 7028 - - 126817
(92,853 - - 8436 (66,223) 3 6,203,924
(278,182) - (4809 - (11,813 - 1924499
6,500 - 4809 2588 18,626 12 302311

10
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies
(Continued)

(@

New and amended standards adopted (Continued)

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

HEEA HHBUERY

3952 HERHRZ

A 4 A A A A

Impairment Impairment

allowance allowance

Tk HK$'000 under [ e under

Eg bl Measurement category HKAS 39 Remeasurement HKFRS 9

Bl RALSATIOG; 67 Cash and balances with banks - 1,028 1,028

FERITIZ 1A KSR  Placements with banks maturing

HRE between one and twelve months - 4134 4,134
PUAFERHE HEZTE A Financial assets at fair value through

Hih2micsM4MERE  other comprehensive income - 17,738 17,738

DV R IRRY & MG E  Financial assets at amortised cost - 5,777 5,777

B 5% Trade bills 14,229 (11,945) 2,284

KF R Advances to customers 659,046 299,354 958,400

JERTALE R AR B Accrued interest and other accounts 24,595 7,059 31,654

BEHORAE R B R Loan commitments and financial guarantees - 140,456 140,456

it Total 697,870 463,601 1,161,471
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(1) Financial assets

(i Classification and subsequent
measurement

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

o Fair value through profit or loss
(“FVPLY);

o Fair value through other
comprehensive income (“FVOCI");
or

° Amortised cost.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

U

Classification and subsequent
measurement (Continued)

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

Debt instruments

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

Classification and subsequent
measurement of debt instruments
depend on:

o the Group’s business model for
managing the asset; and

o the cash flow characteristics of
the asset.

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

° Amortised cost: Assets that are
held for collection of contractual
cash flows where those cash
flows represent solely payments
of principal and interest (“SPPI”),
and that are not designated
at FVPL, are measured at
amortised cost. The carrying
amount of these assets is
adjusted by any expected credit
loss allowance recognised
and measured as described in
section (i) below. Interest income
from these financial assets is
calculated using the effective
interest rate method.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies
(Continued)

(@)  New and amended standards adopted (Continued)
(1) Financial assets (Continued)

(i Classification and subsequent
measurement (Continued)

Debt instruments (Continued)

o FVOCI: Financial assets that are
held for collection of contractual
cash flows and for selling the
assets, where the assets’
cash flows represent SPPI
and that are not designated at
FVPL, are measured at FVOCI.
Movements in the carrying
amount are taken through other
comprehensive income (“OCI”),
except for the recognition of
impairment gains or losses,
interest revenue and foreign
exchange gains and losses
on the instrument’s amortised
cost which are recognised in
profit or loss. When the financial
asset is derecognised, the
cumulative gain or loss previously
recognised in OClI is reclassified
from equity to profit or loss.
Interest income from these
financial assets is calculated
using the effective interest rate
method.

° FVPL: Assets that do not meet
the criteria for amortised cost or
FVOCI are measured at FVPL. A
gain or loss on a debt investment
that is subsequently measured at
FVPL and is not part of a hedging
relationship is recognised in
profit or loss and presented in
the income statement in the
period in which it arises. Interest
income from these financial
assets is calculated using the
effective interest rate method.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@) New and amended standards adopted (Continued)

(1) Financial assets (Continued)

U

Classification and subsequent
measurement (Continued)

Debt instruments (Continued)

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

Basis of preparation and accounting policies

(Continued)

(@  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

U

Classification and subsequent
measurement (Continued)

Debt instruments (Continued)

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

Financial assets with embedded derivatives
are considered in their entirety when
determining whether their cash flows
are SPPI.

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

Basis of preparation and accounting policies

(Continued)

(@)  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

U

Classification and subsequent
measurement (Continued)

Equity instruments

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

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

Gains and losses on equity investments
at FVPL are included in the income
statement.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies
(Continued)

(@)  New and amended standards adopted (Continued)
(1) Financial assets (Continued)
(i) Impairment

HKFRS 9 outlines a “three-stage” model
for impairment based on changes in
credit quality since initial recognition as
summarised below:

o A financial instrument that is not
credit-impaired on initial recognition
is classified in “Stage 1” and has its
credit risk continuously monitored
by the Group.

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

° If the financial instrument is credit-
impaired, the financial instrument
is then moved to “Stage 3".

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

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

o Purchased or originated credit-
impaired financial assets are
those financial assets that
are credit-impaired on initial
recognition. Their ECL is always
measured on a lifetime basis
(Stage 3).
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

(i)

Impairment (Continued)

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

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

o The time value of money; and

o Reasonable and supportable
information that is available without
undue cost or effort at the reporting
date about past events, current
conditions and forecasts of future
economic conditions.

The measurement of the expected
credit loss allowance for financial
assets measured at amortised cost
and FVOCI is an area that requires the
use of complex models and significant
assumptions about future economic
conditions and credit behaviour (e.g.
the likelihood of customers defaulting
and the resulting losses).

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

o Determining criteria for significant
increase in credit risk;

o Choosing appropriate models and
assumptions for the measurement
of ECL;

o Establishing the number and
relative weightings of forward-
looking scenarios for each type
of product/market and the
associated ECL; and
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@)  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

(i)

(i)

Impairment (Continued)

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

The Group applies the HKFRS 9 simplified
approach to measuring ECL which
uses a lifetime expected loss allowance
for all trade receivables. To measure
the ECL, trade receivables has been
grouped based on shared credit risk
characteristics and the days past due.

Modification of loans

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

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

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

o Significant extension of the loan
term when the borrower is not in
financial difficulty.

o Significant change in the interest
rate.

o Change in the currency the loan
is denominated in.

o Insertion of collateral, other
security or credit enhancements
that significantly affect the credit
risk associated with the loan.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

(i)

Modification of loans (Continued)

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

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

Basis of preparation and accounting policies

(Continued)

(@)  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

(iv)

Derecognition other than on a
modification

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

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

o Has no obligation to make
payments unless it collects
equivalent amounts from the
assets;

o Is prohibited from selling or
pledging the assets; and

o Has an obligation to remit any
cash it collects from the assets
without material delay.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

(iv)

Derecognition other than on a
modification (Continued)

Collateral (shares and bonds) furnished
by the Group under standard repurchase
agreements and securities lending
and borrowing transactions are not
derecognised because the Group
retains substantially all the risks
and rewards on the basis of the
predetermined repurchase price,
and the criteria for derecognition are
therefore not met. This also applies to
certain securitisation transactions in
which the Group retains a subordinated
residual interest.

When the contractual rights to receive
the cash flows from the assets have
been transferred, and the Group neither
transfers nor retains substantially all the
risks and rewards of ownership, and
the Group has retained control of the
transferred assets, the Group applies
continuing involvement approach.

Under this approach, the Group continues
to recognise the transferred asset to the
extent of its continuing involvement and
recognise the associated liability, to reflect
the rights and obligations retained by the
Group. The net carrying amount of the
transferred asset and associated liability
is: (a) the amortised cost of the rights and
obligations retained by the Group, if the
transferred asset is measured at amortised
cost; or (b) equal to the fair value of the
rights and obligations retained by the
Group when measured on a stand-alone
basis, if the transferred asset is measured
at fair value.



2.

AR Z Wk B it BOR ()

I R B BOR (A1)

() IR RASIE TR (%)

Q) SRARH

(i) AEERHGEZE

A S ] B 2 AT > kAL
{8793 H0 I FUAR e R B A
BOBRT

PLA-V-E 5t B 8
EWNECETEA N R
0 BURE A i 4 T
B HEREABNE
ARG (B BEIRA
IR BRI T RR IR
LLt s E 2 Hob & Rl A
i o fBE LA T EAH &
HEZH ARGENE
SR PALE VY iR
A A HEA 2 T A (5
(RS % BRI 15 5l B
SH5IHcEMAER
FEHEBSHE R E
DS 51 BT 353 L By H i
Stk DL B B R R ) S
A R R (BRZ 2
B KR R ) 2
Bl o B IE % 2 5 & 5l
R PN VR
PRI £ R0 £ 5 Ja B
By 2 g B sl 1R A i
iR 25

23

Unaudited financial statements and accounting

policies (Continued)

Basis of preparation and accounting policies

(Continued)

(@)  New and amended standards adopted (Continued)

(2)  Financial liabilities

U

Classification and subsequent
measurement

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

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

Basis of preparation and accounting policies

(Continued)

(@)  New and amended standards adopted (Continued)

(2)  Financial liabilities (Continued)

U

(i)

Classification and subsequent
measurement (Continued)

° Financial liabilities arising from the
transfer of financial assets which
did not qualify for derecognition,
whereby a financial liability is
recognised for the consideration
received for the transfer. In
subsequent periods, the Group
recognises any expense incurred on
the financial liability; and

o Financial guarantee contracts
and loan commitments.

Derecognition

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

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

Basis of preparation and accounting policies
(Continued)

(@)  New and amended standards adopted (Continued)

(8)  Financial guarantee contracts and loan
commitments

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

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

° The amount of the loss allowance; and

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

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

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

Basis of preparation and accounting policies
(Continued)

(@)  New and amended standards adopted (Continued)
(4)  Derivatives and hedging activities

Derivatives are initially recognised at fair
value on the date on which the derivative
contract is entered into and are subsequently
remeasured at fair value. All derivatives are
carried as assets when fair value is positive
and as liabilities when fair value is negative.

Certain derivatives are embedded in hybrid
contracts, such as the conversion option
in a convertible bond. If the hybrid contract
contains a host that is a financial asset, then
the Group assesses the entire contract as
described in the financial assets section
above for classification and measurement
purposes. Otherwise, the embedded
derivatives are treated as separate derivatives
when:

° Their economic characteristics and
risks are not closely related to those of
the host contract;

o A separate instrument with the same
terms would meet the definition of a
derivative; and

o The hybrid contract is not measured at
fair value through profit or loss.

These embedded derivatives are separately
accounted for at fair value, with changes in
fair value recognised in the income statement
unless the Group chooses to designate the
hybrid contracts at fair value through profit or
loss.

The method of recognising the resulting fair
value gain or loss depends on whether the
derivative is designated and qualifies as a
hedging instrument, and if so, the nature of
the item being hedged. The Group designates
certain derivatives as hedges of the fair value
of recognised assets or liabilities or firm
commitments (fair value hedges).
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies
(Continued)

(@)  New and amended standards adopted (Continued)
(4)  Derivatives and hedging activities (Continued)

The Group documents, at the inception of
the hedge, the relationship between hedged
items and hedging instruments, as well as its
risk management objective and strategy for
undertaking various hedge transactions. The
Group also documents its assessment, both
at hedge inception and on an ongoing basis,
of whether the derivatives that are used in
hedging transactions are highly effective in
offsetting changes in fair values of hedged
items.

Changes in the fair value of derivatives
that are designated and qualify as fair
value hedges are recorded in the income
statement, together with changes in the fair
value of the hedged asset or liability that are
attributable to the hedged risk.

If the hedge no longer meets the criteria
for hedge accounting, the adjustment to
the carrying amount of a hedged item for
which the effective interest method is used is
amortised to profit or loss over the period to
maturity and recorded as net interest income.

HKFRS 15, “Revenue from contracts with
customers”

The HKICPA has issued HKFRS 15 as the
new standard for the recognition of revenue,
which has become effective for financial
years commencing on or after 1 January
2018. This replaces HKAS 18 which covers
contracts for goods and services and HKAS
11 which covers construction contracts.
The new standard is based on the principle
that revenue is recognised when control of a
good or service transfers to a customer. The
standard permits either a full retrospective
or a modified retrospective approach for the
adoption.

The adoption of HKFRS 15 does not have any
material impact on the Group’s consolidated
financial statements.
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Unaudited financial statements and accounting
policies (Continued)

Basis of preparation and accounting policies
(Continued)

(b)

New and amended standards and interpretations
not yet adopted

HKFRS 16, “Leases”

HKFRS 16 will result in almost all leases being
recognised on the balance sheet, as the distinction
between operating and finance leases is removed.
Under the new standard, an asset (the right to use
the leased item) and a financial liability to pay rentals
are recognised. The only exceptions are short-term
and low-value leases. Some of the commitments
may be covered by the exception for short-term and
low value leases and some commitments may relate
to arrangements that will not qualify as leases under
HKFRS 16.

The accounting for lessors will not significantly
change.

The standard will affect primarily the accounting
for the Group’s operating leases. The Group has
not yet determined to what extent non-cancellable
operating lease commitments will result in the
recognition of an asset and a liability for future
payments and how this will affect the Group’s profit
and classification of cash flows.

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

HKFRS 17, “Insurance contracts”

In January 2018, the HKICPA issued HKFRS
17, a new accounting standard for insurance
contracts covering recognition and measurement,
presentation and disclosure, which replaces HKFRS
4 “Insurance contracts”.

In contrast to the requirements in HKFRS 4, which
are largely based on grandfathering previous local
accounting policies for measurement purposes,
HKFRS 17 provides a comprehensive model
(the general model) for insurance contracts,
supplemented by the variable fee approach for
contracts with direct participation features that are
substantially investment-related service contracts,
and the premium allocation approach mainly for
short-duration contracts which typically applies to
certain non-life insurance contracts.

HKFRS 17 is effective for annual reporting periods
beginning on or after 1 January 2021. The Group
is yet to assess the impact of the standard on the
Group’s consolidated financial statements.
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Unaudited financial statements and accounting policies
(Continued)

Basis of preparation and accounting policies (Continued)

(b)  New and amended standards and interpretations not yet
adopted (Continued)

There are no other HKFRSs or interpretations that are not yet
effective that would be expected to have a material impact on the
Group.

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 22 August 2018.

These interim condensed consolidated financial statements have
not been audited.

A BBA Net interest income
WE6A30HIE6MA For the six months ended 30 June
2018 2017
AEBA Interest income
Blas RAESRATIN &S B Cash and balances with banks 271,807 182,740
BHEE Investments in securities 660,360 491,661
HIREH N EMIER Advances and other accounts 2,252,748 2,096,395
3,184,915 2,770,796
AEX M Interest expense
BATIER K P Deposits from banks/Deposits from customers 808,214 686,433
CHIT I EE Certificates of deposit issued 59,392 52,795
BT Subordinated notes 133,910 119,113
HAt Others 40,617 19,573
1,042,133 877,914
AEWA LS Included within interest income
KUAATFEFHE HH#EA Interest income on financial assets not at
B REE 2 FEA fair value through profit or loss 3,146,519 2,748,905
R (4 A O 2 A Interest income on impaired financial assets 10,090 -
By Included within interest expense
KUATER 2 HEZEGF A Interest expenses on financial liabilities not at
BROSREE 2 RE fair value through profit or loss 1,008,225 858,041
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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 and others
- 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

2018 2017
92,095 77,261
48,355 38,312

195,084 155,237
81,584 49,258
151,118 62,313
144,113 125,615
36,356 36,801
27,298 35,622
776,003 580,419
154,563 115,360
10,248 10,000
164,811 125,360

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

these financial statements.
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5. Net trading income

For the six months ended 30 June

Dividend income from financial assets at fair value
through profit or loss

Net (loss)/gain arising from dealing in foreign currencies

Net (loss)/gain on trading securities

Net gain from derivatives entered into for trading purpose
Net (loss)/gain arising from financial instruments subject
to fair value hedge
Net gain on financial assets at fair value through
profit or loss

6. Other operating income

For the six months ended 30 June

Dividend income from investments in
equity instruments at fair value through
other comprehensive income
- Listed investments
- Unlisted investments
Dividend income from available-for-sale securities
- Listed investments
- Unlisted investments
Gross rental income from investment properties
Other rental income
Others

7. Operating expenses

For the six months ended 30 June

Employee compensation and benefit expenses
(including directors’ remuneration)

Premises and other fixed assets expenses,
excluding depreciation

Depreciation (Note 18)

Advertising and promotion costs

Printing, stationery and postage

Amortisation expenses of intangible assets

Others

31

2018 2017
4,245 3,709
(25,379) 15,136
(157) 13,137
1,343 11,798
(2,054) 4,856
125,910 68,469
103908 117,105
2018 2017
18,982 -
4,208 -
- 5,844

- 4,545
20,562 15,798
6,649 6,724
8,051 9,421
58,452 42,332
2018 2017
917,860 863,355
158,816 156,126
89,850 87,785
44,818 37,486
24,257 25,086
- 194
98,735 111,387
1,334,336 1,281,419
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8. Credit impairment losses

For the six months ended 30 June

fi 5k
REBEL (129) WB3  Simplified wit
Stage 1 Stage 2 Stage 3  approach Total
Balances and placements with banks (2,181) - - - (2,181)
Debt instruments at fair value through
other comprehensive income 1,903 - - - 1,903
Debt instruments at amortised cost (481) - - - (481)
Advances to customers 3,979 (6,765) 55,238 - 52,452
Trade bills 146 (170) - - (24)
Accrued interest and other accounts 35 363 11 23 432
Loan commitments and financial
guarantees (11,575) (1,913) - - (13,488)
Total (8,174) (8,485) 55,249 23 38,613
Net charge of impairment losses on advances and
other accounts
- Individually assessed 17,952
- Collectively assessed 149,323
167,275
Of which
- new and additional allowances (including amounts directly
written off in the period) 273,667
- releases (86,027)
- recoveries (20,365)
167,275
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Impairment loss on investment in an associate

Since the Group’s initial investment in Bank of Chongging
(“BOCQ”") in 2007, the investment in BOCQ (the “Investment”)
has been accounted for as an associate, with the Group’s
pro-rata share of BOCQ's earnings being reported in the
consolidated financial statements of the Group as share of
results of an associate. This means that the Investment is held at
a carrying amount equivalent to the cost of the Investment, plus
the share of BOCQ’s earnings, less dividends received by the
Group, and adjusted for currency changes etc. The value of the
Investment is reported in the financial statements of the Group
as “Investment in an associate”.
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Impairment loss on investment in an associate (Continued)

According to Hong Kong Accounting Standard 36 “Impairment
of assets”, the value of the Investment is subject to regular
impairment testing. The impairment test is performed by
comparing the recoverable amount of BOCQ, determined by
a value in use (“VIU”) calculation, with the carrying amount of
the investment. The VIU calculation uses discounted cash flow
projections based on management’s estimates of BOCQ’s
earnings and dividends to be paid in future, and the estimated
probable exit value in future after considering the growth of
BOCQ and its net asset value for the medium and longer
term. If the VIU remains above the carrying amount, then no
impairment is recognised. If, however, the VIU falls below the
carrying amount, then an impairment charge, which is equal to
the difference in value between the VIU and the carrying amount,
has to be recognised. The Group has performed impairment test
and assessment of VIU on the Investment on a regular basis in
the past.

In performing the VIU calculation to arrive at the recoverable
amount of the investment, the Group considers all relevant
factors including market views and qualitative factors to
ensure that the inputs to the VIU calculation are appropriate.
Adjustments need to be made to reflect the latest situation
affecting BOCQ and also market outlook for the medium and
longer term that are relevant to projecting BOCQ'’s future
performance. Significant management judgement is required in
estimating the future cash flows arising from BOCQ.

In the prior years and the period up to 30 June 2017, the VIU had
been above the carrying value, and hence no impairment charge
had been made. However, based on the assessment conducted
for the position as at 31 December 2017, the recoverable
amount, as determined by the VIU calculation and after
considering all relevant factors and valuation assumptions, was
lower than the carrying amount, and an impairment charge at
HK$815 million had been recognised, which had been included
in the consolidated results of the Group for the year ended 31
December 2017.

The latest impairment test performed by the Group for the
position as at 30 June 2018 concludes that the recoverable
amount, based on the VIU calculation, is assessed as lower
than the carrying amount by HK$403 million. As a result, the
carrying amount of the Group’s investment in BOCQ at 30 June
2018 has been written down to HK$3,726.7 million, which is the
recoverable amount at 30 June 2018 assessed by the Group.
The original cost of the Investment is HK$1,213 million.

The impairment charge recognised on the Investment does not
have any impact to Dah Sing Bank, Limited (“DSB”)’s capital
adequacy. The calculation of DSB’s capital adequacy does
not include the retained earnings from the Investment, except
for BOCQ cash dividend received by DSB. Provided that the
Investment continues to be held at or above the original cost of
the investment, impairment made on the Investment does not
affect DSB’s capital adequacy.

33



10.

11.

Bis

T 8 A A B0 T 422 B U1 A0 A 5 R SRR 6 1 AR
#16.5% (20174F © 16.5%) $2 8 el o g b
B T4 00 R A 7 B i ) A S B
RS ET I 2 BATRL R GHA -

TERUE RN A AR R 2 R > 1R H
%% LR B R T o IR B T T 09y B

10.

Taxation

Hong Kong profits tax has been provided at the rate of 16.5%
(2017: 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

2 BB 2B - to apply in the year when the liability is settled or the asset is
realised.
HWE6A30HIE6MA For the six months ended 30 June
2018 2017

A B IE Current income tax

—HWHEE - Hong Kong profits tax 208,202 158,285

—{iSMBLR - Overseas taxation 26,507 21,887
EALBLIA Deferred income tax

— B IR 25 L 1 2 B ) - Origination and reversal of temporary differences 2,243 (957)
B Taxation 236,952 179,215
RIS A B B 7R 11. Basic and diluted earnings per share

A 20184F6 A 30 H 1k 68 A 2 R BEAZ
) T 4 B A 4% 8 2655 1,040,777,000 5 7T
(2017 4F = 43 Bl 7 45 48 488 5 2675 994,871,000
o0 B ) 4 1k 588 267 3,849,471,000 s 7T
BRI B SR B AT 8 R 2 T
H#0335,075,100 B (2017 4F : 335,075,100 %)
FHE o

BZE 201846 A 30 H1F 61 H 2 5 I 2
T 2 BB 4 48 48 2 75 1,040,777,000 8 I
(20174F + 43 Fl By o 780 458 45 2755 994,871,000
0 K LA IE 5B 6T 3,849,471,000 75 T
2R B A B AT A R B A 2 T
9$335,075,100 B (2017 4F : 335,103,940 %)
R T A 3 B T L ST 1 R T L) R
R

The calculation of basic earnings per share for the six months
ended 30 June 2018 is based on earnings from continuing
operations of HK$1,040,777,000 (2017: HK$994,871,000
earnings from continuing operations and HK$3,849,471,000
earnings from discontinued operations respectively) and the
weighted average number of 335,075,100 (2017: 335,075,100)
ordinary shares in issue during the period.

The calculation of fully diluted earnings per share for the
six months ended 30 June 2018 is based on earnings
from continuing operations of HK$1,040,777,000 (2017:
HK$994,871,000 earnings from continuing operations and
HK$3,849,471,000 earnings from discontinued operations
respectively) and the weighted average number of 335,075,100
(2017: 335,108,940) ordinary shares in issue during the period
after adjusting for the effect of all dilutive potential ordinary
shares.
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profit or loss

Trading securities

Debt securities:
- Listed in Hong Kong
- Unlisted

Equity securities:
- Listed in Hong Kong
- Listed outside Hong Kong

- Unlisted, interests in investment funds

Financial assets at fair value through
profit or loss

Categorised by designation upon or subsequent

to initial recognition:
Debt securities:
- Listed in Hong Kong
- Listed outside Hong Kong
- Unlisted

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

Categorised based on requirements
of HKFRS 9:

Debt securities:
- Unlisted

Total

Included within debt securities are:

- Treasury bills which are cash equivalents

— Other treasury bills
- Government bonds
- Other debt securities

20184 20174
6H30H 12H31H
As at As at

30 Jun 2018 31 Dec 2017
82,766 97,672
5,273,967 8,739,882
5,356,733 8,837,554
- 79,680

- 12,815

- 348,405

- 440,900
5,356,733 0,278,454
- 69,797

210,887 507,024
- 342,660

210,887 919,481
157,203 40,485
45,423 102,443
55,371 -
257,997 142,928
327,918 -
796,802 1,062,409
6,153,535 10,340,863
838,790 1,122,876
4,479,056 7,677,149
38,887 37,529
538,805 919,481
5,895,538 9,757,035

As at 30 June 2018 and 31 December 2017, there were no

certificates of deposit held included in the above balances.
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Trading securities and financial assets at fair value through
profit or loss (Continued)

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

20184 20174
6H30H 12H31H
As at As at
30 Jun 2018 31 Dec 2017
— R BRI LR AT - Central governments and central banks 5,356,733 8,837,554
—NEHEE - Public sector entities - 57,739
—RAT B A A B A - Banks and other financial institutions 1,945 165,395
— % - Corporate entities 794,857 1,280,175
6,153,535 10,340,863

R4 ] 13. Derivative financial instruments

R20184E6 H 30 H R4 THAEK 24

The notional principal amounts of outstanding derivatives

BAGRHEAFEMT contracts and their fair values as at 30 June 2018 were as
follows:
wl/
LELH A
Contract/ Fair values
notional ey fifk
amount Assets Liabilities
1) FEEERGB2AETR 1) Dervatives held for trading
B SMERTELR a) Foreign exchange derivatives
EERMERH Forward and futures contracts 80,809,072 359,091 (399,240)
T TG s 5 Currency options purchased and written 15,136,067 8,180 (8,081)
) FIEfETA b) Interest rate derivatives
kSN Interest rate futures 47,077 - (127)
2R 4 1 Interest rate swaps 2,497,589 15,093 (12,299)
i A B ) 2 0 Interest rate options purchased and written 679,367 111 (89)
) HEa A TA ¢) Equity derivatives
YNSRIk e e Equity options purchased and written 238,254 5,799 (5,800)
FEEERGZfTETR Total derivative assets/(liabilities)
e/ (A At held for trading 99,407,426 388,274 (425,636)
2) FHEHWAEZAETR  2) Derivatives held for hedging
B #ELIAFEE I a) Derivatives designated
fiitTH as fair value hedges
ik SE Interest rate swaps 28,630,834 630,369 (149,434)
FIEEM AR 2 i TR Total derivative assets/(liabilities)
i/ (A A5 held for hedging 28,630,834 630,369 (149,434)
BRI SE TR Total recognised derivative financial
&/ (B A5t assets/(liabilities) 128,038,260 1,019,143 (575,070)
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13. Derivative financial instruments (Continued)

The notional principal amounts of outstanding derivatives

contracts and their fair values as at 31 December 2017 were as

Derivatives held for trading
a) Foreign exchange derivatives
Forward and futures contracts
Currency options purchased and written

b) Interest rate derivatives
Interest rate futures
Interest rate swaps
Interest rate options purchased and written

¢) Equity derivatives
Equity options purchased and written

Total derivative assets/(liabilities)
held for trading

Derivatives held for hedging

a) Derivatives designated
as fair value hedges
Interest rate swaps

Total derivative assets/(liabilities)
held for hedging

Total recognised derivative financial

B/ (AR At

AR FH ARG S 2 SR A A HE
B B E A RERINE A M E R B HE
Beg > By

M54 Exchange rate contracts
FEAH) Interest rate contracts
HAb &4 Other contracts

assets/(liabilities)

follows:
a4/
P AT

Contract/ Fair values
notional B A
amount Assets Liabilities
82,495,665 581,964 (479,218)
12,675,402 7,543 (7,536)
2,385,852 16,002 (9,965)
676,566 479 (2,801)
176,360 3,495 (3,495)
98,409,845 609,483 (503,015)
26,856,746 288,484 (179,769)
26,856,746 288,484 (179,769)
125,266,591 897,967 (682,784)

The credit risk weighted amounts of the above off-balance sheet
exposures, before taking into account the effect of bilateral
netting arrangements that the Group entered into, are as follows:

20184 20174
6H30H 12314
As at As at

30 Jun 2018 31 Dec 2017
769,244 871,350
209,614 148,097
11,466 7,862
990,324 1,027,309
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4w T () 13. Derivative financial instruments (Continued)
WAF TR 2 A #) SO 4 SR RS AR Y &2 The contract amounts of these instruments indicate the volume
Syt > WA H b B - of transactions outstanding as at the end of the reporting period,
they do not represent the amounts at risk.
FEEBMERE 2 E /B RBHZ The credit risk weighted amounts are the amounts that
CERATHE CEA) BLRID MR 2 BBE - ST have been calculated with reference to the Banking (Capital)
15 2 SR IR 32 5 5 F T 45 A A 4 51 B 4 Rules issued by the HKMA. The amounts calculated are
T E o dependent upon the status of the counterparty and the maturity
characteristics of each type of contract.
K B AR H 14. Advances and other accounts
20184 2017 4F
6J130H 1231H
As at As at
30 Jun 2018 31 Dec 2017
B P Gross advances to customers 122,675,787 119,261,984
B+ BB Less: impairment allowances (880,847 (659,046)
121,794,940 118,602,938
FUES Trade bills 4,130,109 4,065,401
bk - WE R Less: impairment allowances (2,261) (14,229)
4,127,848 4,051,172
Hopth Other assets
— H ARG R AT R E - Other accounts receivable and prepayment 5,886,828 5,681,032
B+ E A Less: impairment allowances (32,086) (24,595)
5,854,742 5,656,437
FEEHREMER Advances and other accounts
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14. Advances and other accounts (Continued)

(@) Impaired, overdue and rescheduled assets

(

Impaired loans and advances
- Stage 3 (Note (1))
- Individually impaired (Note (1))
- Collectively impaired (Note (2))

Impairment allowances made
- Stage 3 (Note (3))
- Individually assessed (Note (3))
- Collectively assessed (Note (2))

Fair value of collaterals held*

Impaired loans and advances
as a % of total loans and advances
to customers

39

Impaired loans

Note:

20184 20174
6J130H 12A31H
As at As at

30 Jun 2018 31 Dec 2017
1,025,085 -
- 755,264

- 19,033
1,025,085 774,297
(388,647) -
- (280,641)

- (17,447)
(388,647) (298,088)
636,438 476,209
518,318 563,247
0.84% 0.65%

Fair value of collateral is determined at the
lower of the market value of collateral and
outstanding loan balance.

Stage 3 loans are loans considered credit
impaired. Details of “three-stage” model
are described in Note 2(a)(1)(ii). 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.



14.  FWBGR BRI () 14. Advances and other accounts (Continued)

() JfH ~ AR RS E A G () (a)
(i) WESKE)

(i)

(iif)

(3)  BAEREBE3,/fm 5 e
% A B 6 A
300,12 A31 AR Z 48
WHEME BE2 %
FAER2 (B (D)) AR -

Impaired, overdue and rescheduled assets (Continued)

U

(i)

Impaired loans (Continued)
Note: (Continued)

(8)  The above Stage 3/individual impairment
allowances were made after taking into
account the value of collaterals in respect of
such advances as at 30 June/31 December.
Details of impairment methodology are
described in Note 2(a)(1)(ii).

Gross amount of overdue loans

201846 /30 H W017E 12 /31 H
As at 30 Jun 2018 As at 31 Dec 2017
EMAER wkEE
i ek S
Grossamountof  fMHAME Grossamountof  IHAKH I
overdue loans % of total  overdue loans % of total
FERFFEHAHE . Gross advances to customers which
ki have been overdue for:
=3EANLEE6MA - six months or less but over three months 62,957 0.05 91,458 0.08
—6ALEE1F - one year or less but over six months 96,058 0.08 126,354 0.11
-5k - Over one year 501,441 0.41 582,967 0.49
660,456 0.54 800,779 0.68
FAMAMEHFTIEN  Market value of securities held against
AR i the secured overdue advances 654,854 798,711
HIEmam e Secured overdue advances 454,486 593,375
HEEME e Unsecured overdue advances 205,970 207,404
A Impairment allowances 245,836 258,988

Fef AR R R AE
o HAB Y 3 SR HA [ E
T QAR o

MEASF(CMBREFEAE L
iz R )

PaSk ¥ ¢ Advances to customers

W E Impairment allowances

40

(i)

Collateral held mainly represented pledged deposits,
mortgages over properties and charges over other
fixed assets such as equipment.

Rescheduled advances net of amounts included in
overdue advances shown above

20184 20174
6300 12H31H
Asat 1B HML Asat {HEET

30 Jun 2018 % of total 31 Dec 2017 % of total

335,610 0.27 344,868 0.29

119,875 1,640



14.  HERKEMMBIRE (4F) 14.

Advances and other accounts (Continued)

(H) e~ mHF R RAAEEE () (a)  Impaired, overdue and rescheduled assets (Continued)
(iv) B55H (v)  Trade bills
20184 20174
6J30H 12A31H
As at As at
30 Jun 2018 31 Dec 2017
ZHENE @ 0 Trade bills which have been overdue for:
—6MMAMLEETH - one year or less but over six months - 4,397
—14ERLE - over one year 102 10,868
102 15,265
ol EL Y A Impairment allowances - -
(Z) YIS (b)  Repossessed collateral
A Z YRR B Repossessed collateral held is as follows:

EENE Nature of assets
W [l 4 3 Repossessed properties
HoAth Others

W AT IR R R -
WOSRIE I LA AR A B 2 A5 AR B2
fiHs -

il 5t 0T 52 B 48 (H % 62,759,000 5 7T
(2017412 A 31 H : 65,433,000 7¢C)
ZAE B R A T A 2 Th A
A2 AR5 0 B A Mk B AT 2 TR AT
T8 LA A5 R B [T o SZ AT & 2
2R T HADE R | TR P RRE R 4
ZERE o MBSO A LR -
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20184 20174
6J130H 12H31H
As at As at

30 Jun 2018 31 Dec 2017
157,319 282,643
7,496 21,343
164,815 303,986

Repossessed collaterals are sold as soon as practicable
with the proceeds used to reduce the outstanding
indebtedness of the borrowers concerned.

Certain other properties in the Mainland China with a
total estimated realisable value of HK$62,759,000 (31
December 2017: HK$65,433,000), which had been
foreclosed and repossessed by the Group pursuant to
orders issued by courts in the Mainland China, represent
assets held by the Group for resale and have been
reported under “Other assets”. The relevant loans had
been derecognised.
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other accounts

Closing balance under HKAS 39
at 31 December 2017

Changes on initial application of
HKFRS 9

Impairment allowance as at

1 January 2018
Transfers:
Transfer from Stage 1 to Stage 2
Transfer from Stage 1 o Stage 3
Transfer from Stage 2 to Stage 1
Transfer from Stage 2 to Stage 3
Transfer from Stage 3 to Stage 2

Transfer from Stage 3 to Stage 1

New financial assets originated
or purchased

Changes in PDs/LGDs/EADs

Unwinding of discount

Financial assets derecognised
during the period

Write-offs

Foreign exchange and other movements

Impairment allowance as at 30 June 2018

Deducted from:

Trade bills
Advances to customers
Accrued interest and other accounts

Abbreviations used:

Impairment allowances against advances to customers and

Witz
(131 [1:9) W83 AAHH
WEE LT AATH AABH Fiftis
s fistef fiflH  Lifetime ECL
Stage 1 Stage 2 Stage 3 under
12-month Lifetime Lifetime simplified it
ECL ECL ECL approach Total
697,870
294,468
323,178 187,552 451,708 29,900 992,338
(2,949) 11,340 - - 8,391
(6,942) - 31,985 - 25,043
4,029 (15,901) - - (11,872)
- (5,261) 14,438 - 9,177
- - (1) - (1)
- - (341) - (341)
114,493 7,298 19,773 - 141,564
(64,569) 696 103,427 57 39,611
8,028 1,783 4,066 - 13,877
(41,444) (24,141) (66,480) - (132,665)
- - (171,105) - (171,105)
(169) 2 1,344 - 1177
333,655 162,768 388,814 29,957 915,194
2,259 2 - - 2,261
330,105 162,095 388,647 - 880,847
1,291 671 167 29,957 32,086
333,655 162,768 388,814 29,957 915,194

PD  Probability of default
LGD Loss given default
EAD Exposures at default
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% Pk R oAb IR H 2 W e il () 15. Impairment allowances against advances to customers and

other accounts (Continued)

R A A ARG
Individually Collectively il
assessed assessed Total
20174101 H At 1 January 2017 455,761 438,731 894,492
L e P AR Impairment losses charged 91,066 179,816 270,882
o At R B S A Loans written off as uncollectible (267,889) (268,055) (535,944)
I 2 A A Recoveries of advances written off
R in previous years 21,019 42,093 63,112
e 58, % A Exchange and other adjustments 1,977 3,351 5,328
20174F 12 H 31 H At 31 December 2017 M 395,936 697,870
Bl Deducted from:
FOEL Trade bills - 14,229 14,229
BRI Advances to customers 280,641 378,405 659,046
JESHF A H A AR IE Accrued interest and other accounts 21,293 3,302 24,595
301,934 395,936 697,870
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16. Financial assets at fair value through other comprehensive

SRR RS income/Available-for-sale securities
20184 20174
6H30H 12A431H
As at As at
30 Jun 2018 31 Dec 2017
VAT H
HesEt A2
Wi aREE
Financial assets
at fair value through AT R
other comprehensive  Available-for-sale
income securities
B Debt securities:
—Hik L - Listed in Hong Kong 16,624,922 14,558,256
— LA LT - Listed outside Hong Kong 16,052,803 17,654,181
=L - Unlisted 5,602,289 5,894,077
38,280,014 38,106,514
MRS Equity securities:
— B - Listed in Hong Kong 904,311 260,629
—FiELA Bl - Listed outside Hong Kong 993,942 116,295
-k Ll - Unlisted 1,043,083 82,944
2,941,336 459,868
&t Total 41,221,350 38,566,382
BT ERERNE Included within debt securities are:
REEZER(S € - Certificates of deposit held 1,385,113 1,363,762
—BEEE (FRBEAER) — Treasury bills which are cash equivalents 598,210 1,099,211
— LA R e 4 - Other treasury bills 6,530,780 5,760,110
— RS - Government bonds 189,539 192,197
— HAb B 5 - Other debt securities 29,576,372 28,791,234
38,280,014 38,106,514
DI EH RSB AN Financial assets at fair value through other
RGN ARG E /T E  comprehensive income/available-for-sale securities
BRI TR AATWT © are analysed by categories of issuers as follows:
— H LR R AT - Central governments and central banks 7,318,529 7,951,518
—NERE - Public sector entities 579,165 639,637
— T R Rl e - Banks and other financial institutions 7,933,105 7,681,123
—f¥ - Corporate entities 25,390,476 22,291,576
=i - Others 75 2,528
41,221,350 38,566,382
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securities

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

Less: impairment allowance
- Stage 1

Total

Included within debt securities are:
- Certificates of deposit held
- Treasury bills
- Government bonds
- Other debt securities

Financial assets at amortised cost/held-to-maturity
securities are analysed by categories of issuers
as follows:

- Central governments and central banks
- Banks and other financial institutions

- Corporate entities

- Others

45

Financial assets at amortised cost/Held-to-maturity

20184 20174
6J30H 12431H
As at As at
30 Jun 2018 31 Dec 2017
DARRR 1A 51 R
MamaE  FEIWES
Financial assets at  Held-to-maturity
amortised cost securities
2,659,214 1,751,107
3,759,235 1,028,787
4,462,227 3,582,885
10,880,676 6,362,779
(5,296) -
1,416,742 746,813
2,449,354 2,179,817
543,936 574,061
6,470,644 2,862,088
10,880,676 6,362,779
2,993,290 2,753,878
4,503,853 1,771,071
3,381,080 1,837,830
2,453 -
10,880,676 6,362,779
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18. Premises and other fixed assets

Six months ended 30 June 2018
Opening net book amount
Additions

Disposals

Depreciation charge (Note 7)
Exchange difference

Closing net book amount

At 30 June 2018
Cost
Accumulated depreciation

Net book amount

Year ended 31 December 2017

Opening net book amount

Additions

Disposals

Depreciation charge

Exchange difference

Amount relating to assets of disposal
group classified as held for sale

Closing net book amount

At 31 December 2017
Cost
Accumulated depreciation

Net book amount

46

A~ Befli

R

Furniture,

equipment
i3 and motor At
Premises vehicles Total
1,724,134 432,486 2,156,620
- 63,151 63,151
- (1,669) (1,669)
(25,685) (64,165) (89,850)
(1,419) (944) (2,363)
1,697,030 428,859 2,125,889
2,608,076 1,136,757 3,744,833
(911,046) (707,898) (1,618,944)
1,697,030 428,859 2,125,889
1,726,405 425,016 2,151,421
- 131,527 131,627
- (2,634) (2,634)
(54,417) (124,923) (179,340
8,831 3,500 12,331
43,315 - 43,315
1,724,134 432,486 2,156,620
2,609,673 1,114,431 3,724,104
(885,539) (681,945) (1,567,484)

1,724,134

432,486

2,156,620



19.

20.

21.

#¥EWE 19. Investment properties

% 20184 WE20174

6H30H 12314
16 A 1R
Six months ended Year ended

30 Jun 2018 31 Dec 2017

/) At beginning of the period/year 1,219,840 1,059,226
BB AR E 2 A Amount relating to assets of disposal group
A B A classified as held for sale - 148,779
B AFE Fair value gains on revaluation - 11,835
/A At end of the period/year 1,219,840 1,219,840
AREEMI 20174512 A 31 H A HEY) 0018 The Group’s investment properties were last revalued at 31
(EAT T EAN o MURTAR b 8 o E2E R December 2017 by adopting the direct comparison approach
B 365 — T BT (A (L J S 2E R ) A BRA or the income capitalisation approach and with reference to
A s B I I 7 2 R — recent transactions for similar premises as far as practicable by
PR S IR 7 R A W 8 o iR M 2 4% independent, professionally qualified valuer Savills (Valuation and
B ER AR B RS AR EEE Ty Professional Services) Limited for investment properties in Hong
TEDLRT 2% 2 A 3 A WS A0 AR Kong and Mainland China, and by Savills (Macau) Limited for
i1 e investment properties in Macau.
%P1 20. Deposits from customers
20184 20174
61301 12131H
As at As at

30 Jun 2018 31 Dec 2017

TR A AT 3 Demand deposits and current accounts 35,815,587 38,245,627
ERR Savings deposits 28,749,153 28,959,569
FEH] RS A Time, call and notice deposits 98,345,892 93,876,524

162,910,632 161,081,720

CEAT R 21. Certificates of deposit issued
20184 20174
6J30H 12H31H
As at As at

30 Jun 2018 31 Dec 2017

P BB T (AR At fair value under fair value hedge
(for hedging interest rate risk) 4,858,258 5,903,621
R AT IR At amortised cost 1,822,232 1,280,085

6,680,490 7,183,706

A AR 5 OB A TR B A I A 4 The amount that the Group would be contractually required to
R 48R LA L BT A1) 2 B T {E 55 32,000,000 pay at maturity to the holders of these certificates of deposit is
I (20174E12H31H & F14,000,00040) - HK$32 million higher (31 December 2017: HK$14 million higher)

than the above carrying amount.
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22.

B RS

b R E A P

225,000,000 3T 2020 4F 5
e SRR (i (7))
225,000,000 F TG 2024 4FE H]
by
250,000,000 F TG 2026 4F E1 H1
i AR AT (2 (7))

H

(F)

Subordinated notes

At fair value under fair value hedge

(for hedging interest rate risk):

BRERH (G (2)

B KB SRAT R 201042 H 11 H %
1T 2 225,000,000 3 JC 7E 58 N 3 38 5
Bt (TS J) st g 5t e B i &
AW BABEAET (T6E%]) - lhE4E
B 2020462 A 11 HEM « £ 85
6.625% > FEFAEAT B —R o KHiiRk1T
IR EL B — [ B ERAT T R R A 4
SIS0 11 [T 5 R JE i 2 DA 9 0 4R AT
Ie 57 5 A FERREA 2 B R B AT -

U T3 KB SR AT R 2014451 A 29 H 2
T 2.225,000,000 3 7T 75 7 W W & %¢
GIAERAR ([ FBRLH]) Bk
A BT E MR B G
AN 104 1) B 1 s ([ (&% )
(ST A BCRITE CEAR) HAD 2
k) o ULSE BB 20244 1 H 29
HEHE - SRR 520191 A
20 H o 387 H 2 Hsm R e
R 5.25% o BRREARAE— K o H
o S R e I I )
BRI B & B R AR S AR 58
B BRI 375 86 T - ST
e RO » KRR T AT
FEVEIEE ok KBS B g 5 RIS AT 3K
H DA ZE v i (0 10 BT A (R840 ) A
W o JOBRTT N E B — ] PR ERATHT 5L
R R A 1) 15 A0 16 AT 19 T ) IS i
Fy DL T ERAT IR R S B LR 77 8
FLEATEK -

Note:
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US$225,000,000 Subordinated Fixed Rate
Notes due 2020 (Note (a))
US$225,000,000 Subordinated Fixed Rate
Notes due 2024 (Note (b))
US$250,000,000 Subordinated Fixed Rate
Notes due 2026 (Note (c))

20184 20174
6H30H 12H31H
As at As at

30 Jun 2018 31 Dec 2017
1,795,724 1,820,234
1,756,048 1,752,797
1,887,022 1,914,335
5,438,794 5,487,366

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 Singapore Stock Exchange Trading Limited
(“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$225,000,000 Basel Ill 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 Stock Exchange of
Hong Kong Limited (“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
basis points. 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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23.
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22.

Subordinated notes (Continued)
Note: (Continued)

(c)  This represents US$250,000,000 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 30 November
2016 (the “Notes”), which are listed on the SEHK. The
Notes will mature on 30 November 2026 with an optional
redemption date falling on 30 November 2021. Interest
at 4.25% 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 255 basis points. 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$54 million higher (31 December 2017: HK$18 million lower)
than the above carrying amount.

B R % 4 23. Shareholders’ funds
20184 20174
6H30H 12H31H
As at As at
30 Jun 2018 31 Dec 2017
Ji A Share capital 4,248,559 4,248,559
177 F Al Premises revaluation reserve 249,454 249,454
Erg<ui=1 Investment revaluation reserve 106,845 247,464
T v f Exchange reserve 1,731 71,612
G Capital reserve 11,903 16,810
— General reserve 484,289 484,289
DU B FEREAE SR 2 b it Reserve for share-based compensation 2,670 4,121
TREA BRI Retained earnings 19,928,378 19,739,773
25,033,829 25,062,082

FAERIR B BRI A 2 B Proposed dividend/dividend paid included in

B,/ BIRIEE retained earnings 127,329 345,127

FOBTRAT iy 7 e e SRAT 2 DA B A M T X
AR b A i 5 0 0 B BT 5 DA Sh 2 de
BTG o MERFRZ S AT (Mt DR
7 S RAT LA A PR 2 ) (1P o S 4T 1)
BIHEAT (R B A7 PR ] (OB 8RAT (o
B) 1)) )5 A B e RAT SE MR 9] 2 L) A AR B
ERBRMZAMEERE « 5 ERR
AIREE T IOR 2 (e i o B ok 2 )
IR B SR A TRA R > 0 P M
GENECE

DSB as a locally incorporated bank in Hong Kong is required
to maintain minimum impairment provisions in excess of those
required under HKFRS in the form of regulatory reserve. The
regulatory reserve, which also covers Banco Comercial de
Macau, S.A. (“BCM”) and Dah Sing Bank (China) Limited (“DSB
China”), 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.
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24.

JBe AW 4 ()

23. Shareholders’ funds (Continued)

20184F6 H30H » K i 4R 17 C 18 & As at 30 June 2018, DSB has earmarked a regulatory reserve
1,169,211,000 % JC (20174F 12 H31 H - of HK$1,169,211,000 (31 December 2017: HK$1,427,215,000)
1,427,215,000 %% 70) 2 & % 1E B B ft e o first against its consolidated general reserve; and for any excess
CE AR & — Mt - BB AR AR e amount, the balance is earmarked against its consolidated
BAIHEEE retained earnings.

AR B BRI 24. Contingent liabilities and commitments

() BARIE (a)  Capital commitments

(Z)

TR S AR TE B F A7) R B2 A3 A 2
A BHIR B B E B 2 EARYS

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

mr yet incurred is as follows:
20184 2017 4F
67300 12H31H
As at As at
30 Jun 2018 31 Dec 2017
ELA AR RS 2 B Expenditure contracted but not provided for 43,455 55,462
17 BRI (b)  Credit commitments

AEBMEERBRIVKERETEF
& TR SR AR SRR m

HEEENT -

GRS

SiL32 B M B 7 SRR H
LB 5 M B 2 SRR H
SR PR i A2 PR
T R

SLpRYE > JLRA IR |

— D1
—1ERME

R A SR

The contract and credit risk weighted amounts of the
Group’s off-balance sheet financial instruments that
commit it to extend credit to customers are as follows:

FHEH
Contract amount
20184 20174
6H30H 12A31H
As at As at
30 Jun 2018 31 Dec 2017

Direct credit substitutes 285,721 321,146
Transaction-related contingencies 537,037 525,329
Trade-related contingencies 689,716 627,706
Commitments that are unconditionally cancellable

without prior notice 65,651,855 71,273,512
Other commitments with an original maturity of:

- under 1 year 2,893,899 3,125,645

-1 year and over 626,830 799,392
Forward forward deposits placed 225,725 -

70,910,783 76,672,730

55 5 T I i
Credit risk weighted amount
20184 2017 4F
67300 12H31H
As at As at
30 Jun 2018 31 Dec 2017

Contingent liabilities and commitments 1,454,093 1,473,077
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24. 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

20184 20174
6H30H 12H31H
As at As at
30 Jun 2018 31 Dec 2017
Assets pledged with HKMA:
Trading securities 3,628,943 6,064,992
Available-for-sale securities - 725,732
Financial assets at fair value
through other comprehensive
income 516,681 -
4,145,624 6,790,724
Associated liabilities:
Trading liabilities 5,343,254 8,668,508

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

repurchase agreements and the associated liabilities are

as follows:
20184
6H30H
As at
30 Jun 2018
Assets pledged under repurchase agreements:
Available-for-sale securities -
Financial assets at fair value
through other comprehensive
income 723,705
Associated liabilities:
Deposits from banks 698,181
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20174
12H31H
As at

31 Dec 2017

462,403

453,740
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Contingent liabilities and commitments (Continued)

(d)

Operating lease commitments

Where a Group company is the lessee, the future minimum
lease payments under non-cancellable building operating
leases are as follows:

20184F 20174
6H30H 12H31H
As at As at

30 Jun 2018 31 Dec 2017

ERIA Not later than 1 year 180,388 176,665
1 EE S Later than 1 year and not later than 5 years 492,198 454,258
SHERLE Later than 5 years 179,737 233,800

MALEE 2 AR AL HOAR AT
T 0 S A R B 7 AR AR S 2 B

852,323 864,723

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

B G T leases are as follows:
20184 20174F
6H30H 12/31H
As at As at
30 Jun 2018 31 Dec 2017
AERAA Not later than 1 year 31,901 37,740
LAEDA L 2 5 4F Later than 1 year and not later than 5 years 25,431 19,821
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25.

Maturity analysis

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.

HARER  SHARE
SHAANT 3L 1EBLE
WHEE  IWARNUT 3 months or Over Ak
Repayable on Upto lessbutover ~ 3months  Overt year SERL MEEHE it

At 30 June 2018 demand 1 month 1 month tofyear  toSyears  Overbyears Indefinite Total
Assets
Cash and balances with banks 2548615 11410890 396,685 - - - - 14356190
Placements with banks maturing

between one and twelve months - - 5805642 4283549 - - - 10,179,191
Trading securties - 1,074,536 1,618,718 2,663,479 - - - 5,356,733
Financial assets a fair value

through proft or loss - 209,032 118,886 - - 210,887 257,997 796,802
Derivative financial instruments - 121,239 90,098 158,564 175,239 474,003 - 1,019,143
Advances and other accounts 7659005 21719126 11,821,340 18,048,586 33,036,707 36,967,754 2,524.922 131,777,530
Financial assets at fair value through

other comprehensive income - 2095800 1616672 5112345 20722207 8772914 2941412 41,221,350
Financial assets at amortised cost - 1,330,951 79400 7,336,028 1302413 16,736 4758 10,875,380
Investment in an associate - - - - - - 3,726,684 3,726,684
Investments in jointly contralled

entties - - - - - - 93,543 93,543
Goodwil - - - - - - 874,603 874,603
Intangible assets - - - - - - 80,927 80,927
Premises and other fiked assets - - - - - - 2,125,808 2,125,889
Investment properties - - - - - - 1,219,840 1,219,840
Current income tax assets - - - - - - - -
Deferred income tax assets - - - - 124,505 - - 124,505
Total assets 10,207,710 87920974 22352140 37604551 55451011 46441204 13850570 223,828,310
Liabilities
Depostts from banks 53,809 754,043 - 580,211 820,454 - - 2008517
Derivative financial intruments - 166,170 93,217 185,432 124,090 6,161 - 575,070
Trading liabities - T80 2239960 1021833 10,072 - - 5343254
Depostts from customers 64,707,605  30,797472 43777925 22,564,768 1,062,772 - - 162,910,632
Cerificates of deposit issued - - 599,398 5,243,816 837,276 - - 6,680,490
Subordinated notes - - - 1,756,049 3,682,745 - - 5,438,794
Other accounts and accruals 152,084 2,520,885 466102 1,215,100 627,179 - 3701447 8744806
Current income tax fiabilties - - - 461,738 - - - 461,738
Deferred income tax liabilities - - - - 48,976 - - 48,976
Total liabilities 64913588 35411959 47176602 33,988,956 7,213,564 6,161 3701447 192412217
Net liquidity gap (64705878 2,509,015  (24.824.462) 3615505  dB287507 46435133 10149123 31416033
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At 31 December 2017

Assets

Cash and halances with banks
Placements with banks maturing
between ong and twelve months

Trading securities
Financial assets at fair value
through proft or loss

Derivative financial instruments

Advances and other accounts
Avallable-for-sale securities
Held-to-maturity securities
Investment in an associate

Investments n jointly controlled

enities
Goodwil
Intangible assets

Premises and other fixed assets

Investment properties
Current income tax assets
Deferred income tax assets

Total assets

Liabilties
Deposits from banks

Derivative financial instruments

Trading liabilties

Deposits from customers
Certificates of depositissued
Subordinated notes

Other accounts and accruals
Current income tax liabilties
Deferred income tax liabities

Total liabllties

Net liquidity gap

25.  Maturity analysis (Continued)
1EANER  3EAME

YEAZNT FIE E28s

M (EREUT  Smontsor Over 55E
Repayable on Upto  lessbutover — Smonths  Over 1year SENE  EERAN il
demand T month 1 month fo1year fodyears  Qver years Indefinite Totdl
2258846 16,016,007 540,178 - - - - 18815031
- oA 6841659 6675842 - - - 13614678
- 2504763 554301 5,652,082 36,362 - 40900 9278454
- 7137 17,781 3939 215437 375,187 142,928 1,062,409
- 269,049 164,185 169,303 95,286 210,144 - 897 967
7523172 19106000 10837571 16609323 34584693 36516604 3133184 128310547
- 2107988 2862169 3890992 22060871 7,159,666 464696 38,566,382
- 1,512,316 988,497 2,524,266 1314252 23,448 - 6,362,779
- - - - - - 4,134,651 4,134,651
- - - - - - 81,167 81,157
- - - - - - 874,608 874,603
- - - - - - 80,927 80,927
- - - - - - Q156620 2,156,620
- - - - - - 129800 1219840
- - - 187 - - - 137
- - - - 81,492 - - 81,492
9782018 41900437 22926437 35525834 58388303 44085049 12709506 225537674
4591 40519 1,002,023 - 578,872 - - 220301
- 196,414 180,127 150,604 148339 37,300 - 662,784
- 580876 6609302 1449608 20,02 - - 8,668,508
67,660945 32338726 40799886  19288,078 989,085 - - 161,081,720
- 819938 2260267 1976889 2094612 - - 7,183,706
- - - - 5487366 - - 5487366
163820 1,963,195 720,868 874939 626,515 - 3789491 8,140,828
- - - 459,179 - - - 459,179
- - - - 119,789 - - 119,789
67875742 36,388,168 51746473 24199297 10,064,800 37300 3789491 194101271
(58,093,724 5512260  (28820036) 11326537 48323593 44247749 8940015 31436403
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26.

Fair value hierarchy

The Group measures fair values using the following hierarchy
that reflects the significance of the observable and unobservable
inputs used in the fair value measurement:

Level

Descriptions

Quoted prices (unadjusted) in active markets for
identical assets or liabilities. This level includes equity
securities and derivatives that are listed on exchanges.

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 (“OTC”) 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
unobservable components.

Assets and liabilities measured at fair value:

20184E6 30 H At 30 Jun 2018

W% Descriptions

DA 5T H ) Financial assets at fair value
FEASR G S through profit or loss
B Debt securities
a5 Equity securities

MEEmT A Derivative financial instruments
FERER® Held for trading
Feh REEM Held for hedging

DVAT- R ) Financial assets at fair value
s A A T i through other comprehensive
14 B = income
o e Debt securities
T g 1 sl Equity securities

AP B At

PLAPE i E S E)

Total assets measured at fair value

Financial liabilities at fair value

FE AR AR 4 & B through profit or loss

RHIEHER® Held for trading
fEEMTA Derivative financial instruments

FIERE® Held for trading

FEA RS Held for hedging

T AR ARAT

Total liabilities measured at fair value

55

Bk ok B3 it
Level 1 Level 2 Level 3 Total

- 5,895,538 - 5,895,538

257,997 - - 257,997
- 388,274 - 388,274

- 630,869 - 630,869

- 38,279,939 75 38,280,014
2,809,296 15,359 116,681 2,941,336
3,067,293 45,209,979 116,756 48,394,028
- 5,343,254 - 5,343,254

- 425,636 - 425,636

- 149,434 - 149,434

5,918,324 - 5,918,324



NP E () 26. Fair value hierarchy (Continued)

AN TER R BERAR () Assets and liabilities measured at fair value: (Continued)

FUE R B 2 RV E A TE BT Financial assets classified as Level 3 assets represent
w5 LB - WS SR G E A investments in unlisted equity securities and debentures. They
BN TAEA AR AESR - are stated at cost which is considered to be a reasonable

approximation of fair value.

B 201846 H30 H 1L6 R H & 2017412 A For the six months ended 30 June 2018 and the year ended
3UH AR AR i e o B A A ot 31 December 2017, there were no transfers of financial assets
HATERE R AP 3R o BRIA (.2 528 and liabilities into or out of the Level 3 fair value hierarchy. The
BEME e changes in carrying value represent the revaluation gains/losses.
1% H28 3 aF

2017412 431 H At 31 Dec 2017 Level 1 Level 2 Level 3 Total
AES Descriptions
DVAT- (T i H L) Financial assets at fair value

FEARE GG R through profit or loss

fEH R 5 Debt securities - 9,757,035 - 9,757,035

T g M 5 Equity securities 235,423 348,405 - 583,828
mEEmTA Derivative financial instruments

FERE M Held for trading - 609,483 - 609,483

FEA RS Held for hedging - 288,484 - 288,484
ke G E Available-for-sale financial assets

fEH R 5 Debt securities - 38,101,686 4,828 38,106,514

HEG M % Equity securities 376,924 - 82,944 459,868

HATERHE 2 EEATE  Total assets measured at fair value 612,347 49,105,093 87,772 49,805,212

DA E R H A Financial liabilities at fair value

FEAR A A RLE through profit or loss

FEEE % Held for trading - 8,668,508 - 8,668,508
SR T A Derivative financial instruments

FHEEE M Held for trading - 503,015 - 503,015

FEE R I Held for hedging - 179,769 - 179,769

b2

AR R ARS

=

| Total liabilities measured at fair value - 9,351,292 - 9,351,292
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Reconciliation of operating profit including discontinued
operations before gains and losses on certain investments

and fixed assets to net cash flows used in operating

activities

For the six months ended 30 June

Operating profit including discontinued
operations before gains and losses on
certain investments and fixed assets

Net interest income

Dividend income

Credit impairment losses

Depreciation

Provision for equity-settled share-based
compensation

Amortisation expenses of intangible assets

Advances written off net of recoveries

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 at fair value through
profit or loss

- trade bills

- advances to customers

- other accounts

- financial assets at fair value through other
comprehensive income

- available-for-sale securities

- financial assets at amortised cost

- held-to-maturity securities

- value of in-force long-term life assurance business

- deposits from banks

- trading liabilities

- deposits from customers

- certificates of deposit issued

- other accounts and accruals

- liabilities to policyholders under long-term
insurance contracts

Exchange adjustments

Cash absorbed by operating activities
Interest paid on certificates of deposit issued
Hong Kong profits tax paid

Overseas tax refunded

Net cash used in operating activities
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2018 2017
1,598,132 1,365,054
(2,142,782) (2,055,780)
(27,435) (55,950)
38,613 167,275
89,850 94,591
391 264

- 194
(130,003) (336,407)
3,119,090 3,019,249
(727,042) (707,258)
91,509 55,950
1,910,323 1,547,182
(219,910) (1,499,429)
2,744,271 (4,557,252)
3,637,635 (473,635)
(228,890) (151,379)
265,607 (1,839,886)
(64,708) 602,133
(3,413,803) (3,863,090)
(131,681) (925,973)
(8,999,448) -
- (3,441,588)

172,089 -

- 2,826,540

- (646,756)

(68,874) (101,062)
(3,325,254) 107,322
1,828,912 2,754,943
(487,585) 425,850
337,157 1,087,960

- 1,402,947

22,251 (117,917)
(6,021,908) (6,863,084)
(110,191) (58,316)
(232,014) (77,790)

1 -
(6,364,112) (6,999,190)
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28.

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 banking business and insurance business. For
banking business, operating performances are analysed by
business activities for local banking business, and on business
entity basis for overseas banking business. For insurance
business, resources allocation and performance evaluation are
based on insurance business entity basis.

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,
vehicle financing and credit card services, and 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 Insurance business includes the Group’s insurance and
pension fund management business. Through the Group’s
wholly-owned subsidiaries in Hong Kong and 96% owned
subsidiaries in Macau, the Group offers a variety of
insurance products and services.

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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28. Operating segment reporting (Continued)

All direct costs incurred by different segments are grouped under
respective segments. Indirect costs and support functions’
costs are allocated to various segments and products based
on effort and time spent as well as segments’ operating income
depending on the nature of costs incurred. Costs related to
corporate activities that cannot be reasonably allocated to
segments, products and support functions are grouped under
Others as unallocated corporate expenses.

BE20184E6 30 HIL6 A For the six months ended 30 June 2018
WABE R WA REEN B
Personal Commercial  M%EH  Overseas  Insurance ] Inter- Wit
Banking Banking  Treasury Banking  Business Others  segment Total
S Net interest income 866,189 612,809 349,154 282,049 15,927 16,654 - 142,782
FHEMRA/ i) Non-interest income/(expenses) 501,859 104784 (59,09 77,244 58,775 151513 (6780) 828,209
hREZEL Total operating income net of
A insurance claims 1,368,048 717,593 290,058 359,293 74,702 168,167 (6,780) 2,971,081
BELH Operating expenses (744,645) (226,459) (74,542) (244,488) (65,146) 4,164 6,780  (1,334,336)
MBEEEE BB/ Operating profft before credit
W2 A impalrment (losses)/written back 623,403 491,134 215,516 114,805 19,556 172,331 - 1,636,745
(&3 (R / Credt impaiment (losses)/written
k3 back (106,014) 58,541 263 8,768 (381) 20 - (38,613)
MREERE ER)/ Operating profit afer credit
M2 BB impalment losses)/witten back 517,389 549675 2057719 123573 19175 172,54 - 1,598,132
HEA AR EE L Net loss on disposal of other
FER fixed assets (219) - - 49) - ] - (268)
HEDATEFEAL  Netgain on disposal of financia
RHTALMATNE  assets at fair value thiough
MAREEZ Bk other comprehensive income - - 665 - - - - 665
HETHERE Net gain on disposal of
e avallable-for-sale securities - - - - - - - -
{4 v Impairment loss on investment
HEESR in an associate - - - (403,000 - - - (403,000
il - UNbE S Share of results of an associate - - - 40094 - - - 40094
FEfRABHERZ  Share of results of jointly controlled
ES entities - - - - - 12,386 - 12,386
BBt Profit before taxation 517,171 549675 216444 130465 19175 184,926 - 1,617,856
BAGE) /i Taxation (expenses)/credit (85,332) (90,987) (35,749) (23,144) (2,290) 550 - (236,952)
A Proft for the period 431,839 458,688 180,695 107,321 16,885 185,476 - 1,380,904
BENISFECA0H L Forthe sik months ended
61 30 June 2018
TR Depreciation and amortisation 35,050 7403 2719 20,855 1,112 2,711 - 89,850
201846 130 As at 30 June 2018
NEGE Segment assets 47,782,868 61,016,867 71,653,061 34,190,690 4,276,175 9,130,521 (4,221,872 223,828,310
MREHK Segment liabiities 98,012,434 39,061,498 14162826  26,53580 1,947,336 17,196,475 (4,221,872 192,412,277
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BE20174F6 130 HIE6fHA
BRIEIA/ (L) Net nterest income/(expenses)
EREMA/ ik Non-interest income/{expenses)
MRRRZEL Total operating income net of
BEIA insurance claims
-5 Operating expenses
MREERE R/ Operating profit before credit
P B impairment (losses)written back
[FEHiH (BR)/ Credlitimpairment (losses) written
5 back
MREERE B/ Operating proft after credt
Wz A EEA impairment (losses)/written back
HELHEEEEL Net loss on disposal of
EH other fived assets
HELATEFERE  Netgain on disposal of financia
BHALMAMIE  assets at fair value through
A RERE 2 P other comprehensive income
e 5 Net gain on disposal of
i available-for-sale securities
NG VA 1] Impaiment oss on investment in
Eif an associate
ERBEAA EE  Share of results of an associate
Tl AR, Share of results of jointly controlled
¥4 entities
BB Profit before taxafion
B Taxation expenses
BRREER Profit for the period from continuing
el operations
BRIEEEERL Profi for the period from
el discontinued operations
il Profi for the period
AENITECANALE  Forthe six months ended
(4l 30.Jung 2017
TERBHER Depreciation and amortisation
QIREVNRIN As at 31 December 2017
MEGE Segment assets
MR Segment iabties

28. Operating segment reporting (Continued)

For the six months ended 30 June 2017

AR WERG W RRER BEH
Persondl - Commercial — BFEER  Overseas  Insurance Kb Inter- st
Banking Banking Treasury Banking Business Others segment Total
797,846 574,330 213,813 266,040 7,360 (26,507) - 1802882
347,13 91,187 (4,508 63,705 57,051 104,448 (1140 651878
1,144,981 665,517 269,306 329,745 64,411 7,941 (7,140) 2,544,760
(01818 (219,521) (17179 (235984 (47,714) (6,343) 7,140 (1281419
443,163 445,996 192,126 93,761 16,697 71,598 - 126334
(125,581) (46,118) - 4,424 - - - (167.219)
317,582 399,878 192,126 98,185 16,697 71,598 - 1,096,086
(33 ") - (56 - (10) - (106)
- - 23,365 - - 4,384 - 27,149
- - - 373,038 - - - 373,038
- - - - - 9,198 - 9,198
317,549 399,871 215,491 47,167 16,697 85,170 - 1,500,945
(62,399) (65,978) (35,556 (14,423 (1,707) (9,152) - (179219
265,150 333,893 179,935 456,744 14,990 76,018 - 1326730
- - - - 386751 (7,642) - 3849872
265,150 333,898 179,93 456,744 3,872,504 68,376 - 5,176,602
41,503 11,880 5017 18,848 1,148 9,523 - 87,979
47248470 58264178 76,464,789 36,485,129 4240639 8955102  (6,120,633) 225,537,674
96,100,034 37,301,046 18,330,487 28208303 1,997,591 18279443 (6,120,633 194,101,271

60



28.

BRNERE ()

i 90% 15 [ SMIR R 5 2 Wi J9ok A (R
W~ TP SR B SRAT I A F TR 2
TR B BAR R A
EEME - BHNESE -

TR IR 2 B > R A
LB SR P ARG - SRS &
ST BRR 135 R S B T S T R

BE 2018456 H30H
L6 A
ERBZEEZ
HEIA
BB i Vi A

#R20184E6 H30H
G AR
BHAT
HEIV R O
SR B SR

HE2017F6H30H
1k6fHA

B RBEELZ
EEIA

B B i it A

2017412 A31H
B AT
AFAT

MG N2
TR A RS

28. Operating segment reporting (Continued)

fREmME

More than 90% of the 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.

with, and services to external customers.

For the six months ended
30 June 2018

Total operating income net of
insurance claims

Profit before taxation

At 30 June 2018

Total assets

Total liabilities

Intangible assets and goodwill

Contingent liabilities and
commitments

For the six months ended
30 June 2017

Total operating income net of
insurance claims

Profit before taxation

At 31 December 2017

Total assets

Total liabilities

Intangible assets and goodwill

Contingent liabilities and
commitments
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i R I
Hong Kong

and Others

2,694,895
1,463,246

204,029,029
175,871,683
318,667

74,563,051

it R
Hong Kong
and Others

2,289,143
1,372,225

206,897,378
178,558,733
318,667

82,652,387

wH

Macau

276,684
154,610

22,138,616
18,879,929
636,863

2,223,671

1R
Macau

256,204
133,720

21,939,617
18,841,859
636,863

2,304,889

i 3 23 TR
i
Inter-segment
elimination

(498)

(2,339,335)
(2,339,335)

(110,832)

[ ol 73 JEL M
Eil%
Inter-segment
elimination

(587)

(3,299,321)
(3,299,321)

(111,234)

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

FiE
Total

2,971,081
1,617,856

223,828,310
192,412,277
955,530

76,675,890

Bt
Total

2,544,760
1,505,945

225,537,674
194,101,271
955,530

84,846,042
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EHE B B i 2 BAh 2 B 29. Additional analysis on claims and exposures

(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

201846 30 H 2017412831 A
As at 30 Jun 2018 As at 31 Dec 2017
i ¢k D Eoe iy
KR RREZ RRREZ
[EEL [EE:A
% of gross % of gross
KRR B advances  AfHEAHN advances
Outstanding covered  Outstanding covered
balance by collateral balance by collateral
TR AR BN Loans for use in Hong Kong
THsH Industrial, commercial and financial
R /ELi - Property development 5,458,012 62.4 3,927,651 87.5
—MERE - Property investment 14,987,944 97.3 14,933,223 96.3
—GHb¥E - Financial concerns 4,399,650 6.8 3,814,050 79
-REER - Stockbrokers 2,456,874 40.3 2,141,027 54.2
— B - Wholesale and retail trade 6,167,850 86.5 7,202,373 85.9
— ik - Manufacturing 2,240,967 63.3 1,900,894 80.0
— B PR - Transport and transport equipment 3,771,502 74.6 3,932,189 76.6
— 45 E) - Recreational activities 100,308 100.0 96,881 100.0
— Bl B - Information technology 64,046 84.3 68,986 90.7
—Hty - Others 3,818,192 67.6 4,114,396 72.0
43,465,345 72.6 42,131,670 78.6
A Individuals
~WRBEALERS] - Loans for the purchase of flats in
(RASBEETH ] R Home Ownership Scheme, Private
(% E LR Sector Participation Scheme and
BEEN Tenants Purchase Scheme 656,412 100.0 687,074 100.0
—ERHMEENE - Loans for the purchase of other
B residential properties 23,788,584 99.9 22,988,102 99.9
—fFHFER - Credit card advances 3,561,358 - 3,613,411 -
— ity - Others 12,643,019 514 12,308,030 51,6
40,649,373 76.1 39,596,617 75.8
TR H Loans for use in Hong Kong 84,114,718 743 81,728,287 773
EHME (1) Trade finance (Note (1)) 9,525,772 61.8 8,766,204 62.6
e LLAMIE I 3 Loans for use outside Hong Kong
(i#2) (Note (2)) 29,035,297 67.1 28,767,493 68.1
122,675,787 71.6 119,261,984 74.0
iF Note:
() L#HIRZEGRMERSHE (1) Trade finance shown above represents loans

B EE R 2 MBI E 5
MAEEED - o MmE o
&> UIRERE S ME% 2
B o

A LREBLE S MESE
ARG K AT 2 i A 4R
THEARRTZEHME)
4 {}286,720,000 # JC (2017 4F
12H31H : 476,119,000 % T )
A3 B0 [ 75 s DAAME i)
HIETF -

@ [HERELAME R ] i @)
BT R HFH R LS E
2§ -
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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$286,720,000
(31 December 2017: HK$476,119,000) are classified
under “Loans for use outside Hong Kong”.

“Loans for use outside Hong Kong” include loans
extended to customers located in Hong Kong with
the finance used outside Hong Kong.
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Loans for use in Hong Kong

Industrial, commercial and financial
- Property investment

Individuals
- Loans for the purchase of other
residential properties

Loans for use outside Hong Kong

Loans for use in Hong Kong

Industrial, commercial and financial
- Property investment

Individuals
- Loans for the purchase of other
residential properties

Loans for use outside Hong Kong

Additional analysis on claims and exposures (Continued)

(@)

63

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

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:

20184671 30 H
As at 30 Jun 2018
jig ek
AR BB K
3 REBr2
WK Gross (&) WA
(BBt3)  advances  Mfiif Stage1and
KEELB  Impaired  overdue for Stage 3 Stage 2
Outstanding loans over3 impairment impairment
balance (Stage 3) months  allowances  allowances
14,987,944 56,091 47,029 2,396 95,538
23,788,584 23,792 13,304 1,367 12,849
2017412431 H
As at 31 Dec 2017
HHE
A3 A {0 A Gl
Gross R[S WL (EE
advances Individually  Collectively
FEELSR O WHESR overduefor  assessed  assessed
QOutstanding Impaired over3  impairment  impairment
balance loans months  allowances  allowances
14,933,223 78,968 59,897 6,925 47,835
22,988,102 6,305 9,337 - 4,107
28,767,493 187,828 258,196 100,236 106,550
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29. Additional analysis on claims and exposures (Continued)

(b)  Mainland activities exposures

bank only.

As at 30 June 2018

1. Central government, central
government-owned entities and their
subsidiaries and joint ventures (“JV"s)

2. Local governments, local
government-owned entities and their
subsidiaries and JVs

3. PRC nationals residing in Mainland China
or other entities incorporated in Mainland
China and their subsidiaries and JVs

4. Other entities of central government
not reported in item 1 above

5. Other entities of local governments
not reported in item 2 above

6. PRC nationals residing outside Mainland China
or entities incorporated outside Mainland
China where the credits are granted for use
in Mainland China

7. Other counterparties where the exposures
are considered to be non-bank Mainland
China exposures

FoHRAT R AT A 7] Total assets of DSB and its Mainland

ZAGR R 2 BE AR

iR AN
AT

it

LAk BB AR S RS R

s % 5 RIE -

subsidiary bank after provision

On-balance shest exposures as percentage
of total assets

Note:

The analysis of Mainland activities exposures is based on
the categories of non-bank counterparties and the type of
direct exposures defined by the HKMA under the Banking
(Disclosure) Rules with reference to the HKMA Return of
Mainland Activities, which includes the Mainland activities
exposures extended by DSB and its Mainland subsidiary

17.78%

jiaelie ] P SR A
i B i B4 M
On-balance Off-balance Total
sheet exposure  sheet exposure exposures
8,873,781 236,999 9,110,780
811,577 115,596 927,173
12,827,410 724,126 13,551,536
1,705,607 24,920 1,730,527
735,797 - 735,797
9,200,868 357,853 9,558,721
1,314,477 44,745 1,359,222
35,469,517 1,504,239 36,973,756

199,503,536

The balances of exposures reported above include gross

advances and other balances of claims on the customers.
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29. Additional analysis on claims and exposures (Continued)

As at 31 December 2017

1. Central government, central
government-owned entities and
their subsidiaries and JVs

2. Local governments, local
government-owned entities and
their subsidiaries and JVs

3. PRC nationals residing in Mainland China
or other entities incorporated in Mainland
China and their subsidiaries and JVs

4. Other entities of central government
not reported in item 1 above

5. Other entities of local governments
not reported in item 2 above

6. PRC nationals residing outside Mainland China
or entities incorporated outside Mainland
China where the credits are granted for use
in Mainland China

7. Other counterparties where the exposures
are considered to be non-bank Mainland
China exposures

KE AT RE MR THE A7 Total assets of DSB and its Mainland

ZAE R L BE AT

BEARRROREILEE
ARAL

subsidiary bank after provision

On-balance shest exposures as percentage
of total assets
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Mainland activities exposures (Continued)

BREAREN BREAFERN
i 5§73 i
On-balance Off-balance Total
sheet exposure  shest exposure exposures
7,145,507 70,194 7,215,701
896,387 78,815 975,202
183,523,930 1,113,634 14,637,564
1,635,178 15,391 1,650,564
835,183 - 835,183
8,511,455 206,141 8,717,596
1,113,077 48,625 1,161,702
33,660,712 1,532,800 35,193,512

201,200,282

16.73%
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Additional analysis on claims and exposures (Continued)
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Gross advances

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.

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.

Wl 1303

PR 19}

(eBt3) o Wes WM

Impaired  ZPf%  MAEM  Stage1and

HPARAMHM advancesto  Overdue Stage 3 Stage 2
customers advancesto impairment  impairment
to customers (Stage 3)  customers allowances allowances

99,774,445 889,286 540,483 368,132 429,612

7,399,702 83,735 52,715 6,950 37,817
13,762,383 52,064 52,064 18,565 17,510
1,739,257 - 15,194 - 7,261
122,675,787 1,025,085 660,456 388,647 492,200

B B AR
FRER WM WEEE e

Individualy %P &3 Indiidually  Collectively

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

95,769,022 702,373 662,535 246,470 282,407
8,229,210 26,578 66,982 20,955 51,365
13,200,459 26,302 60,870 13,206 38,645
2,073,293 1 10,392 1 5,988

119,261,984 755,264 800,779 280,641 378,405
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Additional analysis on claims and exposures (Continued)

(T) Bt (d)  International claims
o] (4% 5 W )R TE I B Y RS The information of international claims discloses
% > MR 3 5 3 TF-10) T A b T 4 o 3 exposures to foreign counterparties on which the ultimate
N 7 2 T S A5 T Y SR o — % risk lies, and is derived according to the location of the
M5 > 4585 FRERER & ARRE counterparties after taking into account any transfer of
B R 5 —HER > B TR — risk. In general, transfer of risk from one country to another
1 SRAT AN AT - T L A is recognised if the claims against a counterparty are
RIEMBR > A G i s? 8 b\ — B FR guaranteed by another party in a different country or if
RS — R o Fat KA 2 the claims are on an overseas branch of a bank whose
RS 1R o FUA L P A4 head office is located in a different country. Only regions
10% 8k DA b 2 [ 35507 15 3 5% - constituting 10% or more of the aggregate international
claims after taking into account any recognised risk
transfer are disclosed.
FRITRARR
Non-bank private sector
Fti
SRR Fam
(91 {1 Non-bank HABH
01846430 H At 30 June 2018 Wi Official financial ~ Non-financial T REAH
AT In millions of HK$ Banks sector institutions ~ private sector  Total claims
B L Offshore centres 6,385 13,761 7,995 119,748 147,889
— i A - of which; Hong Kong 5,947 11,199 7,125 104,035 128,906
BEHTKE Developing Asia and Pacific 30,686 1,667 1,149 13,254 46,756
o G - of which: Mainland China %062 15 78T 11382 38813
FRIPARER
Non-bank private sector
FaRT )
SR Fef
R Non-bank YN £
WI7TE12A31 A At 31 December 2017 #f7 Official financial  Non-financial [EEaE
AT In millions of HK$ Banks sector institutions ~ private sector ~ Total claims
B L Offshore centres 6,903 17,445 7429 114,262 146,039
—Jop ik - of which: Hong Kong 5,781 15,164 7,133 98,814 126,892
BRAEKE Developing Asia and Pacific 32,271 2,083 1058 12,780 48,192
o G - of which: Mainland China 26,357 2,005 694 11,135 40,191
(%) 15 BRIER LG (5 Z 1P R ()  Credit commitments and contingent liabilities analysed by
BT percentage covered by collateral
201846130 H 201712731 H
As at 30 Jun 2018 As at 31 Dec 2017
S0 iR B T R
GriEx | (TP AHEH (OFER i
Contract % covered Contract % covered
amount by collateral amount by collateral
SRR IR B A5 A B Financial guarantees and other
ZBMREE credit related contingent liabilities 1,512,474 20.4 1,474,181 23.7
FEHURYE BB A Loan commitments and other
KB credit related commitments 69,398,309 5.4 75,198,549 5.2
70,910,783 5.7 76,672,730 55
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Related-party transactions
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68

The Group enters into various continuing connected
transactions with related parties including fellow
subsidiaries of the Group, companies directly or indirectly
controlled or significantly influenced by shareholders or
directors of the Company.

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.31 of the Rules Governing the Listing
of Securities on The SEHK (the “Listing Rules”)) entered
into with the non-wholly-owned banking 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.53 and 14A.54 of the Listing Rules.

On 30 December 2016, various agreements with respect
to continuing connected transactions were renewed and
annual caps for the years ending 2017, 2018 and 2019
were set. As Dah Sing Life Assurance Company Limited
(“DSLA”), Dah Sing Insurance Services Limited (“DSIS”)
and Macau Insurance Company Limited (“MIC”) ceased
to be the connected persons of the banking subsidiaries
upon completion of the sale of the entire issued share
capital of DSLA, DSIS and MIC (“Completion”) on 19 June
2017 and 9 November 2017 respectively, the annual caps
for the relevant transactions for the years ending 2017,
2018 and 2019 were reduced accordingly.

Following the Completion, new distribution agreements
were entered into among DSLA, DSIS and DSB (“Hong
Kong Distribution Agreement”) and among MIC and
BCM (“Macau Distribution Agreement”). The agreements
constitute a continuing connected transaction in respect
of the variable payments receivable by DSB and BCM for
the first year and an annual cap was set.

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 2018, there were no significant changes
in the balances of these credit facilities and deposits
compared to the positions at 31 December 2017.

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
2018.
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31.

Risk management

A.

69

Banking Group

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 Division (“TRD”)
and is associated principally with the Group’s on- and
off-balance sheet positions in the trading book and its
investment securities.

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.
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Banking Group (Continued)
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;

o 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

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

The Risk Management and Compliance Committee
(“RMCC”) has 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.

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’s risk positions to the Board via the RMCC, 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.
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Banking Group (Continued)
Group risk function (Continued)

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 the 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.

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 OTC 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.
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Banking Group (Continued)
Strategy in using financial instruments (Continued)

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.

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.
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Banking Group (Continued)
Credit risk (Continued)
Credit risk exposures

Standard & Poor’s and Moody’s are the external credit
assessment institutions (“ECAIs”) that the Group uses
for the assessment of its credit risk exposures to
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 it uses to map ECAI issuer ratings to
exposures booked in its banking book follows the process
prescribed in Part 4 of the Banking (Capital) Rules.

Counterparty credit risk exposures

The Group exercises strict control limits in tenor and
outstanding amounts on net open positions arising from
OTC 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 marked-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 except cash
margin transfer to cover credit risk exposure arising
from OTC derivative transactions under credit support
arrangement with counterparties.

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
limits are established for individual 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.

Under the terms of the current collateral obligations of
the Group with respect to derivative contracts, collateral
movements are not linked with the credit ratings of the
Group (31 December 2017: Nil).

The Group has in place the policies and procedures to
control and monitor wrong-way risk, including requiring
prior approval before entering into prescribed wrong-way
risk deals.
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Banking Group (Continued)
Credit risk (Continued)
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, equipment and vehicles. 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.

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

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 Risk Management
and Control Department (“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.

BCM and 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.
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Banking Group (Continued)

Market risk (Continued)

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.

° Value at risk

The Group applies a VaR methodology, 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 one calendar year
using a method known as historical simulation
approach.

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.
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31.

Risk management (Continued)

A.  Banking Group (Continued)

(f)  Market risk (Continued)

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

(1) Market risk measurement technique (Continued)

o Value at risk (Continued)

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 RMCD. Average
daily VaR for the Group for all trading activities
during the six months ended 30 June 2018 was
HK$2,740,000 (year ended 31 December 2017:

HK$2,014,000).

° 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 RMCD 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 and its delegated committees regularly.

T 35 JE g (LA 2 (2)  VaR summary of trading portfolio

RE20184E6 H30HILZ6MA  EE2017F 1231 HIEZ 1217

6 months to 30 Jun 2018 12 months to 31 Dec 2017
Ty B 453119 1y 54 533N
Average High Low  Average High Low
AN JEL B Foreign exchange risk 2,322 2,895 1,510 1,514 2,781 1,096
FUE A Interest rate risk 1,405 3,769 788 1,332 2,259 660
2R B All risks 2,740 3,441 1,906 2,014 3,139 1,429
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Banking Group (Continued)

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 of
the non-trading portfolio in respect of MOP and
RMB arise mainly from the operation of overseas
subsidiaries in Macau and Mainland China. The net
exposure positions including the trading and non-
trading portfolios, both by individual currency and in
aggregate, are managed by the 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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Banking Group (Continued)

Market risk (Continued)

Market risk arising from the banking book (Continued)
(8) Interest rate risk

The framework adopted by the Group to measure
interest rate risk exposures arising from its banking
book positions is consistent with the guidelines set
out by the HKMA in its Supervisory Policy Manual
(“SPM”) on Interest Rate Risk Management. 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
(*ALCQ”) set limits on the level of mismatch of
interest rate repricing that may be undertaken and
monitor the interest rate impacts through scenario
analysis and stress testing regularly.

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 standard 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. The Group has adopted the Liquidity
Maintenance Ratio (“LMR”) and the Core Funding Ratio
(“CFR”) as a regulatory standard specified by the HKMA
for reporting the Group’s liquidity position. During the
period, the Group had maintained a sufficiently high LMR
well above the statutory minimum of 25% and a sufficiently
high CFR to ensure that the Group can fund its activities
with sufficiently stable sources of funding.
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Banking Group (Continued)
Liquidity risk (Continued)

Moreover, the Group has maintained a sound liquidity
risk management framework in accordance with the
requirements set forth in the SPM LM-1 on “Regulatory
Framework for Supervision of Liquidity Risk” and the
SPM module LM-2 on “Sound Systems and Controls
for Liquidity Risk Management” revised by the HKMA in
July and November 2016 respectively. The SPM LM-1
is to provide the approach adopted by the HKMA for
supervising and assessing the liquidity risk of banks while
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.

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
LMR, CFR 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 handles regulatory reporting
in relation to liquidity risk, and coordinates the regular
forecast of loans and deposits, and LMR, 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 to the interbank market.
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HHEBATR (H) A.  Banking Group (Continued)
W B4 B () (9) Liquidity risk (Continued)
BEYE T R AN R] R 2 B A e The monitoring and reporting take the forms of cash flow
By sCE AT > RERR % S M 2 measurements and projections for different time horizons,
ZEEBEMEAERA - —EH R including the next day, week and month, which are key
AR o WEEHERE RS e periods for liquidity management. The starting point
MEEREEBEZAHEIA > IF AR for those projections is an analysis of the contractual
PR BT S R I Al maturity of the financial assets and liabilities as well as
MTEMEIH - R RIS EE the expected maturity of these assets and liabilities based
EAMFINEE » B RIEEUE K on historical observations. The cash flow projections also
18 Je s R AR (0 £ A T o B 48 take into account the historical behaviour of off-balance
) ZMEAT S o MBS AR AL sheet items, including undrawn lending commitments
TR AT 28 N LA 2 R LA T X and contingent liabilities such as standby letters of credit
WREBNEENZ A EEEELEES and guarantees. A liquidity cushion is held to withstand
e EE R M 7 AT A unexpected shortfall in net cash flow. Eligible securities
Al R A RSB o Fef 2 in the cushion are mainly in high credit quality and have
5 4 R DAT (IR DL R AR sufficient market depth that can be realised within 1
s - month. Debt securities held are marked to the market on
daily basis to ensure their market liquidity.
LRy BB 4 RN g sl
Internal categorisation Cash to be recognised Asset classes Eligibility criteria
B4 RDERN B - ZEBRRTRAE 0% % 20% 2 BB HE &
AT 2 T R
Level 1 Within 1 month Debt securities issued 0% and 20% risk weighted
by government, multilateral
development banks and
public sector entities
GIE IREERN FERAOFERT BT ES R SEREARA A- B
Level 2 Within 1 month Debt securities issued by Credit rating with A- or above
non-financial corporate entities
UL T A 0 1 A Size of the liquidity cushion
(H &)
(in HK$ million)
20184 20174
6/130H 12f131H
As at As at
Y Internal categorisation 30 June 2018 31 December 2017
B8 Level 1 16,250 15,870
Fok Level 2 10,893 10,230
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Banking Group (Continued)
Liquidity risk (Continued)

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.
The Group maintains a set of early warning indicators,
including qualitative and quantitative factors and
involving both internal and market indicators that help in
identifying any emerging risk at early stage. The Group
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. An
annual drill test is conducted and the contingency plan is
reviewed at least annually to ensure it remains sound and
effective. Intragroup transactions are conducted on arm’s
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. Most
of the Group’s derivative transactions are exchange rate
contracts and interest rate contracts. Under the terms of
our collateral arrangements with derivative counterparties,
collateral movements are not linked with the credit ratings
of the Group.

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 system, and control self-assessment and
key risk indicator tools. The Operational Risk and Internal
Control Committee (“ORICC”) has been set up to oversee
the operational risk management and internal control
matters of the Group. Together with a well-established
internal control system, 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 operation recovery policies and plans have been
established and tested for all critical business and
operations functions.
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Banking Group (Continued)
Operational risk (Continued)

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, anti-money laundering
and counter terrorist financing; proper staff training and
supervision; staff awareness of compliance issues; 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, ensure proper change management is
in place, review business performance, and address
issues arising from anticipated operational or market
changes, deploy proper resources to achieve the Group’s
objectives, and authorise management to take appropriate
actions to mitigate risks.

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.
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Banking Group (Continued)

Compliance with the Basel Ill Capital Standards
(Continued)

To implement the latest international capital standards
commonly referred to as the “Basel IlI” rules, the HKMA
had published the Banking (Capital) (Amendment) Rules
between 2012 and 2017, and revised SPM CA-G-5
on “Supervisory Review Process” in 2012 and 2016.
The revised capital standards and related regulatory
requirements have come into force for all locally
incorporated authorised institutions in Hong Kong starting
from 1 January 2013. DSB has its capital management
and reporting framework as well as disclosures in place for
meeting the relevant requirements.

In addition to the implementation of the Banking (Capital)
Rules under the Basel Ill framework in Hong Kong, two
capital buffers, namely the Capital Conservation Buffer
and Countercyclical Capital Buffer, designed to ensure
that banks build up sufficient capital to withstand periods
of stress and system-wide risk associated with periods of
excessive aggregate credit growth, have commenced to
phase in since 1 January 2016. To align with the regulatory
requirements, DSB’s capital management framework
incorporates the two capital buffers as elements in the
setting of internal capital targets for capital adequacy
monitoring and capital planning.

To address the negative externalities posed by
systemically important institutions, the Basel Committee
established a framework in November 2011 (subsequently
updated in July 2013) for the identification of global
systemically important banks (“G-SIBs”) and the
determination of their corresponding Higher Loss
Absorbency (“HLA”) capital requirements. Subsequently,
a principles-based framework for dealing with domestic
systemically important banks (“D-SIBs”) was issued by
the Basel Committee in October 2012. Based on the
latest list of G-SIBs and D-SIBs issued by the Financial
Stability Board (“FSB”) and the HKMA respectively, DSB is
neither designated as a G-SIB nor D-SIB and therefore not
subject to further capital surcharge.

Fair values 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 where
appropriate, by independent and professionally qualified
valuers and actuaries and the valuation results are
periodically verified to ensure the integrity of the fair value
measurement process.
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Banking Group (Continued)
Fair values of financial assets and liabilities (Continued)

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.

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
maximises the use of relevant observable inputs (for
examples, interest rates, foreign exchange rates,
volatilities, credit spreads) and minimises 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.
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Banking Group (Continued)
Capital management
The Group’s objectives when managing capital are:

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

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

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

° 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.

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
starting from 1 January 2015 are set at 4.5%, 6.0% and
8.0% respectively and are adopted by the HKMA. In
order to comply with HKMA's requirements as stated
in the SPM CA-G-5 on “Supervisory Review Process”,
DSB is required to set further buffers, to reflect material
risks not included in the minimum regulatory capital
calculation, arising from regulator’s requirements, internal
assessment of risks and the results of stress tests under
the Pillar Il capital requirement. In addition, the capital
conservation buffer, countercyclical capital buffer and HLA
capital requirements introduced by the Basel Committee
have been implemented since 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, capital buffers and HLA
capital requirements as set by the Basel Committee
and will achieve full implementation by 1 January 2019.
Likewise, the Leverage Ratio that forms part of Basel |l
implementation becomes a Pillar 1 requirement from 1
January 2018 and required information is submitted by
DSB to the HKMA on quarterly basis.
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Banking Group (Continued)
Capital management (Continued)

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 Monetéria
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 required statutory 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.

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 could be accused of
mal-administration.
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Banking Group (Continued)
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.

Insurance Group

In the following sections, descriptions regarding the
Group’s Hong Kong life insurance subsidiary, DSLA,
apply during the period where it formed part of the Group
up to 18 June 2017. The Group’s insurance business
is exposed to multiple risks, including insurance risk,
product risk, investment risk and business risks. We
believe that effective risk management is an integral part of
our insurance business’ control process and operations,
and that effective control of risks assists to maintain the
profitability and stability of our business.

The key risks of our insurance business and related risk
control process are as follows:

Insurance risk

The Group’s insurance operation is in the business of
underwriting insurance risk and retains various maximum
amounts per risk or event dependent on the type of
risk with the excess being reinsured through various
reinsurance and related agreements which are regularly
reviewed. Catastrophe cover arrangements are also in
place whereby a number of claims relating to a specific
incident in aggregate would represent a material risk to the
Group are reinsured.

Underwriting and claims practices and procedures
are documented and reviewed. External independent
actuaries are engaged to evaluate the adequacy of the
insurance reserves.

Product risk

New products and major revisions to existing products
undergo a product approval process with the profitability
being reviewed and where appropriate assessed by
internal and external independent actuaries.
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Insurance Group (Continued)
Investment risk

Our investment practice is to maintain a conservatively
invested portfolio which attempts to maintain value whilst
matching assets and policyholder liabilities as appropriate,
by vyield, duration and currency taking account of the
associated risks, taxation and regulatory requirements.

Business risks

The Group’s Hong Kong insurance subsidiary, Dah Sing
Insurance Company (1976) Limited, follows the policies
and procedures of the Group in assessing business risk
in terms of contingency and interruption planning as
well as providing training for staff and agents to comply
with the relevant rules and regulations covering its
businesses. Macau Insurance Company Limited, which is
the insurance subsidiary of the Group operating in Macau,
has its own policies and procedures to comply with the
relevant requirements in Macau.

Capital management

In each market in which the Group’s insurance
subsidiaries operate, the local insurance regulator
specifies the minimum amount and type of capital that
must be held by each of the subsidiaries in addition to their
insurance liabilities. The minimum required capital must be
maintained at all times throughout the year. The Group’s
subsidiaries are subject to insurance solvency regulations
in the markets in which they issue insurance and
investment contracts, and where they have complied with
the local solvency regulations. The Group has embedded
in its asset and liability management framework the
necessary tests to ensure continuous and full compliance
with such regulations. The solvency requirement of
each insurance company in each market is subject to
local requirements, which may differ from jurisdiction to
jurisdiction.

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.
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BRE 20184 HE174
6H30HIE 6A30HIE
oM A1 6ff A
Six months Six months
ended ended
30 Jun 2018 30 Jun 2017
FHBMA /B ERA Net interest income/operating income 72.1% 74.4%
HARA LR Cost to income ratio 44.9% 50.4%
THAEREFR (ERI) Return on average total assets (annualised) 1.1% 2.8%
ERETMEEMR (FR{) ) Adjusted return on average total assets (annualised) M7 1.2% R N/A
ERETMEEMR (FR{) @2 Adjusted return on average total assets (annualised) M2 AT N/A 11%
THRFESER (F%{L) Return on average shareholders’ funds (annualised) 9.5% 26.3%
WRBTHRRE 2 HH (ER(L) 2 Adjusted return on average shareholders’ funds (annualised) M 10.6% R FINA
WRBTHRRE 2 FH (ER(L) 22 Adjusted return on average shareholders’ funds (annualised) M2 A N/A 10.8%
FRE Net interest margin 2.08% 1.94%

it Note:
1. RNEEREE 201846 730 H 1k 618 H 8 2 1. Excluding the impairment loss on the investment in an associate
B FERE 2 W E recognised in the six months ended 30 June 2018

2. AEEREE 201746 730 B ik 6 ffl A HERR 2 H 2. Excluding gain on disposal of Hong Kong life insurance business

B AR BT 2 it

g e

RO MR 2018 AE IR A 0.38

I PR E A 20184E9 H 21 H (£

1) JREE TN 20184E9 H 17 H (R —) MR

o 45 R 42 9 R 4% 2 FBEORE
BB LB X i
A R R S A

BT o B R R ROBS R H
(G EREMK)

Closure dates of Register of Shareholders
(both days inclusive)

T LA A7 08 5 B

Latest time to lodge transfers

ALk H

Record date

o B R B H

Interim dividend payment date

MRS EREIR TS > ITA R mEE

SO ) A7 B e S A R AE b e 2 AR A BB
3308 5 B ] T AR 2 ) 2 M 8 W 7
H LR I A PR R P A bk
BAEEEAT 25 B 183 5E5 M h0 174

171221716 % o

recognised in the six months ended 30 June 2017

INTERIM DIVIDEND

The Directors have declared an interim dividend of HK$0.38
per share for 2018 payable on Friday, 21 September 2018 to
shareholders whose names are on the Register of Shareholders
at the close of business on Monday, 17 September 2018.

CLOSURE OF REGISTER OF SHAREHOLDERS

For determining shareholders’ entitlement to receive the interim
dividend:

201849 H 13 H (B #1M)
F20184FE9H 17H (EH—)

13 September 2018 (Thursday)
to 17 September 2018 (Monday)

20184F9 H 12 H (£ =) FF4R:30%
4.30 p.m. on 12 September 2018 (Wednesday)

20184F9 H 17 H (B#—)
17 September 2018 (Monday)

20184F9 H21 H (B#H)
21 September 2018 (Friday)

In order to qualify for the interim dividend, all transfer documents
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 before the above latest time to lodge transfers.
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CORPORATE AND BUSINESS OVERVIEW
HIGHLIGHTS

The relatively robust economic conditions in 2017 continued
in the first half of 2018, with a growth at 3.5% in the second
quarter, following the strong first quarter growth of 4.7% year
on year. Exports of both goods and services were strong, and
private consumption expenditure grew notably. The labour
market remained very strong, with an unemployment rate of
only 2.8%, a 20-year low. The local stock market ended slightly
down in the first half following a sell-off in June. After growing
at 6.8% in the first quarter of the year, GDP growth in China
slowed slightly to 6.7% in the second quarter, broadly in line
with expectations. The Federal Reserve, as expected, raised
interest rates twice in the first half of the year, as generally
expected. Hong Kong interest rates, however, were somewhat
more volatile, with a sharp rise in Hong Kong dollar interbank
rates towards the end of the first half, although even after this
sharp rise, Hong Kong rates remained somewhat below US
rates. Despite the increase in interest rates, overall economic
conditions in our core markets remained benign.

Against the backdrop of the robust economic performance
in Hong Kong and Mainland China, we reported growth in
operating profit after credit impairment losses of 45.8% to
HK$1,598 million in our continuing businesses. Profit for the
period grew much less, by 4.1%, due mainly to an impairment
provision against our investment in Bank of Chongging
(“BOCQ") of HK$403 million, as well as a higher tax charge of
HK$237 million resulting from the much improved operating
profit. For the first half of the year a dividend of HK$0.38 per
share was declared.

The Banking Group also performed strongly in the first half,
with operating profit after credit impairment losses increasing
by 45.7% to HK$1,561 million, driven by both an improvement
in operating income, and substantially lower loan impairment
charges. However, again due to the impairment provision
against our investment in BOCQ, as well as a higher tax charge
resulting from the much improved operating profit, the profit
attributable to shareholders grew by only 3.7%, to HK$1,347
million.
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BUSINESS AND FINANCIAL REVIEW

Our core banking business performed particularly strongly
in the first half of this year in all key areas. Both net interest
income and fee and commission income grew strongly whilst
costs were managed closely, resulting in positive “jaws” and
an improvement in cost efficiency. Our Banking Group’s net
interest income grew by 12.4% in the first half of the year, driven
by an improved net interest margin, as well as moderate loan
growth of 4.4% year on year.

Growth in fee and commission income was particularly strong,
increasing by 34.8% in the first half of the year. A number
of factors drove this increase, including stronger wealth
management revenues, including bancassurance, and fees
from our commercial banking operation. Foreign exchange
related income was much improved, particularly in our retail
banking business, as we continued to roll out new and improved
products and services for our customers. Operating expense
growth was relatively modest in the first half, at 4.5%, leading
to an improvement in our cost to income ratio from 49.8% to
44.5%.

Our wholly-owned banking subsidiaries in Macau and Mainland
China both reported an improved performance in the first half of
the year. The contribution from our associate company, BOCQ,
also improved at the operating level, although we again made
an impairment charge against its Value in Use (see below).
With strong profit growth in our main businesses, again the
proportion of the group’s profit contributed by BOCQ (before
impairment) was reduced.

Credit quality remained very strong during the first half of
the year, with a net impairment charge of HK$38 million. It
should be noted that the credit impairment charge in 1TH 2018
was calculated under a new accounting standard, HKFRS 9,
effective from January 2018, and the corresponding impairment
charge in 1H 2017, calculated under the prior accounting
standard, had not be restated. Asset quality was strong across
both our retail and commercial banking businesses, with a
generally low level of impairment charges further assisted
to some extent by provision reversal on recoveries on loans
previously provided for.

In addition, following a periodic review of the Value in Use of our
investment in BOCQ, we again made an impairment provision
against the value of this investment, in the amount of HK$403
million.
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BUSINESS AND FINANCIAL REVIEW (Continued)

Following the completion of the final parts of the sale of our life
business in Macau in the second half of 2017, the Group no
longer reported any results for the life business in the first half of
the year. The general insurance businesses in Hong Kong and
Macau reported strong growth in premium income (by 41% in
aggregate compared with the first half of last year). However,
due to higher claims and reserving cost, and increased levels
of expenses, driven in part by the expansion of the operations
following the sale of the life business, net profit generated for the
period was modest.

Outside the general insurance businesses, we had some
contribution from other investments, but as during the period
the large part of these investments were held in deposit
or short-term investments, the overall investment income
contribution was modest.

Including both the results of our banking business and general
insurance business, as well as the investment income referred
to above, the Group generated an adjusted return on assets
of 1.2% and ROE of 10.6% for the period, on the basis that
the impact of the impairment provision on the investment in
BOCQ made in the period was excluded, which are similar to
the adjusted return ratios in the same period in 2017 (adjusted
to exclude the gain on disposal of the Hong Kong life insurance
business).

As at 30 June 2018, Dah Sing Bank’s consolidated Common
Equity Tier 1 ratio and total consolidated capital adequacy ratio
were 13.4% and 18.4% respectively, similar to the levels at the
end of 2017.

PROSPECTS

Conditions in the first half of 2018 have remained generally
benign in our core markets of Hong Kong, Macau and Mainland
China, despite a more unstable global political and economic
environment year to date. Both the US economy and the US
dollar have remained strong during the first half of the year.
The Hong Kong economy has been generally buoyant and the
Mainland economy has been broadly stable.
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PROSPECTS (Continued)

However, the generally benign conditions in the first half may
not continue as strongly in the second half of the year. We have
already seen the rises in US interest rates impacting on Hong
Kong dollar rates, which have risen during the first half of the
year. The impact of a trade war, and particularly the impact
of possibly higher tariffs and restrictions on trade with the
Mainland by the US, remain uncertain. These developments,
amongst others, have unsettled equity investors in Hong Kong,
resulting in a much weaker equity market coming to midyear.
Mainland equity markets have been even more deeply affected,
with relatively sharp falls in the first half of the year.

All of this makes us somewhat more cautious on the outlook
for the second half of the year. However, currently our overall
business conditions remain relatively stable, so we are not at
this stage unduly pessimistic, and we expect to continue to see
at least modest loan growth in the second half of the year.

The potential impact of a trade war has made us somewhat
less positive about the credit outlook for the remaining part
of the year, particularly for our commercial banking business.
However, after a very strong performance in the first half of the
year, the full year credit impairment charge is expected to be
manageable. In addition, our capital adequacy remains robust.
The impact of rising interest rates has increased our deposit and
other funding costs, which may have a knock-on effect on our
net interest margin for the second half of the year.

In addition, we will also perform a further review of the Value
in Use of BOCQ in the second half of 2018, and it remains
uncertain whether any further impairment charge may be
needed at that time.

However, whilst there are a few negative factors, we are in

general reasonably positive about the outlook for the second
half of the year.
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE

As at 30 June 2018, 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 (“SFO”)) 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 SFQO), 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 “Securities
Model Code”) were as follows:

(@) Interests in the shares and underlying shares of the

Je 0y W 4 Company and its associated corporation
T L L
AR EERES /KW % H R
Number of ordinary shares/underlying shares of the Company Percentage of
LN & b FlbhEs A& interests in the
Personal Corporate Other Total  total number of
it Director interests interests interests interests issued shares
T¥E David Shou-Yeh Wong - 137,285,682 - 137,285,682 40.97%
il John Wai-Wai Chow 1,223,281 - - 1,223,231 0.37%
FRBATE A A AR /MR HEEGRRAY
Number of ordinary shares/underlying shares of R
Dah Sing Banking Group Limited Percentage of
T MR B L JobbEs AitHE  interests in the
Personal Corporate QOther Total  total number of
i Director interests interests interests interests issued shares
TFE David Shou-Yeh Wong - 1,045,626,955° - 1,045,626,955 74.43%
T Gary Pak-Ling Wang 1,834,691 B - - 1,834,691 0.13%
et John Wai-Wai Chow 208,741 - - 208,741 0.01%
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE
(Continued)

(a)

Interests in the shares and underlying shares of the
Company and its associated corporation (Continued)

Notes:

(1)

95

The corporate interests were in respect of shares held by
a corporation in which the director controlled one third
or more of the voting powers at general meetings and
shares held by companies under a family discretionary
trust. HSBC International Trustee Limited is the trustee of
a family discretionary trust of which David Shou-Yeh Wong
is the settlor who can influence how the trustee exercises
his discretion.

Such shares included the indirect corporate interests
of David Shou-Yeh Wong in Dah Sing Banking Group
Limited (“DSBG”) under Part XV of the SFO by virtue of
his beneficial interests of 40.97% in the Company which
currently holds a controlling interest of 74.42% in DSBG
and interests in DSBG held through a company controlled
by David Shou-Yeh Wong.

The personal interests of Gary Pak-Ling Wang comprised
of (a) interests in share options in respect of 1,384,691
underlying shares of DSBG as disclosed in the following
section regarding interests in options under share option
schemes of DSBG; and (b) deemed interests in 450,000
notional underlying shares of DSBG relating to cash-
settled share-based incentive options granted by DSBG
on 26 April 2018 as explained in note (4) below.

DSBG had established a cash-settled share-based
incentive option scheme as a long-term incentive plan
to incentivize employees on 20 March 2018. The rights
granted under the scheme shall be exercisable upon
vesting in 5 equal tranches commencing from the first
anniversary of the date of grant. Subject to the satisfaction
of performance appraisal indicators, grantees may
exercise their vested options. No shares of DSBG will be
issued to the grantees of the options under the scheme
which is essentially a deferred cash bonus scheme linked
to the performance of the grantees and the share price of
DSBG.
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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

. The Company
()  Old DSFH Scheme

The particulars of interests in options to subscribe
for ordinary shares of the Company granted under
the Share Option Scheme of the Company adopted
on 28 April 2005 (the “Old DSFH Scheme”) 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”) are set out below:

ARERAZRRTRRYUR
Number of the Company’s shares in the options

018k Wit/ sk filigo frtiMe
IRH BARE G KM 6ANH Exercise BB Exercise
Granted  Exercised  Cancelled/ # price”  Grant date period @
Hldat  duing  duwing lapsedduing  Heldat (%) (H/H/%) (1/0/%)
KEA Granteg 1172018 theperiod  theperiod  the period  30/6/2018 (HKS) (O/MFY) - (DIMAY)

[ERAHD Aggregate of employees © - - (62,584) 0 3188 211202012 21120201

mm

it Notes

(1)  BARAAR20145F4HERZ
MR 3R - AN E B R
201444 H 29 H 5l A1 B 6 2 4
B N

Q) FERERHSAERE R
Wz RBIRER T HREFAE 1
TAEH S REA ST R
BT AT o

By BEENRTAHETHERRE
B W& AR B F B E I
BAFIMES  HEEMAR
s A 5 N A IR A
[HEEEH ] TEMIER -

(1) Adjusted as a result of the rights issue of the
Company completed in April 2014. The key
summary of related adjustments was announced by
the Company on 29 April 2014.

(2)  All the existing share options granted under the Old
DSFH Scheme shall be exercisable upon vesting
in 5 equal tranches between the first and fifth
anniversaries from the date of grant.

(38)  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 purpose of the Employment
Ordinance of Hong Kong.
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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)

(0

(i)

97

The Company (Continued)

Old DSFH Scheme (Continued)

Notes: (Continued)

(4)

The share options were redeemed and cancelled by
the Company and cash compensation was made
to the respective grantees for the cancellation in
accordance with the provisions of the Old DSFH
Scheme, including the share options in respect
of 31,292 shares of the Company granted to
Harold Tsu-Hing Wong, a substantial shareholder
of the Company, redeemed and cancelled by the
Company on 19 January 2018. Subsequent to
the redemption and cancellation, Harold Tsu-Hing
Wong ceased to have any interest in the share
options under the Old DSFH Scheme.

The Old DSFH Scheme expired on 28 April 2015. No
further share options can be offered under the Old
DSFH Scheme after its expiry but the provisions of
the Old DSFH Scheme remain in full force and effect
to the extent necessary to give effect to exercise of
all share options granted prior to the expiry of the
Old DSFH Scheme but not yet exercised at the time
of expiry.

New DSFH Scheme

On 27 May 2015, the shareholders of the Company
approved the adoption of a new share option
scheme (the “New DSFH Scheme”). No share
options had been granted under the New DSFH
Scheme from the date of its adoption to 30 June
2018.
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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)

1L KRaUTEM Il. DSBG
() KFRfTEREH ()  Old DSBG Scheme
KT ERAT S ] (AR A | 2 M i The particulars of interests in options to subscribe
) 200446 A 12 H 748 2 58 % for ordinary shares of DSBG, an associated
RERTE ([ RBSRITE B ERTE ) corporation of the Company, granted under the
TxtHZn e R D 3 K R AT 4 Share Option Scheme of DSBG adopted on 12 June
58 Ay 2 HE i S e b TR 2004 (the “Old DSBG Scheme”) and information that
RIDTIZ8 T 96 5% 2 BRI T is required to be disclosed in accordance with the
Listing Rules are set out below:
AR ALK E MR G Y
Number of DSBG's shares in the options
2018k Miiks/ Rk kY frfeye
IRIR Wil Wk B 6ANH Exercise BN Exercise
Granted  Exercised  Cancelled/ # price”  Grant date period @
Hldat ~ duing  duing lapsedduring  Heldat  (#%) (/H/%) (8/R/%)
KRA Grantee 11/2018" theperiod  theperiod  the period  30/6/2018 (HKS) — (O/mY)  (OMA)
1 Director
Tl Gary Pak-Ling Wang 934,691 - - - 934,691 796 217122012 217121201
/12/2
bR AR Aggregate of other employees © 851,605 - (3160949 - 0 79 122012 2122013
211212018
- (62,313)® - 62312 1168 26/03/2014  26/03/2015-
26/03/2020

() BRHMATEER 201445 7
56 1L AL TR T AE LH R o KR
FATHEME 201445 A 8 Hk
HH AR AR h 0 o

() A AR SR AT 4 R ST
TR 2 RN T R R
55 1 E 5 S AR SHCT- 1
B g A5 AT T LAAT A o

98

Notes:

(1) Adjusted as a result of the rights issue of DSBG
completed in May 2014. The key summary of related
adjustments was announced by DSBG on 8 May
2014.

(2)  All the existing share options granted under the Old
DSBG Scheme shall be exercisable upon vesting
in 5 equal tranches between the first and fifth
anniversaries from the date of grant.
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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)

(0

99

DSBG (Continued)

Old DSBG Scheme (Continued)

Notes: (Continued)

()

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

Including the share options in respect of 207,709
shares of DSBG granted to Harold Tsu-Hing Wong, a
substantial shareholder of the Company. Following
the exercise of all of his outstanding share options,
Harold Tsu-Hing Wong ceased to have any interest
in the share options under the Old DSBG Scheme.

The weighted average closing price of the shares of
DSBG immediately before the dates on which the
options were exercised during the six months ended
30 June 2018 was HK$17.25.

On 27 May 2014, the shareholders of DSBG
approved the adoption of a new share option
scheme (the “New DSBG Scheme”) and the
termination of the Old DSBG Scheme.

No further share options can be offered under the
Old DSBG Scheme after its termination but the
provisions of the Old DSBG Scheme remain in full
force and effect to the extent necessary to give
effect to exercise of all share options granted prior
to the termination of the Old DSBG Scheme but not
yet exercised at the time of termination.
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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)

Il.  DSBG (Continued)

(i) New DSBG Scheme
The particulars of interests in options to subscribe
for ordinary shares of DSBG granted under the

New DSBG Scheme adopted on 27 May 2014
and information that is required to be disclosed in

M TH 2GR accordance with the Listing Rules are set out below:
ARIELAZ KRR EMRR A
Number of DSBG's shares in the options
204 Wit/ Rwsk ik fitiAo
IR WAEE WG B 6RNH Exercise BN Exercise
BH Granted  Exercised  Canceled/ W pice  Grantdate  period®
Hldat ~ duing  duing lapsedduring  Heldat (%) (H/H/%) (H/R/%)
KRA Grantee 11/2018  theperiod  theperiod  theperiod  30/6/2018 (HKS) (oM)W
i Director

i Gary Pak-Ling Wang - 45000068 ; - 450000 1824 260412018 26/04/2019-
26/04/2024
bk aME© Aggregate of other employees 1,050,000 84 - - 1,050,000 1824 26/04/2018  26/04/2019-
26/04/2024

i Notes:

(1) A BRI SR 1T 4 M T
TR Z RN T H LR
55 1 258 SR A4 ST
B AR ] T LMT

Q)  EMRETIIR T TR B R
B B R RAT R £
BEME AN E R B
BN B SR o 2 A i R
BB TEAT A4 ) TR

E o

(1) All the existing share options granted under the New
DSBG Scheme shall be exercisable upon vesting
in 5 equal tranches between the first and fifth
anniversaries from the date of grant.

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

Il.  DSBG (Continued)
(i) New DSBG Scheme (Continued)

Notes: (Continued)

(38)  On 26 April 2018, DSBG granted 1,500,000 share
options to certain senior executives at an exercise
price of HK$18.24 per share. The closing price of
the shares of DSBG on 25 April 2018 (being the
business day immediately preceding 26 April 2018
on which the options were granted) was HK$18.18
per share.

(4)  The share options granted during the six months
ended 30 June 2018 are equity-settled options.
On the basis of the same accounting and valuation
methodologies disclosed in DSBG’s 2017 Annual
Report, the fair value of equity-settled options is
determined by using the Trinomial Option Pricing
Model at the date when the options were granted.

HK$2.90
19.09%

Fair value at grant date
Expected volatility at grant date

All the interests stated above represented long positions. As at
30 June 2018, none of the Directors or the Chief Executive 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 executives’ interests and short positions.

Save as disclosed above, as at 30 June 2018, none of the
Directors or the 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 Securities Model Code.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS

As of 30 June 2018, the following are the persons, other than
the Directors and the 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

HERS R A - be kept by the Company pursuant to section 336 of Part XV of
the SFO or otherwise known to the Company.
He ke
WY
Hak o
Fi#BB%E,/  Percentage of
Reb 2 A interests in
Number of shares the total
b held/Interests number of
1 Name Capacity inshares  issued shares @
Ed vits Christing Yen Wong FAREEA AT 137,285,682 (L) 4097%
A E A i
Deemed interest by virtue of her
spouse having a notifiable interest
EY BB EEARAR HSBC International Trustee Limited [FREAREEER 126,199,187 (L) 37.66%
(NEYfEEED) (HSBCIT) Trustee and corporate interests
FHE Harold Tsu-Hing Wong BRERA AR Z RS 126,189,187 (1) 37.66%'
Deemed interest in shares held by trustee
DSI Limited DSI Limited [FREAREEER 61,205,583 (L) 18.27%"
Trustee and corporate interests
DSI Group Limited DSI Group Limited [FREAREEER 45,068,894 (L) 13.45%"
Trustee and corporate interests
DSI Holding Limited DS! Holding Limited fRREA R MR 19,914710 (1) 5.94%"
Trustee and corporate interests
R UNERER Mitsubishi UFJ Financial Group, Inc. [ 50,870,777 (1) 15.18%
Corporate interests
SEURIEA MUFG Bank, Ltd. EnfEs 50,870,777 (L) 15.18%
(=% K x UFTRAT) (formerly known as The Bank of Beneficial interests
Tokyo-Mitsubishi UFJ, Ltd.)
Aberdeen Asset Management Asia ~ Aberdeen Asset Management Asia REsn 18,048,800 (L) 5.39%
Limited Limited Investment manager
Citigroup Inc. Citigroup Inc. REER 16,792,4% () 501% (1)
Investment manager 22,846 (S) 0.01%(S)
16,767,696 (P) 5.00% (P)

*  DLBIES(EEE - £4HE - DSI Limited  DSI
Group Limited % DSI Holding Limited % E Fif
G2 Wit Y ESF TR R AL R R 2
WOy o MRS 2 R TR [ B AT AR
figs | — 80T RABEEE o T ROE B HE & IR
S FAFHEAEA A A B 2 8- Rk A B

B AN AT 2 AT R

EESE

AAR R 2 TR B R -

* The interests disclosed above by each of HSBCIT, Harold Tsu-
Hing Wong, DSI Limited, DSI Group Limited and DSI Holding
Limited relate to the shares held by David Shou-Yeh Wong
in the Company as disclosed under the heading “Interests of
Directors and Chief Executive”. The interests of Christine Yen
Wong represent the whole of such shares. Therefore, these
shareholdings should not be aggregated, and rather form part or
whole of the same share interests of David Shou-Yeh Wong held
in the Company.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS
(Continued)

Notes:

(1) Such shares represent the deemed interests of Christine Yen
Wong by virtue of her spouse, David Shou-Yeh Wong being
a substantial shareholder of the Company having a notifiable
interest in the relevant share capital of the Company (under the
interpretation of section 316(1) of the SFO). These interests
comprise the same shares held by David Shou-Yeh Wong under
the heading “Interests of Directors and Chief Executive” above.

(2)  Out of these shares, 126,189,187 shares are mainly comprised
of the interests indirectly held by HSBCIT in trust for a family
discretionary trust of which David Shou-Yeh Wong is the settlor.

(8)  Pursuant to section 322 of the SFO, Harold Tsu-Hing Wong has
a deemed interest in the 126,189,187 shares held by HSBCIT
in trust for a family discretionary trust of which David Shou-Yeh
Wong is the settlor.

(4)  Such shares are mainly comprised of the interests indirectly held
by DSI Limited, DSI Group Limited and DSI Holding Limited in
trust for a family discretionary trust of which David Shou-Yeh
Wong is the settlor.

(6)  The percentage of interests was calculated with reference to the
total number of issued shares of the Company as at 30 June
2018.

(6)  The letters “L”, “S” and “P” denote a long position (“L"), short
position (“S”) and lending pool (“P”) in the shares respectively.

COMPLIANCE WITH THE CORPORATE
GOVERNANCE CODE

During the six months ended 30 June 2018, the Company has
applied the principles and complied with all the code provisions
set out in the Corporate Governance Code (“CG Code”) under
Appendix 14 of the Listing Rules, with the exception of code
provision A.4.1.

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.
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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 had complied with the required
standard set out in the Model Code and the Directors’ Dealing
Code throughout the six months ended 30 June 2018.

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 2017 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

- Fixed remuneration adjusted with an increase in the
cash allowance from HK$137,000 to HK$151,000
per month with effect from 1 April 2018

(b) Mr. Hon-Hing Wong (Derek Wong)
Managing Director and Chief Executive

- Fixed remuneration adjusted with an increase in the
cash allowance from HK$143,000 to HK$163,600
per month with effect from 1 April 2018

(c) Mr. Gary Pak-Ling Wang
Executive Director, Deputy Chief Executive and Group
Chief Financial and Operating Officer

- Fixed remuneration adjusted with an increase in the
cash allowance from HK$72,500 to HK$87,000 per
month with effect from 1 April 2018

(d) Mr. Robert Tsai-To Sze
Independent Non-Executive Director

- Resigned as an Independent Non-Executive Director

of Min Xin Holdings Limited with effect from 1 April
2018
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CHANGES IN INFORMATION WITH REGARD TO
DIRECTORS (Continued)

(e) Mr. Andrew Kwan-Yuen Leung
Independent Non-Executive Director

- Retired as an Independent Non-Executive Director
of Harbour Centre Development Limited with effect
from 4 May 2018

- Appointed as an Independent Non-Executive
Director of Wharf Real Estate Investment Company
Limited with effect from 1 June 2018

()  Mr. Eiichi Yoshikawa
Non-Executive Director

- Title in MUFG Bank, Ltd. (formerly known as The
Bank of Tokyo-Mitsubishi UFJ, Ltd.) (‘MUFG Bank”)
changed to Member of the Board of Directors,
Deputy President, Chief Executive of Global
Commercial Banking Business Unit and Chief
Operating Officer — International (COO-I) with effect
from 1 July 2018

- Title in Mitsubishi UFJ Financial Group, Inc. changed
to Senior Managing Corporate Executive, Group
Head of the Global Commercial Banking Business
Group and Group COO-I with effect from 1 July
2018

- Appointed as Senior Managing Executive Officer of
Mitsubishi UFJ Securities Holdings Co., Ltd. with
effect from 1 July 2018

(99 Mr. Hidekazu Horikoshi
Former Alternate Director to Mr. Eiichi Yoshikawa (ceased
on 21 August 2018)

- Ceased to act as Managing Executive Officer, Chief
Executive Officer for East Asia of MUFG Bank and a
Director and President of Bank of Tokyo-Mitsubishi
UFJ (China), Ltd. with effect from 20 June 2018

- Appointed as a President of Sotsu Corporation with
effect from 25 June 2018

Save as those disclosed above, there is no other information

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

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

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 2018.

REMUNERATION AND STAFF DEVELOPMENT

There have been no material changes to the information
disclosed in the Company’s 2017 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 2018.

INTERIM REPORT

The 2018 Interim Report in both English and Chinese is now
available in printed form and on the websites of Dah Sing Bank
(www.dahsing.com) and Hong Kong Exchanges and Clearing
Limited (www.hkexnews.hk). Shareholders are encouraged
to read this interim report on the website to help protect the
environment. Notwithstanding any choice of means for the
receipt of corporate communications (i.e. either receiving a
printed copy or by electronic means through Dah Sing Bank's
website) previously made by shareholders and communicated
to the Company, shareholders may at any time change
their choice of means of receiving the Company’s corporate
communications free of charge by giving reasonable notice in
writing to the Company’s share registrar, Computershare Hong
Kong Investor Services Limited at 17M Floor, Hopewell Centre,
183 Queen’s Road East, Wan Chai, Hong Kong or by email to
dahsingfinancial.ecom@computershare.com.hk.
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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) (Managing Director
and Chief Executive) and Gary Pak-Ling Wang (Deputy Chief
Executive and Group Chief Financial and Operating Officer) as
Executive Directors; Messrs. Eiichi Yoshikawa (Takayoshi Futae
as alternate), Kenichi Yamato and John Wai-Wai Chow as Non-
Executive Directors; Messrs. Robert Tsai-To Sze, Lon Dounn,
Seiji Nakamura and Andrew Kwan-Yuen Leung as Independent
Non-Executive Directors.

By Order of the Board
Doris W. N. Wong

Company Secretary

Hong Kong, Wednesday, 22 August 2018
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