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The Directors of Dah Sing Banking Group Limited (the
“Company”) are pleased to present the Interim Report and
condensed consolidated financial statements of the Company
and its subsidiaries (collectively the “Group”) for the six months
ended 30 June 2018. The unaudited profit attributable to
shareholders after non-controlling interests for the six months
ended 30 June 2018 was HK$1,346.9 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”).
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For the six months ended 30 June

STATEMENT

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

Operating profit before impairment losses
Credit impairment losses 8

Operating profit before gains and
losses on certain investments
and fixed assets

Net loss on disposal of other fixed assets

Net gain on disposal of financial assets
at fair value through other comprehensive
income

Net gain on disposal of available-for-sale
securities

Impairment loss on investment in
an associate 9

Share of results of an associate

Share of results of jointly controlled entities

Profit before taxation
Taxation 10

Profit for the period

Loss attributable to non-controlling
interests

Profit attributable to Shareholders
of the Company

Earnings per share
Basic 11
Diluted 11

2018 2017
3,159,681 2,764,112
(1,045,928) (884,083)
2,113,753 1,880,029

778,574 582,718
(161,505) (125,022)
617,069 457,696
110,400 90,373
38,871 36,697
2,880,093 2,464,795
(1,281,179)  (1,206,489)
1,598,914 1,238,306
(38,185) (167,275)
1,560,729 1,071,031
(268) (106)

665 -

- 23,365
(403,000) -
409,941 373,038
12,386 9,198
1,580,453 1,476,526
(233,594) (177,508)
1,346,859 1,209,018
17 16
1,346,876 1,209,034
HK$0.96 HK$0.93
HK$0.96 HK$0.92

UNAUDITED CONDENSED CONSOLIDATED INCOME

25
Variance
RN
%

124

34.8

16.8
4.5

29.1
(772)

45.7

7.0

3.7

3.7
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HK$'000

Profit for the period

Other comprehensive income for the period

ltems 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

[tems 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

Total comprehensive income for the period, net of tax

UNAUDITED CONDENSED CONSOLIDATED
STATEMENT OF COMPREHENSIVE INCOME
For the six months ended 30 June

2018 2017
1,346,859 1,299,018
(288,526) -

(5,932) -

- 232,949

- (23,365)

(665) -
42,106 (#1,571)
(253,017) 168,013
. 88g05) 166,116
791 -
(346,131) 334,129
1,000,728 1,633,147
(17) (16)
1,000,745 1,633,163
1,000,728 1,633,147
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UNAUDITED CONDENSED CONSOLIDATED

STATEMENT OF FINANCIAL POSITION

HK$'000

ASSETS
Cash and balances with banks

Placements with banks maturing between one

and twelve months
Trading securities

Financial assets 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
Additional equity instruments
Total equity

Total equity and liabilities

Wit
Note

12

12
13
14

16
16
17
17

18
19

13
20

21
22

23

20184 20174
6H30H 124318

As at As at

30 Jun 2018 31 Dec 2017
12,881,771 17,344,554
9,894,998 11,856,241
5,356,733 8,837,554
538,805 700,105
1,019,143 897,967
130,275,148 106,747,484
38,138,343 -
- 38,223,264
10,745,944 -
- 6,233,704

3,726,684 4,134,651
93,543 81,157
811,690 811,690
58,252 58,252
2,025,087 2,053,557
1,179,440 1,179,440

- 137

124,505 81,492
2,208,517 2977391
575,070 682,784
5,343,254 8,668,508
163,653,222 162,459,535
6,680,490 7,183,706
5,438,794 5,487 366
6,653,631 6,059,987
452,798 453,597
19,388 89,751
191,025,164 193,362,625
15,301 15,318
6,883,659 6,873,813
18,047,375 18,090,906
24,931,034 24,964,719
898,587 898,587
25,844,922 25,878,624

216,870,086

219,241,249
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Changes on initial application
of HKFRS 9

Impact of initial application of

HKFRS 9 on share of
an associate

Restated balance at
1 January 2018

Profit for the period

Other comprehensive loss
for the period

Issue of ordinary shares pursuant

to exercise of share options

Provision for equity-settled
share-based compensation

Reclassification of net change
in fair value of equity
instruments at fair value
through other comprehensive
income upon derecognition

Distrioution payment of
additional equity instruments

2017 final dividend

Balance at 30 June 2018

UNAUDITED CONDENSED CONSOLIDATED
STATEMENT OF CHANGES IN EQUITY

For the six months ended 30 June 2018

7R I
Attributable to the
Shareholders of the Company

e

IR
Bk b Non-  Hdedit
Share Other controlling Total
capital  reserves  earnings instruments interests equity
6,873,813 1,169,708 15,318 25,878,624
- 50,626 - (329,628)
- 25,446 - (259,044
6,873,813 1,245,780 15,318 25,289,952
- - - (17) 1,346,859
- (346,131) - (346,131)
9,846 (2,339) - 7,507
- 391 - 391
- 14,530 - - -
- - - - (18,182)
- - - - (435474
6,883,659 912,231 15,301 25,844,922



RE AR Z W AR R Bk ()

BE2018F6H30H L6 H (4)

Tl
20174 1] 1 A%t
il

B A A
R E T2
LB

DUBHESC (AR 1
R 2 B f

2016 FKHIE

201746 4 30 H &8

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

Issue of ordinary shares pursuant
to exercise of share options

Provision for equity-settled
share-based compensation

2016 final dividend

Balance at 30 June 2017

For the six months ended 30 June 2018 (Continued)

A AR REAGHE 4
Attributable to the
Shareholders of the Company

B

iR
WA HMRE RERA Non-  HEgiAst
Share Other Retained  controlling Total
capital reserves earnings interests equity
6,869,593 899,157 15,222,468 15,351 23,006,569
- - 1,299,034 (16) 1,299,018
- 334,129 - - 334,129
2,041 (486) - - 1,556
- 263 - - 263
- - (392,988) - (392,988)
6,871,634 1,233,063 16,128,514 15,335 24,248,546



ABEBZ BN SW RS R UNAUDITED CONDENSED CONSOLIDATED
STATEMENT OF CASH FLOWS

BE6H30HIE6MH For the six months ended 30 June
it

Fikn HK$'000 Note 2018 2017
BEWRHZBAHE Cash flows from operating activities
R EE T A & A Net cash used in operating activities 27 (5,089,451) (2,384,790)
HEFH B A Cash flows from investing activities
IREE  REWER Purchase of premises, investment properties

Hopt ol and other fixed assets (61,096) (65,550)
o A A R A SR Proceeds from disposal of other fixed assets 2 10
biatiT bkt Net cash used in investing activities (61,094) (65,540)
3 RiT A R ATA Cash flows from financing activities
ER s Issue of ordinary shares

(EMBRETREER) (net of share issue expenses) 7,507 1,555
BOMER Y TR 2 IRE 500 Distribution payment of additional equity instrument (18,182) -
% RS Repayment of subordinated notes - (1,660,074)
ST E TR S R A Interest paid on subordinated notes and debt

Evsvail)) securities issued (146,309) (185,780)
TR 4 A Dividend paid on ordinary shares (435,474) (392,988)
BB T B Net cash used in financing activities (592,458) (2,237,287)
B&REWBLAKH WA TR Net decrease in cash and cash equivalents (5,743,003) (4,687,617)
s RERBEEE Cash and cash equivalents at beginning of the period 19,546,489 19,622,086
S Tra 7% Effect of foreign exchange rate changes (30,176) 98,626
WASE RS EHH Cash and cash equivalents at end of the period 13,773,310 15,033,095

BeRSRABLERERZM : Analysis of the balance of cash and cash equivalents:

B4 RAERITI &% Cash and balances with banks 1,878,489 1,172,065
FEMBEIEASUTZ Money at call and short notice with an original

A R maturity within three months 7,841,487 8,506,250
PR B HESEF A Treasury bills included in financial assets at fair

BRI REE N2 B E R value through profit or loss 838,790 1,776,607
AT DA FER 2 B2 Treasury bills included in financial assets at

FHALM A TR 2 fair value through other comprehensive income

W 2 B 598,210 -
IR EE AN ZBERE  Treasury bills included in available-for-sale securities - 299,965
FEMBE3MASUTZ Placements with banks with an original maturity

fERITI R within three months 2,616,334 3,278,208

13,773,310 15,033,095
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Note:

General information

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

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.
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Unaudited financial statements and accounting policies
(Continued)

Basis of preparation and accounting policies (Continued)

@)

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.

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.



A SR 2 W e % At BOR (A7) 2. Unaudited financial statements and accounting policies

(Continued)
B e e BT R () Basis of preparation and accounting policies (Continued)
() IR 2 RAAERT R (%) (@) New and amended standards adopted (Continued)
SREE KA EBEFHERSE 39 The measurement category and the carrying amount of
SR 20174512 3 31 H A% 7 1 B 5 4t financial assets and liabilities in accordance with HKAS 39
HIERE 9L 20184F 1 A 1 H¥IIG 2 on 31 December 2017 and HKFRS 9 at the opening of 1
FEHEEU KR R January 2018 are compared as follows:
AN 53058 BRI o %
Fib HK$'000 HKAS 39 HKFRS 9
it Tefifi e b i
Measurement Carrying Measurement Carrying
RHYE Financial assets category amount category amount
[ GHET Ty Balances and placements  #8RHUA (EH RN 29,200,795 A 29,196,780
with banks Amortised cost Amortised cost
(Loans and receivables)
EREHRIRR Advances and other accounts  SEERAU (KT 126,747 484 ni 126,453,405
Amortised cost Amortised cost
(Loans and receivables)
FH{ERE it Trading securiies WA B LSS 8,837,554 WATHHEE 8,837,554
TARE (BERERR) EREARE
Fair value through Fair value through
profit orloss profit orloss
(Held for trading)
HAHRE Investment securties WA R & H A A 38,203,264 WA E AR 33,581,089
Hbam (mikhE) AL A EE
Fair value through Fair value through other
other comprehensive income comprehensive income
(Available-for-sale)
B (2R 6,283,704 L 10,910,299
Amortised cost Amortised cost
(Held-to-maturity)
WATEHBEAE 28,429 WA F(ER B LAEH 28,429
AR (7) SHAR (e
Fair value through Fair value through profit
profit orloss (Designated) or loss (Categorised by
designation)
WA R A A A 671676 DATEREEAREHA 671,676
i (i TR A (R R
Fair value through FIFL RTINS
profit or loss Fair value through
(With embedded derivative) profit orloss
(Categorised based
on requirements of HKFRS 9)
SRAREZ 8 Rl s - There were no changes to the classification and

measurement of financial liabilities.

10
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BRBLIRR 2 5 B Bk

SRR 0

RN

kSR

Closing balance

under HKAS 39 at

Fibr HKS'000 31 December 2017

ReRERIEL Cash and balances with banks 17,344 554
el Placement with banks maturing

i between one and twelve months 11,856,241

RERH AR Advances and other accouns 16,747 484

WATHAEHAEEH A  Financial assets at far vaue

MeamlEhamas through other comprehensive

income -

s Avalable-for-sale securtes 38,223,264

DESIATIRNAMEE  Financial assets at amortsed cost -

RS Held-to-maturity securities 6,233,704

N Investment i an associate 4,134,651

A Deferred income tax asses 81,492

ElbkR kR Other accounts and accruals 6,059,987

e Deferred income tax iabiltes 89751

AR Retained eamings 16,921,198

REE L Investment revaluation reserve 318,004

Unaudited financial statements and accounting policies
(Continued)

Basis of preparation and accounting policies (Continued)

@)

(e

fi S
Recognition
of expected
credit loss

)

(3,284
(294,079)

5630

81,530
140,456

(380,254)
17,602

11

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.

TRARR
it 2l
Sl i £
JRmA TR
Rbn  WERAEAN
LHYE  ARhURR
Reclassificaton ~ BKAIKM
from Ak
avallable-for-sale  Reclassffication B
securites from KM 9%
tofinancial available-for-sale &AM RtsEE T
assets at and  BMGRER O REAARE  ZENGR
fairvalue held-to-maturity  Recognition ERME Opening
throughother ~ securitiesto  of expected  Reclassification  balance under
comprehensive  financial assets  creditlossby  of investments HKFRS 9 at
income atamortised cost  anassociate by anassociate 1 January 2018
- - - - 17,343,823
- - - - 11,852,967
- - - - 126463405
33,581,089 - - - 33,681,069
(33,081,089) [4,642,179) - - -
- 10,915,931 - - 10910,299
- (6,233704) - - -
- - (269,211) 167 3875,607
- - - - 163,022
- - - - 6,200,443
- 7028 - - 9,779
- - (284,490) - 16,206,464
- 33,04 25219 167 39429
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Unaudited financial statements and accounting policies

(Continued)
ST RS alOR (48) Basis of preparation and accounting policies (Continued)
() IR 2 RAAERT R (%) (@) New and amended standards adopted (Continued)

TRBIEEE G RHEH 3092 R
AR 2 R A doi (e A B 7 W 5
et e RIS 0 BE 2 UM ISR R 2018
FH R ZHBE R 2 B

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:

KAt BRI RS
HEH 55 39 9% 9
Z WA A P2 Tikd
Impairment Impairment
allowance allowance
T HK$'000 under LIE il under
G b Measurement category HKAS 39 Remeasurement HKFRS 9
Bis RAESRATIVE B Cash and balances with banks - 731 731
TERIT1IE 1A R Placements with banks maturing
Epaliop ety between one and twelve months - 3,284 3,284
PIATER 2 B EEEE A Financial assets at fair value through
Hib &m0 Mg = other comprehensive income - 17,602 17,602
DI R ATIRI &R E R  Financial assets at amortised cost - 5,632 5,632
B 5% Trade bills 14,229 (11,945) 2,284
KRR Advances to customers 659,046 299,354 958,400
JERHAS Ak E Accrued interest and other accounts 11,431 6,670 18,101
PRI R R R Loan commitments and financial guarantees - 140,456 140,456
it Total 684,706 461,784 1,146,490
(1) &RERE (1) Financial assets

\

il

() EEEZZE ()  Classification and subsequent

measurement

=1l

H20184E1 1 H# » AEEHD
JRE R 75 v B T S 2 A 5 9 %
L EMEER Y EM

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

Al measurement categories:

o DATHEFEHLES e Fair value through profit or loss
EANECE A (/A o) (“FVPLY);
it & B HE B AR
i)

o DATEFEHEES e Fair value through other
FEACH A 2 T s ([ comprehensive income (“FVOCI”);
AP e R H L B R or
AFA A A ) 5 5L

o HEBRMUA o e Amortised cost.

12
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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:

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

° 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 (“SPP!”),
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)

(a)  New and amended standards adopted (Continued)

(1) Financial assets (Continued)

U

Classification and subsequent
measurement (Continued)

Debt instruments (Continued)

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 OCI
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)

(a)  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 OCl 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)

(a)  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:

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.

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.

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.

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

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

(Continued)

Basis of preparation and accounting policies (Continued)

(a)  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:

° An unbiased and probability-weighted
amount that is determined by evaluating
arange of possible outcomes;

. The time value of money; and

° Reasonable and supportable
information that is available without
undue cost or effort at the reporting
date about past 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:

° Determining criteria for significant
increase in credit risk;

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

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

(Continued)

Basis of preparation and accounting policies (Continued)

(a)  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)

(a)  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.
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Unaudited financial statements and accounting policies
(Continued)

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

(i) 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)

M

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

° 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)

(a)  New and amended standards adopted (Continued)

()

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

o 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:

o 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)

(a)  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.

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.
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3. Net interest income

For the six months ended 30 June

Interest income

Cash and balances with banks
Investments in securities
Advances and other accounts

Interest expense

Deposits from banks/Deposits from customers
Certificates of deposit issued

Subordinated notes

Others

Included within interest income
Interest income on financial assets not
at fair value through profit or loss
Interest income on impaired financial assets

Included within interest expense
Interest expenses on financial liabilities not
at fair value through profit or loss

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

30

2018 2017
252,372 181,165
654,561 486,552

2,252,748 2,096,395
812,009 692,602
59,392 52,795
133,910 119,113
40,617 19,573
1,045,928 884,083
3,121,285 2,742,221
— 10900 -
1,012,020 864,210
2018 2017
92,095 77,261
48,355 38,312
195,288 155,403
82,072 49,258
160,400 71,072
136,524 118,825
36,356 36,801
27,484 35,786
778,574 582,718
151,257 115,022
10,248 10,000
161,505 125,022
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4. Net fee and commission income (Continued)

these financial statements.
5. Net trading income

For the six months ended 30 June

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

EEH 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

2018 2017
(26,632) 11,283
8,391 2,792
1,343 11,798
(2,054) 4,856
129,352 59,644
110,400 90,373
2018 2017
1,322 -
4,205 -
- 4,440

- 4,545
15,259 13,210
6,649 6,724
11,436 7,778
38,871 36,697
2018 2017
877,454 825,801
162,579 158,260
86,933 83,238
41,548 35,336
23,882 24,601
- 194
88,783 99,059
1,281,179 1,226,489
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8. Credit impairment losses

HECH30HIE6MA For the six months ended 30 June
2018
fij ik
REBEL (129) WB3  Simplified wit
Stage 1 Stage 2 Stage3  approach Total
TEARATIY S48 T 5 Balances and placements with banks (1,357) - - - (1,357)
DA A A B A Debt instruments at fair value through
HAb 2 R 1 B TR other comprehensive income 1,139 - - - 1,139
DABSRAATIRM EH TR Debt instruments at amortised cost (473) - - - (473)
KFEH Advances to customers 3,979 (6,765) 55,238 - 52,452
B Trade bills 146 (170) - - (24)
JERHALE LR Accrued interest and other accounts (6) 363 11 (432) (64)
SR YE TR Loan commitments and financial
guarantees (11,575) (1,913) - - (13,488)
Gt Total (8,147) (8,485) 55,249 (432) 38,185
2017
BRI H AR B A Net charge of impairment losses on advances
otz R and other accounts
— (A AEEAG - Individually assessed 17,952
— A - Collectively assessed 149,323
167,275
RNk Of which
— B REAMES (B - new and additional allowances (including amounts directly
MNE M 2 28 written off in the period) 273,667
— [ - releases (86,027)
i {C - recoverigs (20,365)
167,275
B o w8 2 WAL B Impairment loss on investment in an associate

A4 B 2007 440 1 150 B B B ARAT - R
HERITHE ((ZHE ) SiRhiEnn
AR > DA S 0422 0 A o PR ARAT L1 DA A
g P 2 SRR WO A S B 2 55 TR
o WERZBE MY MR (8 H RS
BEZ A > LA BT 2 B >
EALECYRE > RIARIMNEFE) S - %
B 2 AR A AR B 2 B R DA T
FBE ] B

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”.

32



B A W BB Z WA (A1)

MRIEE B sHER 365 CE R BI(E) - 324t
B AR W B o W el e
LR G (e 7 2 T B AR T ] [l i 2
M BOE 2 BRI o G () IR
i it 2 B PR RAT B AR A IR IR, - B
B EEBRIT PR Z IR LG E S
(B4R 2 IR A I AR T T E (> BT 2R
BLg R BB o A R A E ) = i R
{6 > FESEZRRRERE IAEL o fELA o6 ) A (AR MR
AR > 0 A AR 0 0 P 0 0 O L
(MZE R R B AT « AR BT B8 E
S8 SR T (L ke D (2 A

SEEAT (0 D (Lt 0 ARt 2 B T [l i
HRR > RS2 25 8 P A AN B TR R L A i 5
B LB R R LR AN E 2 S 8a
7 o SR TR E A DL MR B B ARAT 2 B
i DU T B R SR AT R AR R BLA B < b
W BRGS0 A5 R E AT 2 R
Bl A8 b o B L A A -

TEBEAEE BB E 2017456 A 30 H 2/
i P {0 T AR TAT (L > Sl 8 4 o Dol (EL T
o SR > MRIE20174E 12 H 31 AIE W AT
Al SE AR R EERE SR
A 8 PR 2% AR A {1 31 T 78 o 2 T e [ 4
IR BT (E > R R 815,000,000 9 IC 2
HEHE > KOO EARLEEEZE 2017412
H31HIEZ RS AN -

AL 5E 2018 4F 6 H 30 H 20k I #E 47 5
W o B A KA B 2 FR A
AT [m] Wi 4 AR AR 7 J T (B 403,000,000 75 7T
R > ASSE B e 2 AR AT 2 BB 2018 4F 6
H 30 B 2 T {f 2 36 (E % 3,726,700,000 #
IC > WAL ER 201846 30 H 2 5144
A 0 SRR o 1 AT 2 IR B AR B
1,213,000,000 # 7T ©

S BB T D W RHRE O AT 2 A
TR AR o SRR IT 2 EA T
AR AR A 2 R B > MR
SRATSCHCER B AR A7 2 B B RS « M %
BB TR BRI IR BB A > %
EAF 2 BB RT 2 EA T AR

=
bliS 2

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 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.
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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 2R - to apply in the year when the liability is settled or the asset is
realised.
HWE6A30HIE6MHA For the six months ended 30 June
2018 2017

A B IE Current income tax

— AR ~ Hong Kong profits tax 207,134 158,285

—{iSMBLR - Overseas taxation 24,217 20,180
EALBLIA Deferred income tax

— B IR 25 L 1 2 B ) - Origination and reversal of temporary differences 2,243 (957)
B Taxation 233,594 177,508
FEIBERE A B B 70 11. Basic and diluted earnings per share

A 20184F6 A 30 H 1k 68 H 2 AR
F T 4% B2 1,346,876,000 #5 o0 K HH A £ 8%
AT 308 BRI A7 2 BT 45 80 1,404,398,811 %
A

A 201846 A 30 H 1k 68 A 2 BB 2
F T4 B8 28 A1) 1,346,876,000 75 70 J 01k £ 3%
T8 B 2 RS- 24 %01,404,926,811 i
0 T AT S A RV A P R T DA
FHE o

WE20174F6 A30 HIF6MA 2 HRHEAR
F 5% B2 511,299,034,000 # 7T K 1A E 8%
A% 10 B B A7 2 I RE T35 801,403,496, 139 11
R

A 201746 A 30 H 1k 6 A 2 B B2
F T¥ IR Z ) 1,299,034,000 7T K A 1R £ %
AT 03480 B B 173 2 INHET- 251 #801,406,598,677 i
SR T A e 2 R T M 1 T LR B
FE o

The calculation of basic earnings per share for the six months
ended 30 June 2018 is based on earnings of HK$1,346,876,000
and the weighted average number of 1,404,398,811 ordinary
shares in issue during the period.

The calculation of diluted earnings per share for the six months
ended 30 June 2018 is based on earnings of HK$1,346,876,000
and the weighted average number of 1,404,926,811 ordinary
shares in issue during the period after adjusting for the effect of
all dilutive potential ordinary shares.

The calculation of basic earnings per share for the six months
ended 30 June 2017 is based on earnings of HK$1,299,034,000
and the weighted average number of 1,403,496,139 ordinary
shares in issue during the period.

The calculation of diluted earnings per share for the six months
ended 30 June 2017 is based on earnings of HK$1,299,034,000
and the weighted average number of 1,406,598,677 ordinary
shares in issue during the period after adjusting for the effect of
all dilutive potential ordinary shares.
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PRI ESEN 98 07 e DL AP i LR 12.

Wk A S A profit or loss
20184 2017 4F
6300 12H31H
As at As at
30 Jun 2018 31 Dec 2017
FHEE B RIRINGE F Trading securities
RS Debt securities:
AN - Listed in Hong Kong 82,766 97,672
— ki - Unlisted 5,273,967 8,739,882
5,356,733 8,837,554
VAR H S35 AR45H)  Financial assets at fair value through
SREE profit or loss
BRI IR 2 Categorised by designation upon or subsequent
e - to initial recognition:
RS Debt securities:
—FiEA Bl - Listed outside Hong Kong 210,887 375,187
— ki - Unlisted - 324,918
210,887 700,105
HEAT R I B 5 5 9 % Categorised based on requirements
ZHUEEL of HKFRS 9:
% - Debt securities:
=3 bl - Unlisted 327,918 -
538,805 700,105
At Total 5,895,538 9,537,659
IR ESRNA Included within debt securities are:
— B (B EHE) — Treasury bills which are cash equivalents 838,790 1,122,876
— Fofto B R - Other treasury bills 4,479,056 7,677,149
— B - Government bonds 38,887 37,529
— JUA AT B A e B AT 1R - Other debt securities issued by:
—f% - Corporate entities 538,805 700,105
5,895,538 9,537,659

Trading securities and financial assets at fair value through

201846 H30 H X% 20174E12 A31H » k
gl 5k s 0 I 4B 40955 5 A 7R o

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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13. Derivative financial instruments

R20184F6 H 30 H AREIMMAETHAEH 24 The notional principal amounts of outstanding derivatives
TG KEAFEWT contracts and their fair values as at 30 June 2018 were as
follows:
w/
Ak MY
Contract/ Fair values
notional i3 Rl
amount Assets Liabilities
) HEEEMRZAETR 1) Derivatives held for trading
) SMEfTETA a)  Foreign exchange derivatives
EM g RS Forward and futures contracts 80,809,072 359,091 (399,240)
T A Bl AN A E Currency options purchased and written 15,136,067 8,180 (8,081)
L) FIEfETA b) Interest rate derivatives
il & Interest rate futures 47,077 - (127)
pilEstr o Interest rate swaps 2,497,589 15,093 (12,299)
T A it o 2R A Interest rate options purchased and written 679,367 11 (89)
A it IR ¢)  Equity derivatives
BTt o A M Equity options purchased and written 238,254 5,799 (5,800)
FHEREMG 2 TR Total derivative assets/(liabilities)
B/ (AR A5 held for trading 99,407,426 388,274 (425,636)
) HEEWHBZAETE  2) Derivatives held for hedging
W) FEELIA T a) Derivatives designated
ZH4ETH as fair value hedges
GES Interest rate swaps 28,630,834 630,869 (149,434)
FHEHMAGZ TR Total derivative assets/(liabilities)
B/ (A1) A held for hedging 28,630,834 630,869 (149,434)
BRI SR Total recognised derivative financial
&/ (B AR assets/iabilities) 128,038,260 1,019,143 (575,070)
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13. fiAk4mTH () 13. Derivative financial instruments (Continued)

R20174F 12 H 31 HARBIMMAETRAS 2 The notional principal amounts of outstanding derivatives
ZFRAE REANTHIT contracts and their fair values as at 31 December 2017 were as
follows:

st/
(=
SEAH L
Contract/ Fair values
notional i Af8
amount Assets Liabilities

) HEEEMEZAETR 1) Derivatives held for trading

H) SMEfTETA a)  Foreign exchange derivatives
M REEAH Forward and futures contracts 82,495,665 581,964 (479,218)
ARl A A Currency options purchased and written 12,675,402 7,543 (7,536)
L) FIEfELR b) Interest rate derivatives
Fil i & Interest rate futures - - -
pilkasti Interest rate swaps 2,385,852 16,002 (9,965)
B AT ) A Interest rate options purchased and written 676,566 479 (2,801)
R gL LR ¢)  Equity derivatives
WA Bt o M Equity options purchased and written 176,360 3,495 (3,495)
FHERERG TR Total derivative assets/(liabilities)
B/ (AR A% held for trading 98,409,845 609,483 (503,015)
0 BB ZAETE 2 Derivatives held for hedging
) J5E LA TEH M a) Derivatives designated
IR as fair value hedges
ESi Interest rate swaps 26,856,746 288,484 (179,769)
FeEEh B 2 i TR Total derivative assets/(liabilities)
B/ (BE) AR held for hedging 26,856,746 288,484 (179,769)
BRI MR Total recognised derivative financial
&/ (B A%t assets/(iabilties) 125,266,591 897,967 (682,784)
Fal R AAE B GT 7 2 B R AR A B R The credit risk weighted amounts of the above off-balance sheet
2 G A EFANE H 05 8 R R i exposures, before taking into account the effect of bilateral
B > 23T netting arrangements that the Group entered into, are as follows:
20184 20174
6J130H 12131H
As at As at
30 Jun 2018 31 Dec 2017
ExAH Exchange rate contracts 769,244 871,350
FRAGH Interest rate contracts 209,614 148,097
HAb a4 Other contracts 11,466 7,862
990,324 1,027,309
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14.

4w T () 13. Derivative financial instruments (Continued)
W5 T B 2 4 # U 7 O 35 AR 1Y The contract amounts of these instruments indicate the volume
2 Gy > WA B A o of transactions outstanding as at the end of the reporting period,
they do not represent the amounts at risk.
fH R EB MR 22 BB EE RSN The credit risk weighted amounts are the amounts that
ZCERATE CEAS) BT FHE 2 B8 > &t have been calculated with reference to the Banking (Capital)
TS 2 BT 5B F RGHA A Rules issued by the HKMA. The amounts calculated are
BT E 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
B+ BUE A 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 4,370,397 4,104,805
B W Less: impairment allowances (18,037) (11,431)
4,352,360 4,093,374
FEEHREMER Advances and other accounts
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(@

HE K

I 0IE T
—WEEL3 (7 (1))
—{ERIEAE (2 (1))
— AW (2 (2)

i (L e A
— MBS (75 (3)
—HRIREAS (#3)
— %A (7 2))

FEA G b -

L B KA
&P R R Bk
BEEH

)]

A 2T (TS AR R
A T B B B ROR AR
KEBR > T PR (E

€ o

P B 3 4 BT L 1R A
2 B e T3 B
AR EE2 () (D)3 N
FEAL o I IR (E BT
W BV TR R B
BEE T — 1l 2 ae
i 5 L 9 &% 181 a5
HIE((HEFEMED mE
Ko T % AR K %
B Z HRER AT & i
B Y I AR ] 5
Hufl & -

SRR IR E & T €
A DU A R B
PR I R AT R AN B R
H B 4 ) % 1 72 /4 90
Rz ERBEL - Z%
i bl 50 7 6k (E B
SR R E Y T R A
A EER I — 0

14. Advances and other accounts (Continued)

(@) Impaired, overdue and rescheduled assets

U

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

20184 20174
6J30H 127311
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.

Note:

(1)  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.

(2)  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)

(BH) il - A F R RAAEN G () (a)  Impaired, overdue and rescheduled assets (Continued)
() MEE () () Impaired loans (Continued)
it (#) Note: (Continued)
(3)  RALFEBE3, /{5 e (A e (3)  The above Stage 3/individual impairment
MHE % A B SR 6 1 allowances were made after taking into
30H, 12431 HRFZ account the value of collaterals in respect of
MmEE BEZ % such advances as at 30 June/31 December.
A2 (B ) (D)) M FEa Details of impairment methodology are
described in Note 2(a)(1)(ii).
(i) @R EE SR (i)  Gross amount of overdue loans
201846 J130 H 017412431 H
As at 30 Jun 2018 As at 31 Dec 2017
AR AREIPRIEE
jig ik ] et
Gross Gross
amount of A amount of 4
overdue Hilk overdue A
loans % of total loans % of total
FHEEZF R Gross advances to customers
B a which have been overdue for;
“3MEAMLEZE6MA - sixmonths or less but
over three months 62,957 0.05 91,458 0.08
—6MALLELE - one year or less but
over six months 96,058 0.08 126,354 0.11
—14EPE - OVer one year 501,441 0.41 582,967 0.49
660,456 0.54 800,779 0.68

HIEMam 50 Market value of securities held against

A il (B the secured overdue advances 654,854 798,711
A& a0 B Secured overdue advances 454,486 593,375
SRR 3 Unsecured overdue advances 205,970 207,404
BB Impairment allowances 245,836 258,988
FRA 2 R 5 32 3 HE A A7 Collateral held mainly represented pledged deposits,
BN AR Y S T A A B mortgages over properties and charges over other
W AR p o fixed assets such as equipment.
(i) HBEASH(EMBEEHEE L (i)  Rescheduled advances net of amounts included in
it 2z 7 B AR overdue advances shown above
20184 20174
6)130H i 12A31H g
As at il As at Horlt
30 Jun 2018 % of total 31 Dec 2017 % of total
KF Advances to customers 335,610 0.27 344,868 0.29
WA Impairment allowances 119,875 1,640
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14.  HERKEMMBIRE (4F)
(H) Jafe ~ i R EA G (A7)

(iv) BHEH

—6MMAMLE 14
1%L

LA
(Z) Wl
FiA 2 M EHEA S R

HEME
qEE7ES

W AT i 4 AT AT I DL R > B
WO IE A LA AR A B 2 A SR R
fig#s

Al 51 7T 8 B4 (E B 62,759,000 IC
(2017412 A 31 H : 65,433,000 7¢C)
ZAE R A T A T A
S AR 5 o B A Mk B LA 2 TR AT
T8 LA AR T [ o RZ AR &0 B
S [ HADE R | TR R 4
ZEE o MR ERO A LR -

14. Advances and other accounts (Continued)

(@)

Impairment allowances

(b)

Nature of assets
Repossessed properties
HAlh Others

41

Impaired, overdue and rescheduled assets (Continued)

(iv)  Trade bills
20184 20174
6J30H 12A31H
As at As at
30 Jun 2018 31 Dec 2017

Trade bills which have been overdue for:
- one year or less but over six months - 4,397
- over one year

102 10,868

102 15,265

Repossessed collateral

Repossessed collateral held is as follows:

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.



15.

% PRk R el H 2 WA e A 15. Impairment allowances against advances to customers and

A AR aI g 30 58
20174612 H 31 H 2 AR BB

IR B P B B
CLhiva 4]

20184 17 1 H 2 WAt A

iy

PEEC I B R B2

PEB 1B 2 IRELS
BB R R PRELL

B B R RELS

P Be 3 RS 2 B 2

BB BB RN
BEABAZ T EMEE

PDs/LGDs/EADs 2 58
FRIRRRS
WAL S RERE

i
SN B A 528

TR 201846 J1 30 H 2 WA MMl

AR :

ERE
Tt 18 R AR A

R

PD AR R
LGD  #EHEREK
EAD Ak

other accounts

ok
BB ZARAHM
120A REBE2 K
MM KA KABM  Lifetime
REEH  GRER  RfER ECL
Stage 1 Stage 2 Stage 3 under
12-month Lifetime Lifetime  simplified it
ECL ECL ECL  approach Total
Closing balance under HKAS 39
at 31 December 2017 684,706
Changes on initial application
of HKFRS 9 294,079
Impairment allowance as at
1 January 2018 323,178 187,552 451,708 16,347 978,785
Transfers:
Transfer from Stage 1 to Stage 2 (2,949) 11,340 - - 8,391
Transfer from Stage 1 to Stage 3 (6,942) - 31,985 - 25,043
Transfer from Stage 2 to Stage 1 4,029 (15,901) - - (11,872)
Transfer from Stage 2 to Stage 3 - (5,261) 14,438 - 9,177
Transfer from Stage 3 to Stage 2 - - 0] - (1)
Transfer from Stage 3 to Stage 1 - - (341) - (341)
New financial assets originated
or purchased 114,486 7,298 19,773 - 141,557
Changes in PDs/LGDs/EADs (64,569) 696 103,427 (432) 39,122
Unwinding of discount 8,028 1,783 4,066 - 13,877
Financial assets derecognised
during the period (41,444) (24,741) (66,480) - (132,665)
Write-offs - - (171,105) - (171,105)
Foreign exchange and other
movements (169) 2 1,344 - 1,177
Impairment allowance as at
30 June 2018 333,648 162,768 388,814 15,915 901,145
Deducted from:
Trade bills 2,259 2 - - 2,261
Advances to customers 330,105 162,095 388,647 - 880,847
Accrued interest and other accounts 1,284 671 167 15,915 18,037
333,648 162,768 388,814 15,915 901,145

Abbreviations used:

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

20174 1H1H
W
FRA e kil

Y 2R A A AL 2 B

e i i

2017412 31H

il

BaRG
ERE
Rt HLE AL IRIA

other accounts (Continued)

R EEN AATHE
Indlividually Collectively A
assessed assessed Total
At 1 January 2017 444,561 435,748 880,309
Impairment losses charged 91,066 179,816 270,882
Loans written off as uncollectible (267,889) (268,055) (535,944)
Recoveries of advances written off
in previous years 21,019 42,093 63,112
Exchange and other adjustments 1,977 4,370 6,347
At 31 December 2017 ﬂ ﬂ ﬂ
Deducted from:
Trade bills - 14,229 14,229
Advances to customers 280,641 378,405 659,046
Accrued interest and other accounts 10,093 1,338 11,431
290,734 393,972 684,706
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AP i L5 B0 il A A 2 v e 1y

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
HEFHT AL
A AR 0 4 RLE
Financial assets
at fair value
through other ~ m[ flt B4
comprehensive  Available-for-sale
income securities
% Debt securities:
— i L — Listed in Hong Kong 16,516,762 14,538,680
—FWLAS LTl - Listed outside Hong Kong 15,922,339 17,654,181
= ki - Unlisted 5,584,737 5,894,077
38,023,838 38,086,938
MRS Equity securities:
—FE B - Listed in Hong Kong 31,342 53,387
-k Ll - Unlisted 83,163 82,939
114,505 136,326
A Total 38,138,343 38,223,264
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 29,320,196 28,771,658
38,023,838 38,086,938
DI EH RSB AN Financial assets at fair value through other
ZEEH SR E /] comprehensive income/available-for-sale
L TR SR A T I T securities are analysed by categories of
iy U issuers as follows:
— LR R AT — Central governments and central banks 7,318,529 7,951,518
— B - Public sector entities 482,950 639,637
—8RAT R ELA 4 RS - Banks and other financial institutions 7,315,199 7,672,393
—f¥ - Corporate entities 23,021,590 21,957,188
=i - Others 75 2,528
38,138,343 38,223,264
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DLEE RN AS R I b R R 2 5 17. Financial assets at amortised cost/Held-to-maturity

s
— &L
—Filk LIS L
—JF b

Bk« WA
—B1

A

AFEEEERNA
— R Y A
— B R
— B R
— KA RS

DA SR RASIRRY SR E
FE R B RS TR
BRI
— PR B R AT
— AT R S R
—f¥
— Ml

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

20184 20174
6J30H 12A31H
As at As at
30 Jun 2018 31 Dec 2017
DIRAR A
Bl R ) 4 i FEE BB
Financial assets  Held-to-maturity
at amortised cost securities
2,659,214 1,751,107
3,759,235 1,028,787
4,332,654 3,453,810
10,751,103 6,233,704
(5,159) -
10,745,944 6,233,704
1,416,742 746,813
2,449,354 2,179,817
543,936 574,061
6,341,071 2,733,013
10,751,103 6,233,704
2,993,290 2,753,878
4,446,917 1,714,336
3,308,443 1,765,490
2,453 -
10,751,103 6,233,704
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®E20184E6 H30 HiL6MA
IR I
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i
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201846 H 30 H
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BRI

20174E 12 H31H
A
2ENE

SR 3 (E

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

Reclassification from premises to
investment properties

Disposals

Depreciation charge

Exchange difference

Closing net book amount

At 31 December 2017
Cost
Accumulated depreciation

Net book amount

46

T~ Bt
Bk
Furniture,
equipment
i3 and motor At
Premises vehicles Total
1,629,184 424,373 2,053,557
- 61,096 61,096
- (270) (270)
(28,880) (63,053) (86,933)
(1,419 (944) (2,363)
1,603,885 421,202 2,025,087
2,008,177 1,090,020 3,098,197
(404,292) (668,818) (1,073,110)
1,603,885 421,202 2,025,087
1,683,306 415,540 2,098,846
- 129,101 129,101
(15,793) - (15,793)
- (1,128) (1,128)
(47,160) (122,640) (169,800)
8,831 3,500 12,331
1,629,184 424,373 2,053,557
2,009,774 1,066,397 3,076,171
(380,590) (642,024) (1,022,614)

1,629,184

424,373

2,053,657



19.

20.

21.

#B¥EWE 19. Investment properties

Bz L

20184 20174

6H30HIL 12H31HIE

6fi A EE

Six months ended Year ended

30 Jun 2018 31 Dec 2017

/4] At beginning of the period/year 1,179,440 964,447
HEHABITE R IEWE Reclassification from premises to investment properties - 78,350
A FE Fair value gains on revaluation - 136,643
iV At end of the period/year 1,179,440 1,179,440
AREEMI 20174512 A 31 H A HEY) E01E The Group’s investment properties were last revalued at 31
(EEAT T EAN o MURTAR b 8 o E2E R 2 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 v I 7 S 2 R — recent transactions for similar premises as far as practicable by
PR S (IR ) 7 R A W 28 7 iR M 2 4 independent, professionally qualified valuer Savills (Valuation and
B AR B RS A R EEE LTy Professional Services) Limited for investment properties in Hong
TEDLRT 2% 2 AR 3 A WS A AR Kong and Mainland China, and by Savills (Macau) Limited for
17 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 36,321,279 38,361,054
ERR Savings deposits 28,751,427 28,961,837
FEH] RS Time, call and notice deposits 98,580,516 95,136,644

163,653,222 162,459,535

BB E 21. Certificates of deposit issued
20184 20174
6J30H 12H31H
As at As at

30 Jun 2018 31 Dec 2017

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

6,680,490 7,183,706

R 5 [ 7 IS BB AT A7 S 3 3 e e 2 4 The amount that the Group would be contractually required to
£ 2588 L) BT S 2 B TE (E 5 32,000,000 pay at maturity to the holders of these certificates of deposit is
HIC(20174E12H31H & F14,000,000% 5C) - HK$32 million higher (31 December 2017: HK$14 million higher)

than the above carrying amount.
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22.

B RS

Subordinated notes

20184 20174
6H30H 12A31H
As at As at
30 Jun 2018 31 Dec 2017
HEE R R AR T ATESINE 0 At fair value under fair value hedge
(for hedging interest rate risk):
225,000,000 3 JL A 2020 4F US$225,000,000 Subordinated
S0 SR R (i (H)) Fixed Rate Notes due 2020 (Note (a)) 1,795,724 1,820,234
225,000,000 F JTH* 2024 4 US$225,000,000 Subordinated
SR E SRR (i (2)) Fixed Rate Notes due 2024 (Note (b)) 1,756,048 1,752,797
250,000,000 3 JT 1 2026 4 US$250,000,000 Subordinated
SR e SR EAET (2F (7)) Fixed Rate Notes due 2026 (Note (c)) 1,887,022 1,914,335
5,438,794 5,487,366

i

(H)

BT R F AT R 20104E2 A 11 H %
T 2. 225,000,000 3 JC 7€ 58 N 3% 32 5
e (13832 A7 1) _E i 316 0l 8L 2 O W o
A BABEAEY (TEH]) - %A
BHER 2020452 A 11 BRI « E BB
6.625% » BEEAEATE—IR o KHRAT
R EL B — [0 R ERA T 5T S R 2 0 A 4
A TS 1A 1] 2 ME B 5 D) 25 TR AT
7] 4% BB SRR i B R 3 -

BT R H R AT R 2014461 H 29 H %
T 2 225,000,000 3 JC 7F 7 s i 5 %2
SR IR ([ FW 5T ) b &
MHEOEFHE MR EL “HE
A 10 4 1 8 B A (a5 )
(ZEMST A BRI CEAR) AN 2
K)o M EHAS I 20241 H 29
H 30 o SRR H 25 20194F 1 A
29 H o m#fTH 2 HOSIEMER R
ERHS525% TP E—R o &
%> BT R A SRR H I
HEAR A B G AT A R S AR 35
B R 25 B RN 375 8 T o EEE
e R E - KR AT Al
PR H ok DRB S B A RS A K
H DA 22 1 i (0 o) BT A (43 ) 1
5 o RHSRATIRT Bl — [ MR4R 47 5T 57
R SR A1) 5 A 1S (RS 119 ] 2 ) B i
Fy AT ICERAT IR 45 B A S 1R B
FLEATEK -

Note:
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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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22.

Subordinated notes (Continued)
Note: (Continued)

(c)  This represents US$250,000,000 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 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
J A Share capital 6,883,659 6,873,813
SR Consolidation reserve (220,986) (220,986)
17 T A e Premises revaluation reserve 270,120 270,120
BB R Investment revaluation reserve 156,600 318,224
T v f Exchange reserve 2,673 96,578
— W General reserve 700,254 700,254
DU B SEREAE SR 2 b it Reserve for share-based compensation 3,570 5,518
TREA BRI Retained earnings 17,135,144 16,921,198
24,931,034 24,964,719

FAEAIR B BRI A 2 B Proposed dividend/dividend paid included

S,/ BIRIEE in retained earnings 182,618 435,474

JOBTRAT iy 78 s SR AT 2 DA B A T X
AR5 IR 7 1 B A Y U T S DA AD 2 R
T o MERFRZ S AT (AT 2R
7 S BRAT LA A PR 2 ) (1P i S 4T )
BARHEAT (R ) A R A (RO 84T (F
B) 1)) )5 A A U RAT SE MR 9] B L) A AR
ERAN AWM ERE o 2B AR
AIREE T IOR 2 (e i o B ok 2 2 )
IR B B SR A TRA R > 0 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)

H201846 H30H » KHrRirE 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 & % 1F B B 5 fit e o first against its consolidated general reserve; and for any excess
CH AR & — Mt > BB AR AR E amount, the balance is earmarked against its consolidated
BAIHEEE retained earnings.

SR 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
6J30H 12H31H
As at As at
30 Jun 2018 31 Dec 2017
ELA AR R 2 B Expenditure contracted but not provided for 43,455 55,462
EERIE (b)  Credit commitments

AL EEARRIVRIBRGE TEF
Z TR 2B R LAE SR B

R

HHE R

B3z By M B 2 SR TR H

YL 5 M B 2 SR IR H

S PR 1 A 2
SR R

JCfRYE > JLRABIRS :

K
—ERME
w A

R A BURHE

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:

AN
Contract amount
20184 20174
6H30H 12H31H
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

5 B BB I i i
Credit risk weighted amount
20184 20174
6300 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 186,754 182,950
1 EE S Later than 1 year and not later than 5 years 495,581 460,828
SHERLE Later than 5 years 179,737 233,800

AL E 2 A A R AT
T 0 2 AL R BT AR AR S A 2 B
A B AT AR T

1AERLA Not later than 1 year

862,072 877,578

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

20184 20174
6H30H 12H31H
As at As at

30 Jun 2018 31 Dec 2017

25,127 30,173

LAEDL L 2 5 4F Later than 1 year and not later than 5 years 14,724 5,997
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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.

HRADL
F3gA SEABLE  CERE
1A% BUT Bk #sk
il T 3months Over3 Over 1
Repayable on Upto orlessbut  months year  SERE  EGOAN wit
At 30 June 2018 demand tmonth overimonth  tolyear to5years OverSyears  Indefinite Total
Assets
Cash and balances with banks 2,327,404 10,554,367 - - - - - 12,881,171
Placements with banks
maturing between one
and twelve months - - 5620221 42147111 - - - 0,894,998
Trading sectrities - 1,0745%  1,618718 2,663,479 - - - 52356,733
Financial assets at fair value
through profit or loss - 209,032 118,886 - - 210,887 - 538,805
Derivative financial instruments - 121,239 90,098 158,564 175,239 474,003 - 1,019,143
Advances and other accounts 7,588,641 21,696,590 11,816,980 17,908,616 32,727,238 36,966,786 1,570,207 130,275,148
Financial assets at fair value
through other comprenensive
income - 2055800 1,616,672 5,066,302 20,512,075 8772914 114,580 38,138,343
Financial assets at amortised cost - 1,330,351 794,099 7314716 1,302,025 - 4,758 10,745,944
Investment in an associate - - - - - - 3,726,684 3,726,684
Investments in jointly
controlled entities - - - - - - 93,543 93,543
Goodwil - - - - - - 811,690 811,690
Intangible assets - - - - - - 58,252 58,252
Premises and other fixed assets - - - - - - 2,025,087 2,025,087
Investment properties - - - - - - 1179440 1,179,440
Current income tax assets - - - - - - - -
Deferred income tax assets - - - - 124,505 - - 124,505
Total assets 9916,045 37,041,915 21,675,674 37,386,454 54,841,082 46424590 9,584,326 216,870,086
Liabilities
Deposits from banks 53,809 754,043 - 580,211 820,454 - - 2,208517
Derivative financial instruments - 166,170 93,217 185,432 124,090 6,161 - 575,070
Trading liabllties - 1,171,389 2,209,960 1,921,833 10,072 - - 5,343,254
Depostts from customers 05,215,661 30,980,699 43,829,322 22,564,768 1,062,772 - - 163,653,222
Certificates of deposit issued - - 509,308 5,243,816 837,276 - - 6,680,490
Subordinated notes - - - 1,756,049 3,682,745 - - 543879
Other accounts and accruals 89,290 2,458,885 475578 1,018,365 25,786 - 2585732 6,653,631
Current income tax liabilties - - - 452,798 - - - 452,798
Deferred income tax liabilities - - - - 19,388 - - 19,388
Total liabilities 65,358,760 35,531,186 47,207,470 33723272 6,582,583 6,161 2,585,732 191,025,164
Net liquidity gap (5,442,715 1,510,729  (25,561,796) 3,663,182  48,258499 46418429 6,998,504 25,844,922
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25.  Maturity analysis (Continued)

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

At 31 December 2017 demand Tmonth  over T month fofyear  tobyears Overd years Indefinite Total
Assets
Cash and balances

with banks 2,130,330 15,214,024 - - - - - 17,344,554
Placements with banks

maturing between one

and twelve months - - 5300107 6,556,134 - - - 11,856,241
Trading securities - 2,594,763 554,397 5,652,032 36,362 - - 88037554
Financial assets at fair value

through profit or loss - 207,137 17,781 - - 375,187 - 700,105
Derivative financial instruments - 259,049 164,185 169,303 95,286 210,144 - 897,967
Advances and other accounts 7,375,087 19,074,013 10,836,477 16,524,397 34,266,087 36516203 2,167,220 126,747 484
Avallable-for-sale securities - 2088412 2882160 3890992  22,060871 7,159,666 141,164 38,223,264
Held-to-maturity securities - 1512316 988497 2516411 1,216,480 - - 6,233,704
Investment in an associate - - - - - - 4134651 4,134,651
Investments in jointly

controlled entities - - - - - - 81,157 81,157
Goodwil - - - - - - 811,690 811,690
Intangible assets - - - - - - 58,252 58,252
Premises and other fixed assets - - - - - - 2058557 2,068557
Investment properties - - - - - - 1179440 1179440
Current income tax assets - - - 137 - - - 137
Deferred income tax assets - - - - 81492 - - 81492
Total asets SAT 030 DB2EI BI0M6 DT0508 M0 106TIA 21024149
Liabilties
Deposits from banks 45,977 450519 1,202,023 - 578,872 - - 20739
Derivative financial instruments - 196,414 150,127 150,604 148,339 37,300 - 662,784
Trading liabilties - 589,376 6,609,302 1449608 20,222 - - 8,008,508
Deposits from customers 67,783,640 32,870,703 41,447,947 19,368,160 989,085 - - 162,459,535
Certificates of deposit issued - 849938 2262267 1976889 2,004,612 - - 7,183,706
Subordinated notes - - - - 5,487,366 - - 5487366
Other accounts and accruals 4159 1933640 715978 699,585 39,205 - 2629987 6,069,987
Current income tax liabilities - - - 453,597 - - - 453,597
Deferred income tax liabilties - - - - 89,751 - - 89,751
Total fiabilties 67871200 36890590 52,387,644  24,098443 9447452 37300 2,629,987 193,362,625
Net liquidty gap (68,365,792) 4,059,324 (31545081 11210963 48,308,076  44,223950 7,987,134 25,878,624
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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:

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:

JA NE Level
1 *EI_J%‘?&E1 L I R T 2 R E 1
(R o ARG IE A3 5 P I
WZ%E@W#&MEIEO
2 BRof | 4R BT e dh 2 A4 > B s 2
o T B (RDE AR ) mi s (ED
PEAE A ) Hhn] B 2 R > R
AR 2 85N 5 (55885 1)
MHETHEA4 -
3 B B A AR R TR 2 3
SR ORI 2 88) - ASAIE
F5 B KA AT B 2 i i
R BT S5 o
ANPEF R G RALRK
20184E6 30 H At 30 Jun 2018
W% Descriptions
DA H ) Financial assets at fair value
ARG SRS E through profit or loss
B Debt securities
e mT A Derivative financial instruments
FEHE MG Held for trading
Feh RS Held for hedging
PDIAFHFHE A HES) Financial assets at fair value
FEAFA A T g through other comprehensive
1 & A = income
B Debt securities
R Equity securities
A TERHE 2 BEARTT  Total assets measured at fair value
DA TR 2 A HEE) Financial liabilities at fair value
?Jr)\iéﬁéﬁﬁiﬁﬂlﬁﬁ through profit or loss
FHIEHEH Held for trading
ME4mITA Derivative financial instruments
FHIEEEH Held for trading
Tﬂﬁﬂﬁ’ﬁ%@ Held for hedging

e R 2 B A

Total liabilities measured at fair value
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B ok B3 it
Level 1 Level 2 Level 3 Total
- 5,895,538 - 5,895,538

- 388,274 - 388,274

- 630,869 - 630,869

- 38,023,763 75 38,023,838
31,342 - 83,163 114,505
31,342 44,938,444 83,238 45,053,024
- 5,343,254 - 5,343,254

- 425,636 - 425,636

- 149,434 - 149,434

- 5,918,324 - 5,918,324
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26.

Fair value hierarchy (Continued)

Assets and liabilities measured at fair value: (Continued)

T B 3 B B R E LT
i PSR RSB o R B R
BAFEE A AR -

HZE 201846 A30 H 1618 K 2017412 A
3UH AR A4 i e o B i A ol
WA ER A PRSI - SR 45

REE, A -

approximation of fair value.

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

For the six months ended 30 June 2018 and the year ended
31 December 2017, there were no transfers of financial assets
and liabilities into or out of the Level 3 fair value hierarchy. The

changes in carrying value represent the revaluation gains/losses.

515k $28k I3 A%

2017412 H31H At 31 Dec 2017 Level 1 Level 2 Level 3 Total
AES Descriptions
DA E 5t B Financial assets at fair value

FEARE GG R through profit or loss

5 Debt securities - 9,537,659 - 9,537,659
WA ST E Derivative financial instruments

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

Fih TSR Held for hedging - 288,484 - 288,484
i SR E Available-for-sale financial assets

B Debt securities - 38,082,110 4,828 38,086,938

gt Equity securities 53,387 - 82,939 136,326
HATERHECEEATT  Total assets measured at fair value 53,387 48,517,736 87,767 48,658,890
DA TR E H 8 Financial liabilities at fair value

FEAREE I A LA through profit or loss

HEEE A% Held for trading - 8,668,508 - 8,668,508
ST A Derivative financial instruments

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

F5H ARSI Held for hedging - 179,769 - 179,769
A TERHEZ AEARE Total liabilities measured at fair value - 9,351,292 - 9,351,292
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in operating activities

For the six months ended 30 June

Operating profit after impairment losses

Net interest income

Dividend income

Credit impairment losses

Advances written off net of recoveries

Depreciation

Amortisation expenses of intangible assets

Provision for equity-settled share-based
compensation

Interest received

Interest paid

Dividend received

Operating profit before changes in operating
assets and liabilities

Changes in operating assets and liabilities:

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

- placements with banks with an original maturity
beyond three months

- trading securities

- derivative financial instruments

- financial assets at fair value through
profit or loss

- trade bills

- advances to customers

- other accounts

- available-for-sale securities

- financial assets at fair value through other
comprehensive income

- held-to-maturity securities

- financial assets at amortised cost

- deposits from banks

- trading liabilities

- deposits from customers

- certificates of deposit issued

- other accounts and accruals

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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Reconciliation of operating profit before gains and losses on
certain investments and fixed assets to net cash flows used

2018 2017
1,560,729 1,071,031
(2,113,753) (1,880,029)
(5,527) (8,985)
38,185 167,275
(130,003) (336,407)
86,933 83,238

- 104

391 263
3,092,539 2,852,356
(730,837) (717,747)
5,527 8,985
1,804,184 1,040,174
(219,774) (1,499,429)
2,553,050 (1,088,818)
3,196,735 (471,552)
(228,890) (120,456)
161,300 (393,061)
(64,708) 602,133
(3,413,809) (3,863,090)
(190,050) (830,926)
- (3,442,131)
(6,238,389) -
- 2,807,665

172,586 -
(68,874) (101,062)
(3,325,254) 107,322
1,193,687 3,807,645
(487,585) 425,850
385,310 1,588,531
23,228 (117,539)
(4,747,247) (2,248,744)
(110,191) (58,316)
(232,014) (77,730)

1 -
(5,089,451) (2,384,790)
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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 personal banking, commercial banking, treasury
and overseas banking business. Operating performances are
analysed by business activities for local banking business, and
on business entity basis for overseas banking business.

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

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

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

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

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

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

For the purpose of segment reporting, revenue derived from
customers, products and services directly identifiable with
individual segments are reported directly under respective
segments, while revenue and funding cost arising from inter-
segment funding operation and funding resources are allocated
to segments by way of transfer pricing mechanism with reference
to market interest rates. Transactions within segments are priced
based on similar terms offered to or transacted with external
parties. Inter-segment income or expenses are eliminated on
consolidation.
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201846 130 H1L6M A
EELETION Net interest income
FREIA/ Gt Non-interest income/(expenses)
BEIA Total operating income
BRI Operating expenses
TRfERHE (a8 / Operating profit before credit
R B EA impairment (losses)/written back
[EEEME (R /1 i Oredlt impairment (losses)/written back

TREERE (ER) /
B3 vt it

HELEE AR FER

HEDAT & B LS
SRR E R 2 A

BRI
i g

BELrAEEZ R ERR
L e
iR HtREHER 2 X4
FRBLEA

BB (L) /P
PR A

HEI84E6H30A L6MA
fiEREHER

201846 430 A
PR
A R

Operating profit after credit
impairment (losses)/written back
Net loss on disposal of other
fixed assets
Net gain on disposal of financial
assets at fair value through other
comprehensive income
Net gain on disposal of
avalable-for-sale securities
Impairment loss on investment
in an associate
Share of results of an associate
Share of results of jointly
controlled entities

Profit before taxation
Taxation (expenses)/credit

Profit after taxation

For the six months ended 30 June 2018
Depreciation and amortisation

As at 30 June 2018
Segment assets
Segment liabilities

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.

For the six months ended 30 June 2018

WARG  WRRE sty WA H
Personal Commercial — M¥¥H  Overseas i Inter- it
Banking  Banking  Treasury  Banking Others  segment Total
866,189 612,809 349,154 282,049 3,552 - 213783
501,859 104,784 (59,096) 77,244 142,047 (498) 766,340
1,368,048 717,593 290,058 359,208 145,599 (498) 2,880,093
(744,645)  (226,459)  (74,542)  (244,488) 8,457 498 (1,281,179)
623,403 491,134 215516 114,805 154,056 - 1,598,914
(106,014) 58,541 263 8,768 257 - (38,185)
517,389 549675 215779 123573 154,313 - 1,560,729
(218) - - (49) (1) - (268)
- - 665 - - - 665
- - - (403,000) - - (403,000)
- - - 409,941 - - 409,941
- - - - 12,386 - 12,386
517171 549,675 216444 130,465 166,698 - 1,580,453
(85,332)  (90,987) (35749  (23,144) 1,618 - (233,59)
431,839 458688 180,695 107,321 168,316 - 1,346,859
35,050 7,403 2,119 20,855 20,906 - 86,933
47,782,868 61,016,867 71,653,061 34,190,690 6,098,089  (3,871,489) 216,870,086
98,012,434 30,061,498 14,162,826 26,253,580 17,406,315  (3,871,489) 191,025,164
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28.

BRIEME () 28. Operating segment reporting (Continued)
B 201746 H 30 H ik 6 H For the six months ended 30 June 2017
EIN G G HESMRAT BIEH
Personal  Commercial ~ HE%H  Overseas B:X Inter- 5
Banking Banking  Treasury Banking Others  segment Total
FHBRA/ Gitk) Net interest income/(expenses) 797,846 574,330 273,813 266,040 (32,000) - 1,880,029
FABRA/ Ciik) Non-interest income/(expenses) 347,135 91,187 (4508 63,705 87,745 (498 584,766
HEA Total operating income 1,144,981 665517 269,306 329,745 55,745 (498) 2,464,795
B QOperating expenses (701,818 (219,521) (17,179)  (235,984) 7,515 498 (1,226,489)
MAERRE (ER)/ Operating profit before credt
R AEEA impairment (losses)/written back 443163 445,996 192,126 93,761 63,260 - 1,238,300
FENEBR) /mE Crecit impairment (osses)/written back ~ (125,581)  (46,118) - 4404 - - (167,275)
R SR (ER) / Operating profit after credit
HfE e impairment (losses)/written back 317582 399878 192,126 98,185 63,260 - 1,071,081
e BE 2 FEE  Netloss on disposal of other fixed assets (33 U] - (56) (10) - (106)
HENAFHAEEESS  Net gain on disposal of financial
FALMATRGENER  assets at fair value through other
B 2 Pl comprehensive income - - - - - - -
HEA R EESZ Bl Net gain on disposal of avallable-for-sale
securities - - 23,365 - - - 23,365
BahaftEzBEBE  Impaiment loss on investment
in an associate - - - - - - -
- UNve S | Share of results of an associate - - - 373088 - - 373038
TEIGHRAHERZESE  Share of results of jointly controlled entities - - - - 9,198 - 9,198
BBl Profit befors taxation 317,540 399871 215491 471167 72448 - 147652
BIALH: Taxation expenses (52399 (65978)  (35556) (14429 9,152) - (177,508
B R Profit after taxation 265150 333,893 179935 456,744 63296 - 1,299,018
HEMTECH0HIE6MA For the six months ended 30 June 2017
TEREHEN Depreciation and amortisation 41508 11,880 5017 18,848 6,124 - B34
2017124318 As at 31 December 2017
HEERE Segment assets 47248470 58,264,178 76,464,780 36,485,129 5,559,622  (4,780,939) 219,241,249
PEAH Segment liabilities 96,100,034 37,301,046 18,335,487 28,208,303 18,198,694  (4,780,939) 193,362,625
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28. Operating segment reporting (Continued)

Revenues from external customers were contributed from
banking subsidiaries in Hong Kong, Macau and People’s
Republic of China, with major products and services including

deposit taking, extension of credit, asset-based finance,

securities investment services offered to customers.

with, and services to external customers.

For the six months ended
30 June 2018

Operating income

Profit before taxation

As at 30 June 2018

Total assets

Total liabilities

Intangible assets and goodwill
Contingent liabilities and commitments

For the six months ended
30 June 2017

Operating income

Profit before taxation

As at 31 December 2017

Total assets

Total liabilities

Intangible assets and goodwill
Contingent liabilities and commitments
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i R Ib
Hong Kong
and Others

2,643,462
1,444,884

198,198,991
175,226,790
318,667

74,572,971

it I A
Hong Kong
and Others

2,245,913
1,356,837

201,648,869
178,499,376
318,667

82,665,576

wH

Macau

237,129
135,569

21,010,516
18,137,795
551,275

2,223,500

1A
Macau

219,380
119,689

20,890,338
18,161,207
551,275

2,304,555

2 JE TR
it}
Inter-

segment
elimination

(498)

(2,339,421)
(2,339,421)

(110,832)

[ 5l 73 SEL
K
Inter-

segment
elimination

(498)

(3,297,958)
(3,297,958)

(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

it
Total

2,880,093
1,580,453

216,870,086
191,025,164
869,942

76,685,639

At
Total

2,464,795
1,476,526

219,241,249
193,362,625
869,942

84,858,897
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Equivalent in HK$ millions

Spot assets

Spot liabilities
Forward purchases
Forward sales

Net options position

Net long/(short) position

Equivalent in HK$ millions

Spot assets

Spot liabilities
Forward purchases
Forward sales

Net options position

Net long/(short) position

Currency concentrations

The following sets out the net foreign exchange position in USD
and other individual currency that constitutes more than 10% of
the total net position in all foreign currencies as at 30 June 2018
and the corresponding comparative balances.

The Group did not have any structural foreign exchange position
as at 30 June 2018 and 31 December 2017. The net option
position is calculated in the basis of the delta-weighted position
of all foreign currency option contracts.

201846430
At 30 June 2018
Jofsns A
WM Other Total
¥ ARl Macau foreign foreign
US dollars  Renminbi Pataca currencies  currencies
62,805 13,412 9,938 5,275 91,430
(35,474) (12,934) (10,945) (8,562) (67,915)
33,004 11,896 - 8,755 53,655
(59,981)  (12,299) - (5,455)  (77,735)
(1) - - 11 -
343 75 (1,007) 24 (565)
20174E12 H 31 H
At 31 December 2017
HibsME  SMEAT
TR W Other Total
ES Macau foreign foreign
US dollars Pataca currencies currencies
69,163 9,139 18,957 97,259
(32,744)  (10,817)  (22,919)  (66,480)
26,575 - 18,272 44,847
(62,053) - (14,330)  (76,383)
1 - 1) -
942 (1,678) (21) (757)
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Loans for use in Hong Kong

Industrial, commercial
and financial
- Property development
- Property investment
- Financial concerns
- Stockbrokers
- Wholesale and retail trade
- Manufacturing
- Transport and transport
equipment
- Recreational activities
- Information technology
- Others

Individuals

- Loans for the purchase of
flats in Home Ownership
Scheme, Private Sector
Participation Scheme and
Tenants Purchase Scheme

- Loans for the purchase of
other residential properties

- Credit card advances

- Others

Loans for use in Hong Kong
Trade finance (Note (1))
Loans for use outside

Hong Kong (Note (2))

Additional analysis on claims and exposures

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

201846 J1 30 H 20174 12H31H

As at 30 Jun 2018 As at 31 Dec 2017
fk M Foet
A0 DR B ZARM R E
ZYise ZHA
% of gross % of gross
KRR advances REEAR advances
Outstanding covered QOutstanding covered
balance by collateral balance by collateral
5,458,012 62.4 3,927,651 87.5
14,987,944 97.3 14,933,223 96.3
4,399,650 6.8 3,814,050 7.9
2,456,874 40.3 2,141,027 54.2
6,167,850 86.5 7,202,373 85.9
2,240,967 63.3 1,900,894 80.0
3,771,502 74.6 3,932,189 76.6
100,308 100.0 96,881 100.0
64,046 84.3 68,986 90.7
3,818,192 67.6 4,114,396 72.0
43,465,345 72.6 42,131,670 78.6
656,412 100.0 687,074 100.0
23,788,584 99.9 22,988,102 9.9
3,561,358 - 3,613,411 -
12,643,019 51.4 12,308,030 51.6
40,649,373 76.1 39,596,617 75.8
84,114,718 743 81,728,287 77.3
9,525,772 61.8 8,766,204 62.6
29,035,297 67.1 28,767,493 68.1
122,675,787 7.6 119,261,984 74.0
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Additional analysis on claims and exposures (Continued)

(@)

Note:

64

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

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

Trade finance loans not involving Hong Kong (including
trade finance extended by the overseas subsidiary banks
of DSB) totalling HK$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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30.

FERWHHNER  Loans for use in Hong Kong
THH Industrial, commercial and financial
—WERH ~ Property investment
fAA Individuals
—WEAMEE - Loans for the purchase of other
MEEH residential properties
TR LM Loans for use outside
fi g5k Hong Kong
FEEWLHHNER  Loans for use in Hong Kong
TH4H Industrial, commercial and financial
-WERE - Property investment
N Individuals
—WRAMEE - Loans for the purchase of other
PR residential properties
TR LI Loans for use outside
fl 5k Hong Kong

Additional analysis on claims and exposures (Continued)

(@)  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:

201846130 H
As at 30 Jun 2018

et BB K
EHAEE RB2
WSk kY ] B3 Wl A
(B3) Gross Witk Stage1and
RAERA Impaired advances Stage 3 Stage 2
Outstanding loans overdue for impairment impairment
balance (Stage 3)  over 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

174121311

As at 31 Dec 2017

et
kR (R ]
B3N Wl WA
Gross Individually Collectively
KRS WIE B advances assessed assessed
Outstanding Impaired overdue for impairment impairment
balance loans  over 3 months allowances allowances
14,933,223 78,968 59,897 6,925 47,835
22,988,102 6,305 9,387 - 4107
28,767,493 187,828 258,196 100,236 106,550
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201846 A 30H As at 30 June 2018

1. RO > 4 BURSAR 1. Central government, central
He R L government-owned entities and their
AAMAEATAEAA]) subsidiaries and joint ventures (*V’s)

2 KB » BRI B 2. Local governments, local government-owned
BRAMBARARNAEAR  entities and their subsidiaries and JVs

3 BEEAERENZERE 3. PRC nationals residing in Mainland China
fERBI PR MM or other entities incorporated in Mainland

MG A AR A EAA China and their subsidlaries and JV's
4 RBELRE—-HEHRZ 4 Other entities of central government not
AR ) LA reported in item 1 above
SAHELMFE HEHZ 5. Other entities of local governments not
MO I B A reported in item 2 above

6. BAEAERE N LIS 2 B 6. PRC nationals residing outside Mainland China
a7 B B D SN B or entities incorporated outside Mainland
Wk T R B AR China where the credits are granted for use
Gl in Mainland China

75 HET B 7. Other counterparties where the exposures are
(R pNE 3 G considered to be non-bank Mainland
asbiif i China exposures

KRG RERGSTHE  Total assets of DSB and its Mainland
RAZMREEEZ LR subsidiary bank after provision

BB FRRNREL On-balance sheet exposures as
BEATTEM percentage of total assets
it Note:

Ll BB AR S R AR N
% P RIE 2 -
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(Z,) B A B0 5 (b)  Mainland activities exposures

EHE B B2 WA M (4) 30. Additional analysis on claims and exposures (Continued)

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

PR T 2 R B SEFS R R AR - bank only.

BN WA RN
iE i B
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

17.78%

The balances of exposures reported above include gross
advances and other balances of claims on the customers.
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30. 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 JV's

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

Total assets of DSB and its Mainland subsidiary
bank after provision

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

201,200,282

16.73%

KEEMEN BEARES
b ife vt
On-balance Off-balance Total
sheet exposure sheet exposure exposures
7,145,507 70,194 7,215,701
896,387 78,815 975,202
13,623,930 1,113,634 14,637,564
1,685,178 15,391 1,650,564
835,183 - 835,183
8,611,455 206,141 8,717,596
1,113,077 48,625 1,161,702
33,660,712 1,532,800 35,193,512
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30. Additional analysis on claims and exposures (Continued)
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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.

BB R

W% Pk Wi Bt 2

(REBE3) 2] REEL3 WAL Yl

% PR Impaired %RfK WAiEM  Stage 1 and

Gross advances to Overdue Stage 3 Stage 2

advancesto  customers advancesto impairment impairment

20184E6 H 30 H As at 30 June 2018 customers (Stage 3) customers allowances allowances
ik Hong Kong 99,774,445 889,286 540,483 363,132 429,612
H China 7,399,702 83,735 52,715 6,950 37,817
M Macau 13,762,383 52,064 52,064 18,565 17,510
Hits Others 1,739,257 - 15,194 - 7,261
122,675,787 1,025,085 660,456 388,647 492,200

EHIRC e EERR e

KR i R (A

KPEHAE  Individually ZFEH  Individually  Collectively

Gross impaired Overdue assessed assessed

advancesto  advancesto advancesto  impairment  impairment

2017412 H31H As at 31 December 2017 customers customers customers  allowances  allowances
il Hong Kong 95,759,022 702,373 662,535 246,470 282,407
g China 8,229,210 26,578 66,982 20,955 51,365
M Macau 13,200,459 26,302 60,870 13,206 38,645
Hits Others 2,073,293 11 10,392 11 5,988
119,261,984 755,264 800,779 280,641 378,405
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30.

Additional analysis on claims and exposures (Continued)

201846 J130H At 30 June 2018
HEET In millions of HK$
3= Offshore centres
—H A - of which: Hong Kong
BREBAR Developing Asia and Pacific
—HA - of which: Mainland China
201741231 H At 31 December 2017
HEBT In millions of HK$
B Offshore centres
—Jh Fik - of which: Hong Kong
YN Developing Asia and Pacific
= - of which: Mainland China

() 157 BRI R R EZHEA G R IEHT

H AT

(d)  International claims
The information of international claims discloses
exposures to foreign counterparties on which the ultimate
risk lies, and is derived according to the location of the
counterparties after taking into account any transfer of
risk. In general, transfer of risk from one country to another
is recognised if the claims against a counterparty are
guaranteed by another party in a different country or if
the claims are on an overseas branch of a bank whose
head office is located in a different country. Only regions
constituting 10% or more of the aggregate international
claims after taking into account any recognised risk
transfer are disclosed.
FRATRABER
Non-bank private sector
HHT
BHBRH Fam
911 Non-bank BABR AR
#i Official financial ~ Non-financial Total
Banks sector institutions  private sector claims
6,385 13,761 7,995 119,748 147,889
30,686 1,667 1,149 13,254 46,756
EEIGEIN 1
Non-bank private sector
TRt
SRR e
B Non-bank YN 3 fREE
iy Official financial  Non-financial Total
Banks sector institutions ~ private sector claims
6,903 17,445 7,429 114,262 146,039
5,781 15,164 7,133 98,814 126,892
32,271 2,083 1,058 12,780 48,192
26,357 2,005 694 11,135 40,191

(e)  Credit commitments and contingent liabilities analysed by
percentage covered by collateral

201846 H30H 2017412431 H
As at 30 Jun 2018 As at 31 Dec 2017
AL AR

AR RN 2

AR (R L5 45 Financial guarantees and other

il PSS

credit related contingent liabilities

BEHRYE RIS Loan commitments and other credit

il P

related commitments

BREE RIENED I

Contract % covered Contract % covered
amount by collateral amount by collateral
1,512,474 20.4 1,474,181 23.7
69,398,309 5.4 75,198,549 5.2
70,910,783 5.7 76,672,730 5.5
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Related-party transactions

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

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 holding company and fellow subsidiaries
during the period. The aggregate values of these
transactions are within or consistent with the respective
annual caps applicable to the Group pursuant to Rules
14A.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 Group 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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32.

Risk management

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

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

Market risk arises mainly from Treasury 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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Risk management (Continued)

(a)

(b)
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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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32.

Risk management (Continued)

(b)

()

(d)
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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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32.

Risk management (Continued)

(d)

(e)

74

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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Risk management (Continued)

(e)
i)

(i)
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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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Risk management (Continued)

(e)
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(f)
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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.

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

(f)
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Market risk (Continued)

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.

e 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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IR T 355 JE e S 2 AR S T 2 T As VaR constitutes an integral part of the
Ty Jo W 7 30 T — o R Group’s market risk control regime, VaR limits
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201846 H30H 12 6f A HK$2,740,000 (year ended 31 December 2017:
N4 B 22 5 1 B 2 Th 35 S B HK$2,014,000).
{6 H 3 H % 2,740,000 7 oG (#
F2017F12H31H IE4F B -
2,014,000 #T)
o BTN o Stress tests
JEE 3 10t B AL A iy 155 35 T Stress tests provide an indication of the potential
W 2 BRI Z 404 - ik size of losses that could arise in extreme conditions.
S T B AT Y R The stress tests carried out by RMCD include: risk
A5+ B R E B - factor stress testing, where stress movements are
T T e 45 TR B R PR AT AR T applied to each risk category; and scenario stress
JEEJIARBE 5 T A 5 R WK - testing, which includes applying possible stress
7 R R 45 Rl R AR R ) SR IH events to specific positions or portfolios. Besides,
R eSS ETIE - the expected shortfall of the trading portfolio is
WA > IREHEFEEE E iR measured to evaluate the expected size of extreme
B 2 TR LA R trading loss beyond a specified confidence level
JE B KCF B R R AR A 0 and over a longer holding period. In addition,
e o BN s AR Y TE F TR reverse-stress tests are performed as a useful tool
5o AN 5 ST 0 R ) A to evaluate the maximum size of market stress that
VB —JE A 3 TH DGR A 42 the Group can endure before hitting the prescribed
B g B 2 T B KT tolerable levels.
P B R 32 0 T 5 B ) i R A
% o
BhHE 2z HRhERg L The results of the stress tests are reviewed by the
B2 Z B g R - Board and its delegated committees regularly.
() TR A (2)  VaR summary of trading portfolio
RE 201846 130 HILZ 6 1 HWE2017F 12431 HIEZ 12181
6 months to 30 Jun 2018 12 months to 31 Dec 2017
T B 5411 i e i
Average High Low  Average High Low
AN JE B Foreign exchange risk 2,322 2,895 1,510 1,514 2,781 1,096
GRS Interest rate risk 1,405 3,769 788 1,332 2,259 660
2R All risks 2,740 3,441 1,906 2,014 3,139 1,429
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Market risk (Continued)

Market risk arising from the banking book

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

(1)

Market risk measurement technique

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

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

Foreign exchange risk

The Group has limited net foreign exchange
exposure (except for USD, Macau Pataca (“MOP”)
and Renminbi (“RMB”)) as foreign exchange
positions and foreign currency balances arising
from customer transactions are normally matched
against other customer transactions or transactions
with the market. Foreign exchange exposure 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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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
(*ALCQO”) 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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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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Risk management (Continued)

(B8) W) E 4 bE () (9) Liquidity risk (Continued)
B R R AR MR 2 4 A The monitoring and reporting take the forms of cash flow
RER 5 R E AT BER R Eh v measurements and projections for different time horizons,
ZEFERBEFERE - — R &M@ including the next day, week and month, which are key
FACIRAY o Mt s JE HTas s 4 periods for liquidity management. The starting point
MEEREBZELHZEME > I HK for those projections is an analysis of the contractual
R TR S S E E L AE maturity of the financial assets and liabilities as well as
MM - B SRR % EE the expected maturity of these assets and liabilities based
A BRINAE - AR IUE R on historical observations. The cash flow projections also
I8 T s SR AR (I £ A T 38 B4 take into account the historical behaviour of off-balance
) ZMEEAT R o B SRR sheet items, including undrawn lending commitments
TR AT 28 G AR 2 R LA T X and contingent liabilities such as standby letters of credit
B EE A 2 BB E S and guarantees. A liquidity cushion is held to withstand
e B R M 7 e W s unexpected shortfall in net cash flow. Eligible securities
Al LR A RSB © K5 2 5 in the cushion are mainly in high credit quality and have
R S AR R DT (AR DA (R sufficient market depth that can be realised within 1
TR EE o month. Debt securities held are marked to the market on
daily basis to ensure their market liquidity.
LRy R B4 RN Gl
Internal categorisation Cash to be recognised Asset classes Eligibility criteria
F1# RDERN B - ZBERBATRAE 0% K 20% 2 WERHEE
BT 2 fEHE S
Level 1 Within 1 month Debt securities issued 0% and 20% risk
by government, multilateral weighted
development banks and
public sector entities
o8k AR FEMAERET REES  FETRBA-SUE
Level 2 Within 1 month Debt securities issued by Credit rating with
non-financial corporate A- or above
entities
U B 1P A LA Size of the liquidity cushion
(AE#EIT)
(in HK$ million)
20184 20177
6J1301 121311
As at As at
WS Internal categorisation 30 June 2018 31 December 2017
AL Level 1 16,250 15,870
F24% Level 2 10,893 10,230
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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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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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Compliance with the Basel Ill Capital Standards
(Continued)

To implement the latest international capital standards
commonly referred to as the “Basel Ill” 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.
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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 the valuation results are periodically verified to
ensure the integrity of the fair value measurement process.

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

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

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.
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32.

Risk management (Continued)

()

87

Fair values of financial assets and liabilities (Continued)

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

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

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

° 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

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

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

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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32.

Risk management (Continued)

(m)

(n)

88

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 Monetéaria
de Macau (“AMCM”) and the China Banking Regulatory
Commission (“CBRC”) respectively for supervisory
pUrposes.

The required information is filed by BCM with the AMCM
and by DSB China with the CBRC on a quarterly basis. The
AMCM requires BCM and the CBRC requires DSB China
to maintain a ratio of own funds or capital base to total
risk-weighted exposures (i.e. the capital adequacy ratio)
not lower than the 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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32.

Risk management (Continued)
(0) Launch of new product or service

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

(p)  The role of Internal Audit

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

YA s A 33. Capital adequacy ratio
20184¢ 2017 4F
6J130H 12H31H
As at As at
30 Jun 2018 31 Dec 2017

BRI R Capital adequacy ratio

— 3 R — 4% - Common Equity Tier 1 13.4% 13.4%
——# — Tier 1 14.0% 14.0%
—BHE - Total 18.4% 18.7%

201846 H 30 H % 2017412 4 31 H 2 &A
FOE G T RGBT R AT M S5 A IR DL (F 45 R
P 2ESRAT R B SR AT (R ) ) MR ECERAT 2
(EA) BRI B SE T I TSR TR -
AR T R EI L E RS A g
AR -

WA HERAT RG] - SO ERAT o Bl L i
SRATHBESF EA T AR B R ER o WP
ST ST A B PSR AT SR B IOBE I
FOBTERAT (P B0 ) ZHB T A7 Bl P B SR T SR B
(FIRLE o

The capital adequacy ratio as at 30 June 2018 and 31 December
2017 represents the consolidated position of DSB (covering
BCM and DSB China) computed on Basel lll basis in accordance
with the Banking (Capital) Rules. This capital adequacy ratio
takes into account market risk and operational risk.

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

2018 4F BE20174F HE 20174

6H30HIE 6H30HIE 12H31HIE

6 A 618 11 R

Six months ended Six months ended Year ended

30 Jun 2018 30 Jun 2017 31 Dec 2017

BB AR R Liquidity maintenance ratio 44.,0% 43.8% 44.0%

UL T A LU AR T OB SR AT (FL4 TR
SERAT RS RAT (B ) ) 74 P BUAF B 6
/1218 B8 7P 245 5 i ) B A
7 HLR ) M P P 0 o BB A AR LR
RRBCIRATE (REE) BLADFHH -

FOBTRAT 7 e M SRAT ZE AR B A Y AT 2

BBl SF iR E) & & RAREOK < WP MRAT
TR ST A BTR PR AT SE B IO BUE SRRt
A7 (v B ) 2R ST A B v B SR AT 36 B RO A

The LMR is calculated as the simple average of each calendar
month’s average consolidated liquidity maintenance ratio of DSB
(covering BCM and DSB China) for the six/twelve months of the
financial year. The LMR is computed in accordance with the
Banking (Liquidity) Rules.

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

E o

B e FINANCIAL RATIOS
RE 20184 HZE 20174
630HIL 630 HIE
6 H 6 fiil 11
Six months Six months
ended ended
30 Jun 2018 30 Jun 2017
AL A& A Net interest income/operating income 73.4% 76.3%
A 5 Cost to income ratio 44.5% 49.8%
P-4 AR IR (AR AL Return on average total assets (annualised) 1.4% 1.3%
S8 TR RT3 AR Tl o (4R A L) R0 Adjusted return on average total assets (annualised) "o " 1.6% AEA N/A
2 RO 4 el R (AR AL) Return on average shareholders’ funds (annualised) 12.4% 11.0%
8 R ROT- I O A [ (4E%4k) 21 Adjusted return on average shareholders’ funds (annualised) ot 7 13.9% A N/A
A Net interest margin 2.09% 1.94%
20184 2017 4F
6130H 12131 H
As at As at
30 Jun 2018 31 Dec 2017
BRI R Loan to deposit ratio 72.0% 70.3%

1. AN AR ZE 20184 6 A 30 H 1L 61 A w8 2
BTG 2 WE R

Excluding the impairment loss on the investment in an associate
recognised in the six months ended 30 June 2018
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Closure dates of Register of Shareholders
(both days inclusive)

L R B8 5 B ]

Latest time to lodge transfers

ALk H

Record date

oA R IR B H

Interim dividend payment date

MRS EREIR TS > TR B E

SO [R) A R I SR JETE bl 2 B R
P38 5 IR R 28 B AR A A 2 A B R R U
R R A IRA AR T4 > itk
B AT B 5 KA R 183 55 A A L 1748

1712 & 1716 % o

INTERIM DIVIDEND

The Directors have declared an interim dividend of HK$0.13
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 (R HM)
F201849 H 17H (EH—)

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

20184F9 H 12 H (BHI=) N 4R305
4:30 p.m. on 12 September 2018 (Wednesday)

20184F9 H 17 H (&#1—)
17 September 2018 (Monday)

20184F9 H21 H (R 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 45.7% to
HK$1,561 million, driven by both an improvement in operating
income, and substantially lower loan impairment charges.
Profit for the period grew much less, by 3.7%, due mainly to
an impairment provision against our investment in Bank of
Chongaing (‘BOCQ") of HK$403 million, as well as a higher tax
charge of HK$234 million resulting from the much improved
operating profit. For the first half of the year a dividend of
HK$0.13 per share was declared.

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 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.
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BUSINESS AND FINANCIAL REVIEW (Continued)

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 1H 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.

The Group generated an adjusted return on assets of 1.6% and
ROE of 13.9% 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 higher than the same period in
2017.

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.
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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.

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 (“SFQ”)) which were required
to be notified to the Company and The Stock Exchange of
Hong Kong Limited (the “SEHK”) pursuant to Part XV of the
SFO (including interests and short positions which they have
taken on or are deemed to have acquired under such provisions
of the SFO), or which were required pursuant to the SFO to
be entered in the register referred to therein, or as otherwise
required to be notified to the Company and the SEHK pursuant
to the Model Code for Securities Transactions by Directors of
Listed Issuers and the code of conduct for directors’ securities
dealing adopted by the Company (collectively the “Securities
Model Code”) were as follows:

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

ik ¢y
KA RR /AR gg?%
Number of ordinary shares/underlying shares of the Company
Percentage of
AR il ol JofbhiR AR  interestsin the
Personal Corporate Other Total total number of
[ Director interests interests ! interests interests  issued shares
¥ David Shou-Yeh Wong - 1,045,626,955% - 1,045,626,955 74.43%
% Gary Pak-Ling Wang 1,834,691 981 - - 1,834,691 0.13%
A Nicholas John Mayhew 1,755,476 - - 1,755,476 0.12%
KRB RATHORRD HRRH &ggzﬁ
Number of ordinary shares/underlying shares of <
Dah Sing Financial Holdings Limited LIRS
Percentage of
N o b o HfbhEs AR interests in the
Personal Corporate Other Total total number of
[ Director interests interests interests interests  issued shares
B David Shou-Yeh Wong - 137,285,682 - 137,285,682 40.97%
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INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE
(Continued)

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

Notes:

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

Such shares included the corporate interests of David
Shou-Yeh Wong under Part XV of the SFO by virtue
of his beneficial share interests in the shares of Dah
Sing Financial Holdings Limited (“DSFH®) which held
a controlling interest of 74.42% in the Company and
interests in the shares of the Company 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 the Company as disclosed in the
following section regarding interests in options under
share option schemes of the Company; and (b) deemed
interests in 450,000 notional underlying shares of the
Company relating to cash-settled share-based incentive
options granted by the Company on 26 April 2018 as
explained in note (5) below.

The personal interests of Nicholas John Mayhew
comprised of (a) interests in 855,476 ordinary shares of
the Company; (b) interests in share options in respect of
450,000 underlying shares of the Company as disclosed in
the following section regarding interests in options under
share option schemes of the Company; and (c) deemed
interests in 450,000 notional underlying shares of the
Company relating to cash-settled share-based incentive
options granted by the Company on 26 April 2018 as
explained in note (5) below.

The Company 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 five 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 the
Company 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 the Company.

The corporate interests are in respect of shares held by
a corporation in which the director controls 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.
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(Continued)
(&) TEA ) Jo HAH B B 2GR HE st 1 I (b) Interests in options under share option schemes of the

THHEH 2 SRR 4 Company and its associated corporation

L AAY I.  The Company

(i)  KHRITEEE# () Old DSBG Scheme
TH LA AR 20046 H 12 H The particulars of interests in options to subscribe
A 2 R BRERTH (T KB RAT 4 for ordinary shares of the Company granted under
B ST B 1) #2 0  RRIBHE LA I the Share Option Scheme of the Company adopted
AR F A IR A 2 W AR R R A on 12 June 2004 (the “Old DSBG Scheme”) and
WA L5 A R R85 B information that is required to be disclosed in
AR (TCETTRLRD 1) T ZH 45 8 2 accordance with the Rules Governing the Listing of
R Securities on The Stock Exchange of Hong Kong

Limited (the “Listing Rules”) are set out below:

WREA LR AARAA
Numbgr of the Company's shares inthe options
Rt/ i1 1 LT [t
Rk WREE  REEE Cacole  RMIBE Brecise Gt Evercise
IRIEED  Granted  Exercised lpsed O 0 pricel date periog®
Hldat  ding  duing during Heldat (BE  (B/8/%  W/0/%
A Granteg 1020187 the period ~ the period theperiod  30/6/2018 HKS) (D) (D)
{1 Directors
Tk (ery PelLing Wang 034,691 - - - 034,691 1% an -
HAA1
i Nichoes Jonn Meyhew RRAT SR - 0 1% M A20-
HA20018
KR Aggregte ofoter 519211 - g - 0 1% oM -
employegs * 2122018
124,625 - (62319 - 62312 1168 26032014 2603/2015-
260312020
i Notes:
(1) BN A R20144E5 7 5% W (1) Adjusted as a result of the rights issue of the
Z BRI AE LR o AL R Company completed in May 2014. The key
20144F5 7 8 H U BH 2 A 5 summary of related adjustments was announced by
fEH i the Company on 8 May 2014.
() A AR R ERAT 4 S (2)  All the existing share options granted under the Old
TR 7 R T st DSBG Scheme shall be exercisable upon vesting
AR S REES ST in five equal tranches between the first and fifth
5 J 15 7] T LM A o 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)

(i)

98

The Company (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
the Company and are working under employment
contracts that are regarded as “continuous
contracts” for the purpose of the Employment
Ordinance of Hong Kong.

During the period, Harold Tsu-Hing Wong, a
substantial shareholder of the Company, exercised
his outstanding share options in respect of 207,709
shares of the Company at an exercise price of
HK$7.96 per share and 207,709 shares of the
Company were allotted to him on 17 January 2018.
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 the Company 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 the Company
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)

L AR () I.  The Company (Continued)
(i) KRR B & (i)~ New DSBG Scheme
TH AN AR 20145 H27H The particulars of interests in options to subscribe
TRAN 22 BT 8R4 T 48 R 4 for ordinary shares of the Company granted under
2 iR B DA R M A /A ) 4 i P the New DSBG Scheme adopted on 27 May 2014
M 2 W 2 B e L i BRI T 28 4 and information that is required to be disclosed in
T EH accordance with the Listing Rules are set out below:
AREGAZKAARRYN
Numbgr of the Company’s shares inthe options
Bt/ %k ik i il
Rk WREE O WAGE  Cacoled  RNBE Execise Gt Brercse
IFUARE Granted  Everised lapsed O 0 pice date periog”
Hldat  ding  duing durng Held at (5 (/8% (/R/%)
A (rantee 112018 theperiod  the period theperiod /62018 HKS) (D) (D)
4 Diretors
Thi (ry PelLing Wang 450,000 450,000 1824 26042018 2604/2019-
26/04/2004
Kk Nicholas Jofn Mayhew 450,000% 450,000 1024 204018 2604/2019-
260042024
S AsEY Aggregate of other 600,000¢% 600,000 1824 26042018 2604/2019-
employegs ¥ 200042004
7 Notes:
() BT AR SR 8T 4 [ =t (1) Allthe existing share options granted under the New
N2 R T B R DSBG Scheme shall be exercisable upon vesting
S5 S AR SHET- 1 in five equal tranches between the first and fifth
5 B 1% 1] T LM A o anniversaries from the date of grant.
2 REEDERTEHETEERA (2)  Share options were granted to certain eligible
T % B AR ) B E b employees, who are directors, senior executives
BARINESR - mRITHAE or officers of the major operating subsidiaries of
SIS I A R R the Company and are working under employment
BIF TG ] TERES - contracts that are regarded as “continuous
contracts” for the purpose of the Employment
Ordinance of Hong Kong.
(3) 201844 H26H > ARNT AT (3)  On 26 April 2018, the Company granted 1,500,000

T RRATE A BT 1,500,000
FRISHE > 4700 A R 18.24 18
TG o AN TR AR TE 2018 4F 4 1
25 H (R120184F4 A 26 AfZ &R
BefER A2 —MEEA) 0
W Tl 5 A BRI 18,18 T
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share options to certain senior executives at an
exercise price of HK$18.24 per share. The closing
price of the shares of the Company 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.
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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)

L AR/ () I.  The Company (Continued)
(i)  KFHRITEE Bt F (%) (i) New DSBG Scheme (Continued)
it () Notes: (Continued)
(4)  #ZE20184-630H oM A H#A (4)  The share options granted during the six months
R 432 2 SRR HE 2 DA RE SO A ended 30 June 2018 are equity-settled options.
Y RIBHE o SRAN IR A A F 2017 On the basis of the same accounting and valuation
AR AR SR T4 R 0 AR R & 5T AL methodologies disclosed in the Company’s 2017
EHE > DAIRRE S B 3R ek Annual Report, the fair value of equity-settled
R A 2 AP E R = IE options is determined by using the Trinomial Option
W EERREE - Pricing Model at the date when the options were
granted.
R AZATE 2.90%7T Fair value at grant date HK$2.90
BB ZBEEEIE 19.09% Expected volatility at grant date 19.09%
1L KW mA A (T K#H4E Il. Dah Sing Financial Holdings Limited (“DSFH”),
) AR 2 w) Z AR B 3 ) an associated corporation of the Company
(i) A#remes s () Old DSFH Scheme
THN B ROR A Rl (A R Z AR A The particulars of interests in options to subscribe
) 200544 A 28 H R4 2 58 Mt for ordinary shares of DSFH, an associated
RETH B (TR 5 AE st 1) 2 4 corporation of the Company, granted under the
2 iR B AR DA R B K5 46 3 4 Share Option Scheme of DSFH adopted on 28 April
A 2 W 2 B #e L i BRI ) i 28 2005 (the “Old DSFH Scheme”) and information that
Wids 2 EH is required to be disclosed in accordance with the
Listing Rules are set out below:
ARBUAZKEABRRYH
Number of DSFH's shares inthe options
Bt/ i1 4L L] filie
pusk WAgE  WREE Cacole  RMBE Breise Gat  Bercie
IRIHEED  Granted  Exercsed lagsed  Of1 0 AR pricel tate periog®
Mldst  dung g Qg Heldal k8 /8% /%
A Grantse 10020187 the period ~ the period fheperiod  30/6/2018 HS) (D) (D)
L Aggregate o 62584 (62384 0 S8 MM M-
employegs 2111212018

100



g R AT AR ()

(&) FEAR S a) B HARM i ) 2 GRS R T 18
TR Z R AR ()

L KW w4 B A RA A (K&
i) (R A" Z MGk ) (74)

() K#remeEp# (H)

(1) SERHa MR 201444 7 5810
Z MR AE AR o KH R
E A 201444 J3 29 H i AH B W8
BB A -

Q) FrAREION SR BT %
2 R T HOR R 1
i 256 5 WA AF 7 5 HEF- 2
BT LT -

() PRI TR e
HMEAFNEERBT 0
S8 Ty OB 4 Tl A R
Al AT BBV
BB 5 A i R R T
[EFAH ] TENES -

(4)  FZAETRIRER A 4 T ] R
S BI04 B R 2
F ) RS R 8 1E B
G IS KR A R
20184F 1 H 19 H FE [ K it $ A
ONE R A B A
KT 4 31,202 JBE A B A7 48
TE R BB 31.88 W5 0 2 s BAE
AR TR AT K B 4
(PN A Tt |
HERESS o

(5)  KHi&meEsE TR 201544
28 B o A KM & mgg st
FIEN T I NCE YN o
Gt B — 25 4% AT T R R
KB 4 R T 2 A SR
A7 B Jee T T 452 ML T AR R
MRATHE 2 2R R &
BT R RAER -

INTERESTS OF DIRECTORS AND CHIEF EXECUTIVE
(Continued)

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

U]
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Dah Sing Financial Holdings Limited (“DSFH”),
an associated corporation of the Company
(Continued)

Old DSFH Scheme (Continued)

Notes:

(1)

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

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

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

The share options were redeemed and cancelled
by DSFH 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 DSFH at an exercise price of
HK$31.88 per share granted to Harold Tsu-Hing
Wong, a substantial shareholder of the Company,
and redeemed and cancelled by DSFH on 19
January 2018. Harold Tsu-Hing Wong ceased to
have any interest in the share options under the Old
DSFH Scheme of DSFH.

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.
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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. Dah Sing Financial Holdings Limited (“DSFH”),
an associated corporation of the Company
(Continued)

(i) New DSFH Scheme

On 27 May 2015, the shareholders of DSFH
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 on 27 May
2015 to 30 June 2018.

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.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS

As at 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
be kept by the Company pursuant to section 336 of Part XV of
the SFO or otherwise known to the Company.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS

(Continued)
i #fT
Joeh 4%
kBB EH RS
Jo i 2 Percentage of
Number of interests in the
Sh shares held/ total number of
ik Name Capacity interests in shares issued shares
THEE Christine Yen Wong RN Vil v i 1,045,626,955 74.43%
MR A A
Deemed interest by virtue of her
spouse having a notifiable interest
KRR AR Dah Sing Financial s 1,045,461,643 74.42%
([KHram)) Holdings Limited (“DSFH’)  Beneficial interest
THA Harold Tsu-Hing Wong Ea G IR ARAREA 1,046,500,188 2 74.50%
R 1 T R
Beneficial interest and deemed
interest in shares indirectly
held by trustee
TS B R A PR ] HSBC International Trustee  fr #t A K i Bl 43 1,045,461,6439 74.42%
(NEGfED Limited (*HSBCIT’) Trustee and corporate interest
Schroders Ple Schroders Plc HE%N 70,569,911 5.02%

it -

() RS TR SR 2 Hids
lﬁMﬁfﬁﬁﬁﬁﬁiﬂZIE&ﬁ%ﬁ
AR A B PR AR 42 B vk T 45 % ST 295
WEPE LR A A RS o FBE SR
VUZR R H AR FE R A 2 M2 7 A o B % - 0
SERE LS BT SP SRR b At [ I AT U
fit | 4 P TR AR AR S AR

) ﬂﬂ!hﬁzw\?l038545HXH%‘ZET§
25 RARYECGE I B B ) 36 322 el
B R K SRR R R G 2Rt NE
WS SR 2 AN T]1,045,461,643 BB HE
#o PFEREETZRTA -

Investment manager

Notes:

(1)

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

Harold Tsu-Hing Wong has a direct interest in 1,038,545 shares
in the Company and a deemed interest pursuant to section 322
of the SFO in 1,045,461,643 shares of the Company held by
DSFH and HSBCIT through a family discretionary trust of which
David Shou-Yeh Wong is the settlor.

103



TR RHESR (A7)

it ()

() BCRFRC R IR SRR A A R 2 A R 6
A A EHAVERE S (O T e PP 3
15 RESZREN B AR A < i AR TE 2Rt
LR 0 R AR 2 ) AR B B T o 45
B o MBI T LAk [ 3 5 AT BUR B
i A7 B ST ERN [k BRE SR | — IR 4

(4)  HERE Y WIRIEA A AR 201846 H 30 H
2 BT IR AR GT o

i A bl B 5 B I - 7201846 A 30
H > AN T 2 BERME 25 Bk A 8 we T i olf 4
IRETLEE

S Ee 3Rl

HE 201846 H 30 H 1k 6 H WM A > BrsF
RIS A4 RSN » AR vl CRE A B X —
HESFCET R M B 14 2 (25 R FRID
([ 257 ) BT A <FRIESC -

AR AR SR i <1 I 2 < IR SC A4 BRRL
£ FUMTEREZ REREARELN > A
B EHEE - ARFZ I TEE L
AT SRR AR > MR A 4 ) ) LA
FEAR QA BB 4 K& b i (R AR R g
ff.

WP Z &R R ST

AANFCHEN—E BT HE B GFRER
CETT AR B Bk 10 Bl B8 47 N\ 3 F i A7 %
38 Gy B HESE I ([CREESERI) |) BT 8
EMEFETH RSN EEHHLH T
([EFLGTFU]) o BAL 6 & HAE 4
TR HECHEREZE20184F6 H30H
1k 61 A WIH - 35 B S GEE S I R AR
Rl 2 EHL 5P

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
(Continued)

Notes: (Continued)

(38)  Such shares represented DSFH’s corporate interest in the
Company indirectly held by HSBCIT in trust for a family
discretionary trust of which David Shou-Yeh Wong is the settlor.
HSBCIT was taken to have a duty of disclosure in relation to
the relevant shares of the Company held through companies of
which it has control. The relevant shares have been included in
the “Corporate interests” of David Shou-Yeh Wong as disclosed
under the heading “Interests of Directors and Chief Executive”
above.

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

All the interests stated above represented long positions. As
at 30 June 2018, no short positions were recorded in the
register of shareholders’ interests in shares and short positions
maintained by the Company.

COMPLIANCE WITH THE CORPORATE GOVERNANCE
CODE

During the six months ended 30 June 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.

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.
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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. Robert Tsai-To Sze
Independent Non-Executive Director

- Resignation as an Independent Non-Executive
Director of Min Xin Holdings Limited with effect from
1 April 2018

(¢) Mr. Blair Chilton Pickerell
Independent Non-Executive Director

- Appointment as the Chairman of the Remuneration
Committee of Link Real Estate Investment Trust with
effect from 14 August 2018

- Appointment as a member of the Risk Management
and Compliance Committee of Dah Sing Bank,
Limited with effect from 21 August 2018 at a fee of
HK$50,000 per annum

(d) Mr. Jun Fujimoto
Non-Executive Director

- Change of name of BTMU Nominees (HK) Limited
to MUFG Nominees (HK) Limited, of which Mr. Jun
Fujimoto is currently a director, with effect from 3
April 2018

- Change of title to Managing Director, Deputy Head
of MUFG Bank, Ltd. (formerly known as The Bank of
Tokyo-Mitsubishi UFJ, Ltd.), Hong Kong Branch with
effect from 1 July 2018
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CHANGES IN INFORMATION WITH REGARD TO
DIRECTORS (Continued)

(e) Mr. Hon-Hing Wong (Derek Wong)
Vice Chairman, 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

()  Mr. Gary Pak-Ling Wang
Executive Director 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

(99 Mr. Nicholas John Mayhew
Executive Director and Deputy Chief Executive

- Fixed remuneration adjusted with an increase in the
cash allowance from HK$73,950 to HK$82,600 per
month with effect from 1 April 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.

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.
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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
dahsingbanking.ecom@computershare.com.hk.

BOARD OF DIRECTORS

As at the date of this Interim Report, the Board of Directors
of the Company comprises Messrs. David Shou-Yeh Wong
(Chairman), Hon-Hing Wong (Derek Wong) (Vice Chairman,
Managing Director and Chief Executive), Gary Pak-Ling Wang
(Group Chief Financial and Operating Officer) and Nicholas John
Mayhew (Deputy Chief Executive) as Executive Directors; Mr.
Jun Fujimoto as Non-Executive Director; Messrs. Robert Tsai-
To Sze, Seng-Lee Chan, Yuen-Tin Ng and Blair Chilton Pickerell
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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